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DEPARTMENT  OF  AGRICULTURE 
Agricultural  Marketing  Service 
7  CFR  Part  906 

[Doc.  No.  AMS-FV-1 4-0054;  FV1 4-906-3 
IR] 

Oranges  and  Grapefruit  Grown  in 
Lower  Rio  Grande  Vaiiey  in  Texas; 
Decreased  Assessment  Rate 

AGENCY:  Agricultural  Marketing  Service, 
USDA. 

ACTION:  Interim  rule  with  request  for 
comments. 

SUMMARY:  This  rule  decreases  the 
assessment  rate  established  for  the 
Texas  Valley  Citrus  Committee 
(Committee)  for  the  2014-15  and 
subsequent  fiscal  periods  from  $0.16  to 
$0.11  per  7/10-bushel  carton  or 
equivalent  of  oranges  and  grapefruit 
handled.  The  Committee  locally 
administers  the  marketing  order,  which 
regulates  the  handling  of  oranges  and 
grapefruit  grown  in  the  Lower  Rio 
Grande  Valley  in  Texas.  Assessments 
upon  orange  and  grapefruit  handlers  are 
used  by  the  Committee  to  fund 
reasonable  and  necessary  expenses  of 
the  program.  The  fiscal  period  begins 
August  1  and  ends  July  31.  The 
assessment  rate  will  remain  in  effect 
indefinitely  unless  modified, 
suspended,  or  terminated. 

DATES:  Effective  August  15,  2014. 
Comments  received  by  October  14, 

2014,  will  be  considered  prior  to 
issuance  of  a  final  rule. 

ADDRESSES:  Interested  persons  are 
invited  to  submit  written  comments 
concerning  this  rule.  Comments  must  be 
sent  to  the  Docket  Clerk,  Marketing 
Order  and  Agreement  Division,  Fruit 
and  Vegetable  Program,  AMS,  USDA, 
1400  Independence  Avenue  SW.,  STOP 
0237,  Washington,  DC  20250-0237;  Fax: 
(202)  720-8938;  or  Internet:  http:// 

WWW. regulations. gov.  Comments  should 


reference  the  document  number  and  the 
date  and  page  number  of  this  issue  of 
the  Federal  Register  and  will  be 
available  for  public  inspection  in  the 
Office  of  the  Docket  Clerk  during  regular 
business  hours,  or  can  be  viewed  at: 
http://www.regulations.gov.  All 
comments  submitted  in  response  to  this 
rule  will  be  included  in  the  record  and 
will  be  made  available  to  the  public. 
Please  be  advised  that  the  identity  of  the 
individuals  or  entities  submitting  the 
comments  will  be  made  public  on  the 
internet  at  the  address  provided  above. 
FOR  FURTHER  INFORMATION  CONTACT: 

Doris  Jamieson,  Marketing  Specialist  or 
Christian  D.  Nissen,  Regional  Director, 
Southeast  Marketing  Field  Office, 
Marketing  Order  and  Agreement 
Division,  Fruit  and  Vegetable  Program, 
AMS,  USDA;  Telephone:  (863)  324- 
3375,  Fax:  (863)  325-8793,  or  Email: 
Doris.Jamieson@ams.usda.gov  or 
Christian.Nissen@ams.usda.gov. 

Small  businesses  may  request 
information  on  complying  with  this 
regulation  by  contacting  Jeffrey  Smutny, 
Marketing  Order  and  Agreement 
Division,  Fruit  and  Vegetable  Program, 
AMS,  USDA,  1400  Independence 
Avenue  SW.,  STOP  0237,  Washington, 
DC  20250-0237;  Telephone:  (202)  720- 
2491,  Fax:  (202)  720-8938,  or  Email: 
Jeffrey. Smutny@ams.  usda.gov. 

SUPPLEMENTARY  INFORMATION:  This  rule 
is  issued  under  Marketing  Agreement 
and  Order  No.  906,  as  amended  (7  CFR 
part  906),  regulating  the  handling  of 
oranges  and  grapefruit  grown  in  the 
Lower  Rio  Grande  Valley  in  Texas, 
hereinafter  referred  to  as  the  “order.” 

The  order  is  effective  under  the 
Agricultural  Marketing  Agreement  Act 
of  1937,  as  amended  (7  U.S.C.  601-674), 
hereinafter  referred  to  as  the  “Act.” 

The  Department  of  Agriculture 
(USDA)  is  issuing  this  rule  in 
conformance  with  Executive  Orders 
12866,  13563,  and  13175. 

This  rule  has  been  reviewed  under 
Executive  Order  12988,  Civil  Justice 
Reform.  Under  the  marketing  order  now 
in  effect,  orange  and  grapefruit  handlers 
are  subject  to  assessments.  Funds  to 
administer  the  order  are  derived  from 
such  assessments.  It  is  intended  that  the 
assessment  rate  as  issued  herein  will  be 
applicable  to  all  assessable  oranges  and 
grapefruit  beginning  August  1,  2014, 
and  continue  until  amended, 
suspended,  or  terminated. 


The  Act  provides  that  administrative 
proceedings  must  be  exhausted  before 
parties  may  file  suit  in  court.  Under 
section  608c(15)(A)  of  the  Act,  any 
handler  subject  to  an  order  may  file 
with  USDA  a  petition  stating  that  the 
order,  any  provision  of  the  order,  or  any 
obligation  imposed  in  connection  with 
the  order  is  not  in  accordance  with  law 
and  request  a  modification  of  the  order 
or  to  be  exempted  therefrom.  Such 
handler  is  afforded  the  opportunity  for 
a  hearing  on  the  petition.  After  the 
hearing,  USDA  would  rule  on  the 
petition.  The  Act  provides  that  the 
district  court  of  the  United  States  in  any 
district  in  which  the  handler  is  an 
inhabitant,  or  has  his  or  her  principal 
place  of  business,  has  jurisdiction  to 
review  USDA’s  ruling  on  the  petition, 
provided  an  action  is  filed  not  later  than 
20  days  after  the  date  of  the  entry  of  the 
ruling. 

This  rule  decreases  the  assessment 
rate  established  for  the  Committee  for 
the  2014-15  and  subsequent  fiscal 
periods  from  $0.16  to  $0.11  per  7/10- 
bushel  carton  or  equivalent  of  oranges 
and  grapefruit  handled. 

The  Texas  orange  and  grapefruit 
marketing  order  provides  authority  for 
the  Committee,  with  the  approval  of 
USDA,  to  formulate  an  annual  budget  of 
expenses  and  collect  assessments  from 
handlers  to  administer  the  program  (7 
CFR  906.34).  The  members  of  the 
Committee  are  producers  and  handlers 
of  Texas  oranges  and  grapefruit.  They 
are  familiar  with  the  Committee’s  needs 
and  the  costs  for  goods  and  services  in 
their  local  area  and  are  thus  in  a 
position  to  formulate  an  appropriate 
budget  and  assessment  rate.  The 
assessment  rate  is  formulated  and 
discussed  in  a  public  meeting.  Thus,  all 
directly  affected  persons  have  an 
opportunity  to  participate  and  provide 
input. 

For  the  2012-13  and  subsequent  fiscal 
periods,  the  Committee  recommended, 
and  USDA  approved,  an  assessment  rate 
that  would  continue  in  effect  from  fiscal 
period  to  fiscal  period  unless  modified, 
suspended,  or  terminated  by  USDA 
upon  recommendation  and  information 
submitted  by  the  Committee  or  other 
information  available  to  USDA. 

The  Committee  met  on  June  5,  2014, 
and  recommended  2014-15 
expenditures  of  $809,500  and  an 
assessment  rate  of  $0.11  per  7/ 10-bushel 
carton  or  equivalent  of  oranges  and 
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grapefruit  handled.  In  comparison,  last 
year’s  budgeted  expenditures  were 
$1,353,300.  The  assessment  rate  of  $0.11 
is  $0.05  lower  than  the  rate  currently  in 
effect.  The  Committee  reviewed  and 
recommended  2014-15  expenditures  of 
$809,500,  which  includes  a  decrease  in 
the  marketing  program  and  management 
fees.  The  Committee  considered 
proposed  expenses  and  recommended 
decreasing  the  assessment  rate  to  more 
closely  align  assessment  income  to  the 
lower  budget. 

The  major  expenditures 
recommended  by  the  Committee  for  the 
2014-15  year  include  $503,000  for  the 
Mexican  fruit  fly  control  program, 
$175,000  for  management  and 
compliance,  and  $100,000  for  marketing 
and  promotion.  Budgeted  expenses  for 
these  items  in  2013-14  were  $503,000, 
$200,000,  and  $600,000,  respectively. 

The  assessment  rate  recommended  by 
the  Committee  was  derived  by  dividing 
anticipated  expenses  by  expected 
shipments  of  Texas  oranges  and 
grapefruit.  Orange  and  grapefruit 
shipments  for  the  2014-2015  year  are 
estimated  at  8.2  million  7/10-bushel 
cartons  or  equivalent,  which  should 
provide  $902,000  in  assessment  income. 
That  is  approximately  $92,500  above  the 
anticipated  expenses  of  $809,500; 
therefore  income  derived  from  handler 
assessments  will  be  adequate  to  cover 
budgeted  expenses.  Excess  funds  will  be 
added  to  the  reserve,  (currently  $0.00), 
which  will  be  kept  within  the  maximum 
permitted  by  the  order  (approximately 
one  fiscal  period’s  expenses  as  stated  in 
§906.35). 

The  assessment  rate  established  in 
this  rule  will  continue  in  effect 
indefinitely  unless  modified, 
suspended,  or  terminated  by  USDA 
upon  recommendation  and  information 
submitted  by  the  Committee  or  other 
available  information. 

Although  this  assessment  rate  is 
effective  for  an  indefinite  period,  the 
Committee  will  continue  to  meet  prior 
to  or  during  each  fiscal  period  to 
recommend  a  budget  of  expenses  and 
consider  recommendations  for 
modification  of  the  assessment  rate.  The 
dates  and  times  of  Committee  meetings 
are  available  from  the  Committee  or 
USDA.  Committee  meetings  are  open  to 
the  public  and  interested  persons  may 
express  their  views  at  these  meetings. 
USDA  will  evaluate  Committee 
recommendations  and  other  available 
information  to  determine  whether 
modification  of  the  assessment  rate  is 
needed.  Further  rulemaking  will  be 
undertaken  as  necessary.  The 
Committee’s  2014-15  budget  and  those 
for  subsequent  fiscal  periods  will  be 


reviewed  and,  as  appropriate,  approved 
by  USDA. 

Initial  Regulatory  Flexibility  Analysis 

Pursuant  to  requirements  set  forth  in 
the  Regulatory  Flexibility  Act  (RFA)  (5 
U.S.C.  601-612),  the  Agricultural 
Marketing  Service  (AMS)  has 
considered  the  economic  impact  of  this 
rule  on  small  entities.  Accordingly, 

AMS  has  prepared  this  initial  regulatory 
flexibility  analysis. 

The  purpose  of  the  RFA  is  to  fit 
regulatory  actions  to  the  scale  of 
businesses  subject  to  such  actions  in 
order  that  small  businesses  will  not  be 
unduly  or  disproportionately  burdened. 
Marketing  orders  issued  pursuant  to  the 
Act,  and  the  rules  issued  thereunder,  are 
unique  in  that  they  are  brought  about 
through  group  action  of  essentially 
small  entities  acting  on  their  own 
behalf. 

There  are  approximately  170 
producers  of  oranges  and  grapefruit  in 
the  production  area  and  13  handlers 
subject  to  regulation  under  the 
marketing  order.  Small  agricultural 
producers  are  defined  by  the  Small 
Business  Administration  (SBA)  as  those 
having  annual  receipts  of  less  than 
$750,000,  and  small  agricultural  service 
firms  are  defined  as  those  whose  annual 
receipts  are  less  than  $7,000,000.  (13 
CFR  121.201) 

According  to  Committee  data  and 
information  from  the  National 
Agricultural  Statistics  Ser\dce,  the 
weighted  average  grower  price  for  Texas 
citrus  during  the  2012-13  season  was 
around  $12.98  per  box  and  total 
shipments  were  near  8.5  million  boxes. 
Using  the  weighted  average  price  and 
shipment  information,  and  assuming  a 
normal  distribution,  the  majority  of 
growers  would  have  annual  receipts  of 
less  than  $750,000.  In  addition,  based 
on  available  information,  the  majority  of 
handlers  have  annual  receipts  of  less 
than  $7,000,000  and  could  be 
considered  small  businesses  under 
SBA’s  definition.  Thus,  the  majority  of 
producers  and  handlers  of  Texas  citrus 
may  be  classified  as  small  entities. 

This  rule  decreases  the  assessment 
rate  established  for  the  Committee  and 
collected  from  handlers  for  the  2014-15 
and  subsequent  fiscal  periods  from 
$0.16  to  $0.11  per  7/10-bushel  carton  or 
equivalent  of  Texas  citrus.  The 
Committee  recommended  2014-15 
expenditures  of  $809,500  and  an 
assessment  rate  of  $0.11  per  7/10-bushel 
carton  or  equivalent  handled.  The 
assessment  rate  of  $0.11  is  $0.05  lower 
than  the  2013-14  rate.  The  quantity  of 
assessable  oranges  and  grapefruit  for  the 
2014-15  fiscal  period  is  estimated  at  8.2 
million  7/10-bushel  cartons.  Thus,  the 


$0.11  rate  should  provide  $902,000  in 
assessment  income  and  be  adequate  to 
meet  this  year’s  expenses. 

The  major  expenditures 
recommended  by  the  Committee  for  the 
2014-15  year  include  $503,000  for  the 
Mexican  fruit  fly  control  program, 
$175,000  for  management  and 
compliance,  and  $100,000  for  marketing 
and  promotion.  Budgeted  expenses  for 
these  items  in  2013-14  were  $503,000, 
$200,000,  and  $600,000,  respectively. 

The  Committee  reviewed  and 
recommended  2014-15  expenditures  of 
$809,500,  which  includes  decreases  in 
the  amount  budgeted  for  the  marketing 
program  and  management.  The 
Committee  considered  proposed 
expenses  and  recommended  decreasing 
the  assessment  rate  to  more  closely  align 
assessment  income  to  the  lower  budget. 

Prior  to  arriving  at  this  budget,  the 
Committee  considered  information  from 
various  sources,  such  as  the 
Committee’s  Budget  and  Personnel 
Committee  and  the  Market  Development 
Committee.  Alternate  expenditure  levels 
were  discussed  by  these  groups,  based 
upon  the  relative  value  of  various 
research  and  promotion  projects  to  the 
Texas  citrus  industry.  The  assessment 
rate  of  $0.11  per  7/ 10-bushel  carton  or 
equivalent  of  assessable  oranges  and 
grapefruit  was  then  determined  by 
considering  the  total  recommended 
budget  in  relation  to  the  quantity  of 
assessable  oranges  and  grapefruit, 
estimated  at  8.2  million  7/10-bushel 
cartons  for  the  2014-15  fiscal  period. 
Based  on  estimated  shipments,  the 
recommended  assessment  rate  of  $0.11 
should  provide  $902,000  in  assessment 
income.  This  is  approximately  $92,500 
above  the  anticipated  expenses  of 
$809,500,  which  the  Committee 
determined  to  be  acceptable  as  any 
assessments  collected  above 
expenditiu-es  are  to  be  added  to 
reserves. 

A  review  of  historical  information  and 
preliminary  information  pertaining  to 
the  upcoming  fiscal  period  indicates 
that  the  grower  price  for  the  2014-15 
season  could  range  between  $3.02  and 
$19.22  per  7/10-bushel  carton  or 
equivalent  of  oranges  and  grapefruit. 
Therefore,  the  estimated  assessment 
revenue  for  the  2014-15  fiscal  period,  as 
a  percentage  of  total  grower  revenue, 
could  range  between  .5  and  3.6  percent. 

This  action  decreases  the  assessment 
obligation  imposed  on  handlers. 
Assessments  are  applied  uniformly  on 
all  handlers,  and  some  of  the  costs  may 
be  passed  on  to  producers.  However, 
decreasing  the  assessment  rate  reduces 
the  burden  on  handlers,  and  may  reduce 
the  burden  on  producers. 
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In  addition,  the  Committee’s  meeting 
was  widely  publicized  throughout  the 
Texas  citrus  industry  and  all  interested 
persons  were  invited  to  attend  the 
meeting  and  participate  in  Committee 
deliberations  on  all  issues.  Like  all 
Committee  meetings,  the  June  5,  2014, 
meeting  was  a  public  meeting  and  all 
entities,  both  large  and  small,  were  able 
to  express  views  on  this  issue.  Finally, 
interested  persons  are  invited  to  submit 
comments  on  this  interim  rule, 
including  the  regulatory  and 
informational  impacts  of  this  action  on 
small  businesses. 

In  accordance  with  the  Paperwork 
Reduction  Act  of  1995,  (44  U.S.C. 
Chapter  35),  the  order’s  information 
collection  requirements  have  been 
previously  approved  by  the  Office  of 
Management  and  Budget  (0MB)  and 
assigned  0MB  No.  0581-0189  Generic 
Fruit  Crops.  No  changes  in  those 
requirements  as  a  result  of  this  action 
are  necessary.  Should  any  changes 
become  necessary,  they  would  be 
submitted  to  0MB  for  approval. 

This  action  imposes  no  additional 
reporting  or  recordkeeping  requirements 
on  either  small  or  large  Texas  orange 
and  grapefruit  handlers.  As  with  all 
Federal  marketing  order  programs, 
reports  and  forms  are  periodically 
reviewed  to  reduce  information 
requirements  and  duplication  by 
industry  and  public  sector  agencies. 

AMS  is  committed  to  complying  with 
the  E-Govemment  Act,  to  promote  the 
use  of  the  internet  and  other 
information  technologies  to  provide 
increased  opportunities  for  citizen 
access  to  Government  information  and 
services,  and  for  other  purposes. 

USDA  has  not  identined  any  relevant 
Federal  rules  that  duplicate,  overlap,  or 
conflict  with  this  rule. 

A  small  business  guide  on  complying 
with  fruit,  vegetable,  and  specialty  crop 
marketing  agreements  and  orders  may 
be  viewed  at:  http://vinvw.ams.usda.gov/ 
MarketingOrdersSmallBusinessGuide. 
Any  questions  about  the  compliance 
guide  should  be  sent  to  Jeffrey  Smutny 
at  the  previously  mentioned  address  in 
the  FOR  FURTHER  INFORMATION  CONTACT 
section. 

After  consideration  of  all  relevant 
material  presented,  including  the 
information  and  recommendation 
submitted  by  the  Committee  and  other 
available  information,  it  is  hereby  found 
that  this  rule,  as  hereinafter  set  forth, 
will  tend  to  effectuate  the  declared 
policy  of  the  Act. 

Pursuant  to  5  U.S.C.  553,  it  is  also 
found  and  determined  upon  good  cause 
that  it  is  impracticable,  unnecessary, 
and  contrary  to  the  public  interest  to 
give  preliminary  notice  prior  to  putting 


this  rule  into  effect,  and  that  good  cause 
exists  for  not  postponing  the  effective 
date  of  this  rule  until  30  days  after 
publication  in  the  Federal  Register 
because:  (1)  The  2014-15  fiscal  period 
begins  on  August  1,  2014,  and  the 
marketing  order  requires  that  the  rate  of 
assessment  for  each  fiscal  period  apply 
to  all  assessable  oranges  and  grapefruit 
handled  during  such  fiscal  period;  (2) 
this  action  decreases  the  assessment  rate 
for  assessable  oranges  and  grapefruit 
grown  in  Texas  beginning  with  the 
2014-15  fiscal  period;  (3)  handlers  are 
aware  of  this  action  which  was 
recommended  by  the  Committee  at  a 
public  meeting  and  is  similar  to  other 
assessment  rate  actions  issued  in  past 
years;  and  (4)  this  interim  rule  provides 
a  60-day  comment  period,  and  all 
comments  timely  received  will  be 
considered  prior  to  finalization  of  this 
rule. 

List  of  Subjects  in  7  CFR  Part  906 

Grapefruit,  Marketing  agreements. 
Oranges,  Reporting  and  recordkeeping 
requirements. 

For  the  reasons  set  forth  in  the 
preamble,  7  CFR  part  906  is  amended  as 
follows: 

PART  906— ORANGES  AND 
GRAPEFRUIT  GROWN  IN  LOWER  RIO 
GRANDE  VALLEY  IN  TEXAS 

■  1.  The  authority  citation  for  7  CFR 
part  906  continues  to  read  as  follows: 

Authority:  7  U.S.C.  601-674. 

■  2.  Section  906.235  is  revised  to  read 
as  follows: 

§  906.235  Assessment  rate. 

On  and  after  August  1,  2014,  an 
assessment  rate  of  $0.11  per  7/10-bushel 
carton  or  equivalent  is  established  for 
oranges  and  grapefruit  grown  in  the 
Lower  Rio  Grande  Valley  in  Texas. 

Dated:  August  11,  2014. 

Rex  A.  Barnes, 

Associate  Administrator,  Agricultural 
Marketing  Service. 

IFR  Doc.  2014-19306  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3410-02-P 


DEPARTMENT  OF  TRANSPORTATION 
Federal  Aviation  Administration 
14  CFR  Part  27 

[Docket  No.  FAA-201 4-0560;  Special 
Conditions  No.  27-033-SC] 

Special  Conditions:  Robinson  Model 
R44  and  R44  II  Helicopters,  Installation 
of  HeliSAS  Autopilot  and  Stabilization 
Augmentation  System  (AP/SAS) 

agency:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Final  special  conditions;  request 
for  comments. 

SUMMARY:  These  special  conditions  are 
issued  for  the  modification  of  the 
Robinson  Helicopter  Company  Model 
R44  and  R44  II  helicopters.  These  model 
helicopters  will  have  a  novel  or  unusual 
design  feature  after  installation  of  the 
HeliSAS  helicopter  autopilot/ 
stabilization  augmentation  system  (AP/ 
SAS)  that  has  potential  failure 
conditions  with  more  severe  adverse 
consequences  than  those  envisioned  by 
the  existing  applicable  airworthiness 
regulations.  These  special  conditions 
contain  the  added  safety  standards  the 
Administrator  considers  necessary  to 
ensure  the  failures  and  their  effects  are 
sufficiently  analyzed  and  contained. 
DATES:  The  effective  date  of  these 
special  conditions  is  August  4,  2014.  We 
must  receive  your  comments  on  or 
before  September  29,  2014. 

ADDRESSES:  Send  comments  identified 
by  docket  number  [FAA-2014-0560] 
using  any  of  the  following  methods: 

•  Federal  eRegulations  Portal:  Go  to 
http://www.regulations.gov  and  follow 
the  online  instructions  for  sending  your 
comments  electronically. 

•  Mail:  Send  comments  to  Docket 
Operations,  M-30,  U.S.  Department  of 
Transportation  (DOT),  1200  New  Jersey 
Avenue  SE.,  Room  W12-140,  West 
Building  Ground  Floor,  Washington,  DC 
20590-0001. 

•  Hand  Delivery  of  Courier:  Deliver 
comments  to  the  Docket  Operations,  in 
Room  W12-140  of  the  West  Building 
Ground  Floor  at  1200  New  Jersey 
Avenue  SE.,  Washington,  DC  between  9 
a.m.,  and  5  p.m.,  Monday  through 
Friday,  except  federal  holidays. 

•  Fax:  Fax  comments  to  Docket 
Operations  at  202-493-2251. 

Privacy:  The  FAA  will  post  all 
comments  it  receives,  without  change, 
to  http://regulations.gov,  including  any 
personal  information  the  commenter 
provides.  Using  the  search  function  of 
the  docket  Web  site,  anyone  can  find 
and  read  the  electronic  form  of  all 
comments  received  into  any  FAA 
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docket,  including  the  name  of  the 
individual  sending  the  comment  (or 
signing  the  comment  for  an  association, 
business,  labor  union,  etc.).  DOT’s 
complete  Privacy  Act  Statement  can  be 
found  in  the  Federal  Register  published 
on  April  11,  2000  (65  FR  19477-19478), 
as  well  as  at  http://DocketsInfo.dot.gov. 

Docket:  Background  documents  or 
comments  received  may  be  read  at 
http://ww'w.regulations.gov.  Follow  the 
online  instructions  for  accessing  the 
docket  or  go  to  the  Docket  Operations  in 
Room  W12-140  of  the  West  Building 
Ground  Floor  at  1200  New  )ersey 
Avenue  SE.,  Washington,  DC,  between  9 
a.m.,  and  5  p.m.,  Monday  through 
Friday,  except  Federal  holidays. 

FOR  FURTHER  INFORMATION  CONTACT: 

Mark  Wiley,  Aviation  Safety  Engineer, 
FAA,  Rotorcraft  Directorate,  Regulations 
and  Policy  Group  (ASW-111),  2601 
Meacham  Blvd.,  Fort  Worth,  Texas 
76137;  telephone  (817)  222-5134; 
facsimile  (817)  222-5961;  or  email  to 
mark,  wiley@foa.gov. 

SUPPLEMENTARY  INFORMATION: 

Reason  for  No  Prior  Notice  and 
Comment  Before  Adoption 

The  FAA  has  determined  that  notice 
and  opportunity  for  public  comment  are 
unnecessary  because  the  substance  of 
these  special  conditions  has  been 
subjected  to  the  notice  and  comment 
period  previously  and  has  been  derived 
without  substantive  change  from  those 
previously  issued.  As  it  is  unlikely  that 
we  will  receive  new  comments,  the  FAA 
finds  that  good  cause  exists  for  making 
these  special  conditions  effective  upon 
issuance. 

Comments  Invited 

While  we  did  not  precede  this  with  a 
notice  of  proposed  special  conditions, 
we  invite  interested  people  to  take  part 
in  this  action  by  sending  witten 
comments,  data,  or  views.  The  most 
helpful  comments  reference  a  specific 
portion  of  the  special  conditions, 
explain  the  reason  for  any 
recommended  change,  and  include 
supporting  data. 

We  will  consider  all  comments  we 
receive  by  the  closing  date  for 
comments.  We  will  consider  comments 
filed  late  if  it  is  possible  to  do  so 
without  incurring  expense  or  delay.  We 
may  change  these  special  conditions 
based  on  the  comments  we  receive. 

If  you  want  us  to  let  you  know  we 
received  your  mailed  comments  on 
these  special  conditions,  send  us  a  pre¬ 
addressed,  stamped  postcard  on  which 
the  docket  number  appears.  We  will 
stamp  the  date  on  the  postcard  and  mail 
it  back  to  you. 


Background 

On  November  1,  2006,  the  Robinson 
Helicopter  Company  applied  to  amend 
type  certificate  (TC)  Number  HllNM  to 
install  a  HeliSAS  AP/SAS  on  the 
Robinson  Helicopter  Company  model 
R44  and  R44  II  helicopters.  The 
Robinson  Helicopter  Company  model 
R44  and  R44  II  helicopters  are  14  CFR 
part  27  normal  category,  single 
reciprocating  engine,  conventional 
helicopters  designed  for  civil  operation. 
These  helicopter  models  are  capable  of 
carrying  up  to  four  passengers  with  one 
pilot,  and  have  a  maximum  gross  weight 
of  up  to  2,500  pounds,  depending  on  the 
model  configuration.  The  major  design 
features  include  a  2-blade,  fully 
articulated  main  rotor,  an  anti-torque 
tail  rotor  system,  a  skid  landing  gear, 
and  a  visual  flight  rule  basic  avionics 
configuration.  Robinson  Helicopter 
Company  proposes  to  modify  these 
model  helicopters  by  installing  a  two- 
axis  HeliSAS  AP/SAS. 

Type  Certification  Basis 

Under  14  CFR  21.101,  Robinson 
Helicopter  Company  must  show  that  the 
model  R44  and  R44  II  helicopters,  as 
modified  by  the  installed  HeliSAS  AP/ 
SAS,  continue  to  meet  the  applicable 
regulations  in  effect  on  the  date  of 
application  for  the  change  to  the  type 
certificate.  The  baseline  of  the 
certification  basis  for  the  unmodified 
Robinson  Helicopter  Company  model 
R44  and  R44  II  helicopters  is  listed  in 
TC  Number  HllNM.  Additionally, 
compliance  must  be  shown  to  any 
applicable  equivalent  level  of  safety 
findings,  exemptions,  and  special 
conditions  prescribed  by  the 
Administrator  as  part  of  the  certification 
basis. 

The  Administrator  has  determined  the 
applicable  airworthiness  regulations 
(that  is,  14  CFR  part  27),  as  they  pertain 
to  this  amended  TC,  do  not  contain 
adequate  or  appropriate  safety  standards 
for  the  Robinson  Helicopter  Company 
model  R44  and  R44  II  helicopters 
because  of  a  novel  or  unusual  design 
feature.  Therefore,  special  conditions 
are  prescribed  under  §21.16. 

In  addition  to  the  applicable 
airworthiness  regulations  and  special 
conditions,  the  Robinson  Helicopter 
Company  must  show  compliance  of  the 
HeliSAS  AP/SAS  amended  TC  altered 
model  R44  and  R44  II  helicopters  with 
the  noise  certification  requirements  of 
14  CFR  part  36. 

The  FAA  issues  special  conditions,  as 
defined  in  §  11.19,  in  accordance  with 
§11.38  and  they  become  part  of  the  type 
certification  basis  under  §  21.101(d). 


Novel  or  Unusual  Design  Features 

The  HeliSAS  AP/SAS  incorporates 
novel  or  unusual  design  features  for 
installation  in  a  Robinson  Helicopter 
Company  model  R44  and  R44  II 
helicopter,  TC  Number  HllNM.  This 
HeliSAS  AP/SAS  performs  non-critical 
control  functions,  since  these  model 
helicopters  have  been  certificated  to 
meet  the  applicable  requirements 
independent  of  this  system.  However, 
the  possible  failure  conditions  for  this 
system,  and  their  effect  on  the 
continued  safe  flight  and  landing  of  the 
helicopters,  are  more  severe  than  those 
envisioned  by  the  present  rules. 

Discussion 

The  effect  on  safety  is  not  adequately 
covered  under  §  27.1309  for  the 
application  of  new  technology  and  new 
application  of  standard  technology. 
Specifically,  the  present  provisions  of 
§  27.1309(c)  do  not  adequately  address 
the  safety  requirements  for  systems 
whose  failures  could  result  in 
catastrophic  or  hazardous/severe-major 
failure  conditions,  or  for  complex 
systems  whose  failures  could  result  in 
major  failure  conditions.  The  current 
regulations  are  inadequate  because 
when  §  27.1309(c)  were  promulgated,  it 
was  not  envisioned  that  this  type  of 
rotorcraft  would  use  systems  that  are 
complex  or  whose  failure  could  result  in 
“catastrophic”  or  “hazardous/severe- 
major”  effects  on  the  rotorcraft.  This  is 
particularly  true  with  the  application  of 
new  technology,  new  application  of 
standard  technology,  or  other 
applications  not  envisioned  by  the  rule 
that  affect  safety. 

To  comply  with  the  provisions  of  the 
special  conditions,  we  require  that 
Robinson  Helicopter  Company  provide 
the  FAA  with  a  systems  safety 
assessment  (SSA)  for  the  final  HeliSAS 
AP/SAS  installation  configuration  that 
will  adequately  address  the  safety 
objectives  established  by  a  functional 
hazard  assessment  (FHA)  and  a 
preliminary  system  safety  assessment 
(PSSA),  including  the  fault  tree  analysis 
(FTA).  This  will  ensure  that  all  failure 
conditions  and  their  resulting  effects  are 
adequately  addressed  for  the  installed 
HeliSAS  AP/SAS.  The  SSA  process, 

FHA,  PSSA,  and  FTA  are  all  parts  of  the 
overall  safety  assessment  process 
discussed  in  FAA  Advisory  Circular  27- 
IB  (Certification  of  Normal  Category 
Rotorcraft)  and  Society  of  Automotive 
Engineers  document  Aerospace 
Recommended  Practice  4761 
(Guidelines  and  Methods  for 
Conducting  the  Safety  Assessment 
Process  on  Civil  Airborne  Systems  and 
Equipment). 
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These  special  conditions  require  that 
the  HeliSAS  AP/SAS  installed  on 
Robinson  Helicopter  Company  model 
R44  and  R44  II  helicopter  meet  the 
requirements  to  adequately  address  the 
failure  effects  identified  by  the  FHA, 
and  subsequently  verified  by  the  SSA, 
within  the  defined  design  integrity 
requirements. 

Failure  Condition  Categories.  Failure 
conditions  are  classified,  according  to 
the  severity  of  their  effects  on  the 
rotorcraft,  into  one  of  the  following 
categories: 

1.  No  Effect.  Failure  conditions  that 
would  have  no  effect  on  safety.  For 
example,  failure  conditions  that  would 
not  affect  the  operational  capability  of 
the  rotorcraft  or  increase  crew  workload; 
however,  could  result  in  an 
inconvenience  to  the  occupants, 
excluding  the  flight  crew. 

2.  Minor.  Failure  conditions  which 
would  not  significantly  reduce  rotorcraft 
safety,  and  which  would  involve  crew 
actions  that  are  well  within  their 
capabilities.  Minor  failure  conditions 
would  include,  for  example,  a  slight 
reduction  in  safety  margins  or 
functional  capabilities,  a  slight  increase 
in  crew  workload  such  as  routine  flight 
plan  changes  or  result  in  some  physical 
discomfort  to  occupants. 

3.  Major.  Failure  conditions  which 
would  reduce  the  capability  of  the 
rotorcraft  or  the  ability  of  the  crew  to 
cope  with  adverse  operating  conditions 
to  the  extent  that  there  would  be,  for 
example,  a  significant  reduction  in 
safety  margins  or  functional  capabilities, 
a  significant  increase  in  crew  workload 
or  result  in  impairing  crew  efficiency, 
physical  distress  to  occupants, 
including  injuries,  or  physical 
discomfort  to  the  flight  crew. 

4.  Hazardous/Severe-Major. 

a.  Failure  conditions  which  would 
reduce  the  capability  of  the  rotorcraft  or 
the  ability  of  the  crew  to  cope  with 
adverse  operating  conditions  to  the 
extent  that  there  would  be: 

(1)  A  large  reduction  in  safety  margins 
or  functional  capabilities; 

(2)  physical  distress  or  excessive 
workload  that  would  impair  the  flight 
crew’s  ability  to  the  extent  that  they 
could  not  be  relied  on  to  perform  their 
tasks  accurately  or  completely;  or 

(3)  possible  serious  or  fatal  injury  to 
a  passenger  or  a  cabin  crewmember, 
excluding  the  flight  crew. 

b.  “Hazardous/severe-major”  failure 
conditions  can  include  events  that  are 
manageable  by  the  crew  by  the  use  of 
proper  procedures,  which,  if  not 
implemented  correctly  or  in  a  timely 
manner,  may  result  in  a  catastrophic 
event. 


5.  Catastrophic — Failure  conditions 
which  would  result  in  multiple  fatalities 
to  occupants,  fatalities  or  incapacitation 
to  the  flight  crew,  or  result  in  loss  of  the 
rotorcraft. 

Radio  Technical  Commission  for 
Aeronautics,  Inc.  (RTCA)  Document 
DO-178C  (Software  Considerations  in 
Airborne  Systems  And  Equipment 
Certification)  provides  software  design 
assurance  levels  most  commonly  used 
for  the  major,  hazardous/severe-major, 
and  catastrophic  failure  condition 
categories.  The  HeliSAS  AP/SAS  system 
equipment  must  be  qualified  for  the 
expected  installation  environment.  The 
test  procedures  prescribed  in  RTCA 
Document  DO-160G  (Environmental 
Conditions  and  Test  Procedures  for 
Airborne  Equipment)  are  recognized  by 
the  FAA  as  acceptable  methodologies 
for  finding  compliance  with  the 
environmental  requirements.  Equivalent 
environment  test  standards  may  also  be 
acceptable.  This  is  to  show  that  the 
HeliSAS  AP/SAS  system  performs  its 
intended  function  under  any  foreseeable 
operating  condition,  which  includes  the 
expected  environment  in  which  the 
HeliSAS  AP/SAS  is  intended  to  operate. 
Some  of  the  main  considerations  for 
environmental  concerns  are  installation 
locations  and  the  resulting  exposure  to 
environmental  conditions  for  the 
HeliSAS  AP/SAS  system  equipment, 
including  considerations  for  other 
equipment  that  may  be  affected 
environmentally  by  the  HeliSAS  AP/ 

SAS  equipment  installation.  The  level 
of  environmental  qualification  must  be 
related  to  the  severity  of  the  considered 
failure  conditions  and  effects  on  the 
rotorcraft. 

Applicability 

These  special  conditions  are 
applicable  to  the  HeliSAS  AP/SAS 
installed  as  an  amended  TC  approval  in 
Robinson  Helicopter  Company  model 
R44  and  R44  II  helicopters,  TC  Number 
HllNM. 

Conclusion 

This  action  affects  only  certain  novel 
or  unusual  design  features  for  a  HeliSAS 
AP/SAS  amended  TC  installed  on  two 
model  helicopters.  It  is  not  a  rule  of 
general  applicability  and  affects  only 
the  applicant  who  applied  to  the  FAA 
for  approval  of  these  features. 

List  of  Subjects  in  14  CFR  Part  27 

Aircraft,  Aviation  safety. 

The  authority  citation  for  these 
special  conditions  is  as  follows: 

Authority:  42  U.S.C.  7572,  49  U.S.C. 

106(g),  40105,  40113,  44701-44702,  44704, 
44709, 44711, 44713,  44715,  45303. 


The  Special  Conditions 

Accordingly,  pursuant  to  the 
authority  delegated  to  me  by  the 
Administrator,  the  following  special 
conditions  are  issued  as  part  of  the 
Robinson  Helicopter  Company  amended 
type  certificate  basis  for  the  installation 
of  a  HeliSAS  helicopter  autopilot/ 
stabilization  augmentation  system  (AP/ 
SAS)  on  model  R44  and  R44  II 
helicopters.  Type  Certificate  Number 
HllNM.  In  addition  to  the  requirements 
of  §  27.1309(c),  HeliSAS  AP/SAS 
installations  on  Robinson  Helicopter 
company  model  R44  and  R44  II 
helicopters  must  be  designed  and 
installed  so  that  the  failure  conditions 
identified  in  the  functional  hazard 
assessment  (FHA)  and  verified  by  the 
system  safety  assessment  (SSA),  after 
design  completion,  are  adequately 
addressed  in  accordance  with  the 
following  requirements. 

Requirements 

The  Robinson  Helicopter  Company 
must  comply  with  the  existing 
requirements  of  §  27.1309  for  all 
applicable  design  and  operational 
aspects  of  the  HeliSAS  AP/SAS  with  the 
failure  condition  categories  of  “no 
effect,”  and  “minor,”  and  for  non¬ 
complex  systems  whose  failure 
condition  category  is  classified  as 
“major.”  The  Robinson  Helicopter 
Company  must  comply  with  the 
requirements  of  these  special  conditions 
for  all  applicable  design  and  operational 
aspects  of  the  HeliSAS  AP/SAS  with  the 
failure  condition  categories  of 
“catastrophic”  and  “hazardous  severe/ 
major,”  and  for  complex  systems  whose 
failure  condition  category  is  classified 
as  “major.”  A  complex  system  is  a 
system  whose  operations,  failure 
conditions,  or  failure  effects  are  difficult 
to  comprehend  without  the  aid  of 
analytical  methods  (for  example,  FTA, 
Failure  Modes  and  Effect  Analysis, 

FHA). 

System  Design  Integrity  Requirements 

Each  of  the  failure  condition 
categories  defined  in  these  special 
conditions  relate  to  the  corresponding 
aircraft  system  integrity  requirements. 

The  system  design  integrity 
requirements  for  the  HeliSAS  AP/SAS, 
as  they  relate  to  the  allowed  probability 
of  occurrence  for  each  failure  condition 
category  and  the  proposed  software 
design  assurance  level,  are  as  follows: 

1.  “Major” — For  systems  with 
“major”  failure  conditions,  failures 
resulting  in  these  major  effects  must  be 
shown  to  be  remote,  a  probability  of 
occurrence  on  the  order  of  between  1  x 
lO^-^tolxlO”"^  failures/hour,  and 
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associated  software  must  be  developed, 
at  a  minimum,  to  the  Level  C  software 
design  assurance  level. 

2.  “Hazardous/Severe-Major” — For 
systems  with  “hazardous/severe-major” 
failure  conditions,  failures  resulting  in 
these  hazardous/severe-major  effects 
must  be  shown  to  be  extremely  remote, 
a  probability  of  occurrence  on  the  order 
of  between  Ixl0~'^tolxl0~^  failures/ 
hour,  and  associated  software  must  be 
developed,  at  a  minimum,  to  the  Level 

B  software  design  assmance  level. 

3.  “Catastrophic” — For  systems  with 
“catastrophic”  failure  conditions, 
failures  resulting  in  these  catastrophic 
effects  must  be  shown  to  be  extremely 
improbable,  a  probability  of  occurrence 
on  the  order  of  1  x  10"^  failures/hour 
or  less,  and  associated  software  must  be 
developed,  at  a  minimum,  to  the  Level 
A  design  assurance  level. 

System  Design  Environmental 
Requirements 

The  HeliSAS  AP/SAS  system 
equipment  must  be  qualified  to  the 
appropriate  environmental  level  for  all 
relevant  aspects  to  show  that  it  performs 
its  intended  function  under  any 
foreseeable  operating  condition, 
including  the  expected  environment  in 
which  the  HeliSAS  AP/SAS  is  intended 
to  operate.  Some  of  the  main 
considerations  for  environmental 
concerns  are  installation  locations  and 
the  resulting  exposure  to  environmental 
conditions  for  the  HeliSAS  AP/SAS 
system  equipment,  including 
considerations  for  other  equipment  that 
may  be  affected  environmentally  by  the 
HeliSAS  AP/SAS  equipment 
installation.  The  level  of  environmental 
qualification  must  be  related  to  the 
severity  of  the  considered  failure 
conditions  and  effects  on  the  rotorcraft. 

Test  &  Analysis  Requirements 

Compliance  with  the  requirements  of 
these  special  conditions  may  be  shown 
by  a  variety  of  methods,  which  tjrpically 
consist  of  analysis,  flight  tests,  ground 
tests,  and  simulation,  as  a  minimum. 
Compliance  methodology  is  related  to 
the  associated  failure  condition 
category.  If  the  HeliSAS  AP/SAS  is  a 
complex  system,  compliance  with  the 
requirements  for  failure  conditions 
classified  as  “major”  may  be  showm  by 
analysis,  in  combination  with 
appropriate  testing  to  validate  the 
analysis.  Compliance  with  the 
requirements  for  failure  conditions 
classified  as  “hazardous/severe-major” 
may  be  shown  by  flight-testing  in 
combination  with  analysis  and 
simulation,  and  the  appropriate  testing 
to  validate  the  analysis.  Flight  tests  may 
be  limited  for  “hazardous/severe-major” 


failure  conditions  and  effects  due  to 
safety  considerations.  Compliance  with 
the  requirements  for  failure  conditions 
classified  as  “catastrophic”  may  be 
shown  by  analysis,  and  appropriate 
testing  in  combination  with  simulation 
to  validate  the  analysis.  Very  limited 
flight  tests  in  combination  with 
simulation  are  used  as  a  part  of  a 
showing  of  compliance  for 
“catastrophic”  failure  conditions.  Flight 
tests  are  performed  only  in 
circvunstances  that  use  operational 
variations,  or  extrapolations  from  other 
flight  performance  aspects  to  address 
flight  safety. 

These  special  conditions  require  that 
the  HeliSAS  AP/SAS  system  installed 
on  a  Robinson  Helicopter  Company 
model  R44  or  R44  II  helicopter.  Type 
Certificate  Number  HllNM,  meet  these 
requirements  to  adequately  address  the 
failure  effects  identified  by  the  FHA, 
and  subsequently  verified  by  the  SSA, 
within  the  defined  design  system 
integrity  requirements. 

Issued  in  Fort  Worth,  Texas  on  August  4, 
2014. 

Lance  T.  Gant, 

Acting  Manager,  Rotorcraft  Directorate, 
Aircraft  Certification  Service. 

[FRDoc.  2014-19211  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-13-P 


DEPARTMENT  OF  TRANSPORTATION 
Federal  Aviation  Administration 
14CFR  Part  71 

[Docket  No.  FAA-2014-0104;  Airspace 
Docket  No.  13-AEA-4] 

RIN  2120-AA66 

Amendment  and  Revocation  of  Jet 
Routes;  Northeast  United  States 

AGENCY:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Final  rule. 

SUMMARY:  This  action  modifies  jet  routes 
J-64  and  J-80,  and  removes  jet  route  J- 
77,  in  the  northeastern  United  States. 
The  FAA  is  taking  this  action  to  remove 
segments  that  are  receiving  minimal  to 
no  usage  due  to  other  more  efficient 
routes  in  the  area.  This  action 
eliminates  the  unneeded  route 
segments,  reduces  aeronautical  chart 
clutter  and  improves  chart  readability. 
DATES:  Effective  date  0901  UTC, 
September  18,  2014.  The  Director  of  the 
Federal  Register  approves  this 
incorporation  by  reference  action  under 
1  CFR  part  51,  subject  to  the  annual 
revision  of  FAA  Order  7400.9  and 
publication  of  conforming  amendments. 


ADDRESSES:  FAA  Order  7400. 9X, 
Airspace  Designations  and  Reporting 
Points,  and  subsequent  amendments  can 
be  viewed  online  at  http://www.faa.gov/ 
air _traffic/ publications/ .  The  Order  is 
also  available  for  inspection  at  the 
National  Archives  and  Records 
Administration  (NARA).  For 
information  on  the  availability  of  this 
material  at  NARA,  call  202-741-6030, 
or  go  to  http://www.archives.gov/ 
federaljregister/codejofJederal- 
regulations/ibrjocations.html. 

FAA  Order  7400.9,  Airspace 
Designations  and  Reporting  Points,  is 
published  yearly  and  effective  on 
September  15.  For  further  information, 
you  can  contact  the  Airspace  Policy  and 
ATC  Procedures  Group,  Federal 
Aviation  Administration,  800 
Independence  Avenue  SW., 

Washington,  DC,  20591;  telephone:  202- 
267-8783. 

FOR  FURTHER  INFORMATION  CONTACT:  Paul 
Gallant,  Airspace  Policy  and 
Regulations  Group,  Office  of  Airspace 
Services,  Federal  Aviation 
Administration,  800  Independence 
Avenue  SW.,  Washington,  DC  20591; 
telephone:  (202)  267-8783. 
SUPPLEMENTARY  INFORMATION: 

History 

The  FAA  published  in  the  Federal 
Register  a  notice  of  proposed 
rulemaking  (NPRM)  to  amend  jet  routes 
J-64  and  J-80,  and  cancel  jet  route  J-77, 
in  the  northeastern  United  States  (79  FR 
13948,  March  12,  2014).  Interested 
parties  were  invited  to  participate  in 
this  rulemaking  effort  by  submitting 
written  comments  on  the  proposal.  One 
comment  was  received  expressing 
support  for  the  proposal. 

The  Rule 

This  action  amends  Title  14,  Code  of 
Federal  Regulations  (14  CFR)  part  71  by 
modifying  two  jet  routes  and  cancelling 
one  jet  route  in  the  northeastern  United 
States  to  remove  inefficient  or 
minimally  used  route  segments.  This 
action  makes  the  following 
modifications  to  the  routes: 

J-64:  J-64  extends  between  Los 
Angeles,  CA,  and  Robbinsville,  NJ.  This 
route  now  terminates  at  the  intersection 
of  the  Ravine,  PA,  102°  radial  and  the 
Lancaster,  PA,  044°  radial,  instead  of 
Robbinsville,  NJ.  This  new  termination 
point  is  the  charted  SARAA  fix,  which 
is  approximately  65  nautical  miles 
northwest  of  Robbinsville,  NJ. 

J-77:  J-77  is  removed.  Numerous 
other  routes  are  available  for  navigation 
between  the  Baltimore,  MD,  area  and 
Boston,  MA. 

J-80:  J-80  extends  between  Oakland, 
CA,  and  Bangor,  ME.  This  route  now 
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terminates  at  Bellaire,  OH,  eliminating 
the  segments  between  Bellaire,  OH,  and 
Bangor,  ME.  RNAV  route  Q-480  and  jet 
route  J-581  provide  alternative  routing 
between  Bellaire,  OH,  and  Bangor,  ME. 

Except  for  editorial  changes,  this  rule 
is  the  same  as  published  in  the  NPRM. 

Jet  routes  are  published  in  paragraph 
2004  of  FAA  Order  7400. 9X  dated 
August  7,  2013,  and  effective  September 
15,  2013,  which  is  incorporated  by 
reference  in  14  CFR  71.1.  The  jet  routes 
and  VOR  Federal  airways  listed  in  this 
document  will  be  subsequently 
published  in  the  Order. 

The  FAA  has  determined  that  this 
regulation  only  involves  an  established 
body  of  technical  regulations  for  which 
frequent  and  routine  amendments  are 
necessary  to  keep  them  operationally 
current.  Therefore,  this  regulation:  (1)  Is 
not  a  “significant  regulatory  action” 
under  Executive  Order  12866;  (2)  is  not 
a  “significant  rule”  under  Department  of 
Transportation  (DOT)  Regulatory 
Policies  and  Procedures  (44  FR  11034; 
February  26,  1979);  and  (3)  does  not 
warrant  preparation  of  a  regulatory 
evaluation  because  the  anticipated 
impact  is  so  minimal.  Since  this  is  a 
routine  matter  that  only  affects  air  traffic 
procedures  and  air  navigation,  it  is 
certified  that  this  rule,  when 
promulgated,  does  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities  under  the 
criteria  of  the  Regulatory  Flexibility  Act. 

The  FAA’s  authority  to  issue  rules 
regarding  aviation  safety  is  found  in 
Title  49  of  the  United  States  Code. 
Subtitle  I,  Section  106  describes  the 
authority  of  the  FAA  Administrator. 
Subtitle  VII,  Aviation  Programs, 
describes  in  more  detail  the  scope  of  the 
agency’s  authority. 

This  rulemaking  is  promulgated 
under  the  authority  described  in 
Subtitle  VII,  Part  A,  Subpart  I,  Section 
40103.  Under  that  section,  the  FAA  is 
charged  with  prescribing  regulations  to 
assign  the  use  of  the  airspace  necessary 
to  ensure  the  safety  of  aircraft  and  the 
efficient  use  of  airspace.  This  regulation 
is  within  the  scope  of  that  authority 
because  it  modifies  the  route  structure 
as  required  to  preserve  the  safe  and 
efficient  flow  of  air  traffic  within  the 
National  Airspace  System. 

Environmental  Review 

The  FAA  has  determined  that  this 
action  qualifies  for  categorical  exclusion 
under  the  National  Environmental 
Policy  Act  in  accordance  with  FAA 
Order  1050.1E,  “Environmental 
Impacts:  Policies  and  Procedures,” 
paragraph  311a.  This  action  is  not 
expected  to  cause  any  potentially 
significant  environmental  impacts,  and 


no  extraordinary  circumstances  exist 
that  warrant  preparation  of  an 
environmental  assessment. 

List  of  Subjects  in  14  CFR  Part  71 

Airspace,  Incorporation  by  reference. 
Navigation  (air). 

Adoption  of  the  Amendment 

In  consideration  of  the  foregoing,  the 
Federal  Aviation  Administration 
amends  14  CFR  part  71  as  follows: 

PART  71— DESIGNATION  OF  CLASS  A, 
B,  C,  D,  AND  E  AIRSPACE  AREAS;  AIR 
TRAFFIC  SERVICE  ROUTES;  AND 
REPORTING  POINTS 

■  1.  The  authority  citation  for  part  71 
continues  to  read  as  follows: 

Authority:  49  U.S.C.  106(g),  40103,  40113, 
40120;  E.O.  10854,  24  FR  9565,  3  CFR,  1959- 
1963  Comp.,  p.  389. 

§71.1  [Amended] 

■  2.  The  incorporation  by  reference  in 
14  CFR  71.1  of  FAA  Order  7400. 9X, 
Airspace  Designations  and  Reporting 
Points,  dated  August  7,  2013  and 
effective  September  15,  2013,  is 
amended  as  follows: 

Paragraph  2004 — Jet  Routes 

i(  i(  i(  "k  if 


J-64  [Amended] 

From  Los  Angeles,  CA,  via  INT  Los 
Angeles  083°  and  Hector,  CA,  226°  radials; 
Hector;  Peach  Springs,  AZ;  Tuba  City,  AZ; 
Rattlesnake,  NM;  Pueblo,  CO;  Hill  City,  KS; 
Pawnee  City,  NE;  Lamoni,  lA;  Bradford,  IL; 
via  the  INT  of  the  Bradford  089°  and  the  Fort 
Wayne,  IN,  280°  radials;  Fort  Wayne; 

Ellwood  City,  PA;  Ravine,  PA;  to  INT  Ravine 
102°  and  Lancaster,  PA,  044°  radials. 

J-77  (Removed) 

J-80  (Amended) 

From  Oakland,  CA;  Manteca,  CA;  Coaldale, 
NV;  Wilson  Creek,  NV;  Milford,  UT;  Grand 
Junction,  CO;  Red  Table,  CO;  Falcon,  CO; 
Goodland,  KS;  Hill  City,  KS;  Kansas  City, 
MO;  Spinner,  IL;  Brickyard,  IN;  to  Bellaire, 
OH. 

Issued  in  Washington,  DC,  on  August  6, 
2014. 

Gary  A.  Norek, 

Manager,  Airspace  Policy  and  Regulations 
Group. 

[FR  Doc.  2014-19043  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-13-P 


DEPARTMENT  OF  TRANSPORTATION 
Federal  Aviation  Administration 
14  CFR  Part  71 

[Docket  No.  FAA-201 4-0501;  Airspace 
Docket  No.  14-AGL-11] 

RIN2120-AA66 

Amendment  of  Air  Traffic  Service 
(ATS)  Routes  in  the  Vicinity  of  Grand 
Rapids,  Ml 

AGENCY:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Final  rule;  technical 
amendment. 


SUMMARY:  This  action  amends  the  legal 
descriptions  of  Jet  Route  J-34  and  VHF 
omnidirectional  range  (VOR)  Federal 
airways  V-274,  V-285,  and  V-510,  in 
the  vicinity  of  Grand  Rapids,  MI.  The 
FAA  is  taking  this  action  because  the 
name  of  the  Grand  Rapids,  MI,  VOR/ 
Distance  Measure  Equipment  (VOR/ 
DME)  facility,  which  is  included  in  the 
descriptions  of  the  above  routes,  is 
being  changed  to  the  Victory  VOR/DME. 
DATES:  Effective  Dates:  0901  UTG, 
November  13,  2014.  The  Director  of  the 
Federal  Register  approves  this 
incorporation  by  reference  action  under 
1  GFR  part  51,  subject  to  the  annual 
revision  of  FAA  Order  7400.9  and 
publication  of  conforming  amendments. 
ADDRESSES:  FAA  Order  7400. 9X, 
Airspace  Designations  and  Reporting 
Points,  and  subsequent  amendments  can 
be  viewed  online  at  http://www.faa.gov/ 
airjtraffic/publications/ .  The  Order  is 
also  available  for  inspection  at  the 
National  Archives  and  Records 
Administration  (NARA).  For 
information  on  the  availability  of  this 
material  at  NARA,  call  202-741-6030, 
or  go  to  http://www.archives.gov/ 
federal  register /code  of _federal- 
regulations/ihrjocations.html. 

FAA  Order  7400.9,  Airspace 
Designations  and  Reporting  Points,  is 
published  yearly  and  effective  on 
September  15.  For  further  information, 
you  can  contact  the  Airspace  Policy  and 
Regulations  Group,  Federal  Aviation 
Administration,  800  Independence 
Avenue  SW.,  Washington,  DG  20591; 
telephone:  202-267-8783. 

FOR  FURTHER  INFORMATION  CONTACT: 

Golby  Abbott,  Airspace  Policy  and 
Regulations  Group,  Office  of  Airspace 
Services,  Federal  Aviation 
Administration,  800  Independence 
Avenue  SW.,  Washington,  DG  20591; 
telephone:  (202)  267-8783. 
SUPPLEMENTARY  INFORMATION: 
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Background 

The  Gerald  R.  Ford  International 
Airport,  Grand  Rapids,  MI,  is  located  5.7 
miles  north  of  the  Grand  Rapids  VOR/ 
DME.  The  airport  and  the  VOR/DME 
have  the  same  three-letter  identifier 
(GRR)  which  has  caused  some  safety 
concerns.  In  addition  to  the  airport  and 
the  VOR/DME  having  the  same 
identifier,  pilots  and  air  traffic 
controllers  routinely  refer  to  both  as 
“Grand  Rapids.”  Gases  have  been 
observed  where  GPS-equipped  aircraft 
have  navigated  via  the  GRR  airport 
rather  than  the  GRR  VOR/DME  as 
expected  by  air  traffic  control  (ATC),  or 
vice  versa,  as  well  as  ATG  instructions 
issued  relative  to  the  airport  or  VOR/ 
DME  having  been  mistaken  by  pilots  as 
relative  to  the  other.  To  preclude  this  in 
the  future,  the  name  of  the  VOR/DME 
facility  is  being  changed  to  Victory 
VOR/DME  with  the  new  three-letter 
identifier  “VIO.” 

The  Ride 

This  action  amends  Title  14  Gode  of 
Federal  Regulations  (14  CFR)  part  71  by 
amending  the  legal  descriptions  of  Jet 
Route  J-34  and  VOR  Federal  airways  V- 
274,  V-285,  and  V-510  to  reflect  the 
name  change  of  one  of  the  navigation 
aids  used  to  define  the  routes.  To 
eliminate  confusion,  and  potential  flight 
safety  issues,  the  Grand  Rapids  VOR/ 
DME  is  renamed  the  Victory  VOR/DME 
and  is  assigned  a  new  three-letter 
identifier  (VIO).  The  VOR/DME  name 
change  does  not  alter  the  current 
alignment  of  the  affected  routes. 

Since  this  action  merely  involves 
editorial  changes  in  the  legal 
descriptions  of  the  above  ATS  routes, 
and  does  not  involve  a  change  in  the 
dimensions  or  operating  requirements  of 
the  affected  routes,  I  find  that  notice  and 
public  procedures  under  5  U.S.G.  553(b) 
are  unnecessary. 

The  FAA  has  determined  that  this 
regulation  only  involves  an  established 
body  of  technical  regulations  for  which 
frequent  and  routine  amendments  are 
necessary  to  keep  them  operationally 
current.  Therefore,  this  regulation:  (1)  is 
not  a  “significant  regulatory  action” 
under  Executive  Order  12866;  (2)  is  not 
a  “significant  rule”  under  DOT 
Regulatory  Policies  and  Procedures  (44 
FR  11034;  February  26, 1979);  and  (3) 
does  not  warrant  preparation  of  a 
Regulatory  Evaluation  as  the  anticipated 
impact  is  so  minimal.  Since  this  is  a 
routine  matter  that  only  affects  air  traffic 
procedures  and  air  navigation,  it  is 
certified  that  this  rule,  when 
promulgated,  does  not  have  a  significant 
economic  impact  on  a  substantial 


number  of  small  entities  under  the 
criteria  of  the  Regulatory  Flexibility  Act. 

The  FAA’s  authority  to  issue  rules 
regarding  aviation  safety  is  found  in 
Title  49  of  the  United  States  Gode. 
Subtitle  I,  Section  106  describes  the 
authority  of  the  FAA  Administrator. 
Subtitle  VII,  Aviation  Programs, 
describes  in  more  detail  the  scope  of  the 
agency’s  authority. 

This  rulemaking  is  promulgated 
under  the  authority  described  in 
Subtitle  VII,  Part  A,  Subpart  I,  Section 
40103.  Under  that  section,  the  FAA  is 
charged  with  prescribing  regulations  to 
assign  the  use  of  the  airspace  necessary 
to  ensure  the  safety  of  aircraft  and  the 
efficient  use  of  airspace.  This  regulation 
is  within  the  scope  of  that  authority  as 
it  revises  the  legal  descriptions  of  jet 
routes  and  VOR  Federal  airways  in  the 
vicinity  of  Grand  Rapids,  MI,  to 
eliminate  pilot  confusion. 

Jet  Routes  are  published  in  paragraph 
2004  and  Domestic  VOR  Federal 
airways  are  published  in  paragraph 
6010(a),  respectively,  of  FAA  Order 
7400. 9X,  dated  August  7,  2013,  and 
effective  September  15,  2013,  which  is 
incorporated  by  reference  in  14  GFR 
71.1.  The  domestic  Jet  Routes  and  VOR 
Federal  airw^ays  listed  in  this  document 
will  be  published  subsequently  in  the 
Order. 

Environmental  Review 

The  FAA  has  determined  that  this 
action  qualifies  for  categorical  exclusion 
under  the  National  Environmental 
Policy  Act  in  accordance  with  FAA 
Order  1050. lE,  Environmental  Impacts: 
Policies  and  Procedures,  paragraph 
311a.  This  airspace  action  consists  of 
editorial  changes  only  and  is  not 
expected  to  cause  any  potentially 
significant  environmental  impacts,  and 
no  extraordinary  circumstances  exist 
that  warrant  preparation  of  an 
environmental  assessment. 

List  of  Subjects  in  14  CFR  Part  71 

Airspace,  Incorporation  by  reference. 
Navigation  (air). 

Adoption  of  the  Amendment 

In  consideration  of  the  foregoing,  the 
Federal  Aviation  Administration 
amends  14  GFR  part  71  as  follows: 

PART  71— DESIGNATION  OF  CLASS  A, 
B,  C,  D,  AND  E  AIRSPACE  AREAS;  AIR 
TRAFFIC  SERVICE  ROUTES;  AND 
REPORTING  POINTS 

■  1.  The  authority  citation  for  14  GFR 
part  71  continues  to  read  as  follows: 


Authority:  49  U.S.C.  106(g),  40103,  40113, 
40120;  E.O.  10854,  24  FR  9565,  3  CFR,  1959- 
1963  Comp.,  p.  389. 

§71.1  [Amended] 

■  2.  The  incorporation  by  reference  in 
14  CFR  71.1  of  the  Federal  Aviation 
Administration  Order  7400. 9X,  Airspace 
Designations  and  Reporting  Points, 
dated  August  7,  2013,  and  effective 
September  15,  2013,  is  amended  as 
follows: 

Paragraph  2004.  Jet  Routes 


J-34  [Amended] 

From  Hoquiam,  WA;  Olympia,  WA;  Moses 
Lake,  WA;  Helena,  MT;  Billings,  MT;  Dupree, 
SD;  Redwood  Falls,  MN;  Nodine,  MN;  Dells, 
WI;  Badger,  WI;  Victory,  MI;  Carleton,  Ml; 
Dryer,  OH;  Bellaire,  OH;  INT  Bellaire  133° 
and  Kessel,  WV,  276°  radials;  Kessel;  to  INT 
Kessel  097°  and  Armel,  VA,  292°  radials. 

Paragraph  6010(a) — Domestic  VOR  Federal 
Airways 

***** 

V-274  [Amended] 

From  Pullman,  MI;  Victory,  MI;  to 
Saginaw,  MI. 

***** 

V-285  [Amended] 

From  Brickyard,  IN;  Kokomo,  IN;  Goshen, 
IN;  INT  Goshen  038°  and  Kalamazoo,  MI, 

191°  radials;  Kalamazoo;  INT  Kalamazoo 
014°  and  Victory,  MI,  167°  radials;  Victory; 
White  Cloud,  MI;  Manistee,  MI;  to  Traverse 
City,  MI. 

***** 

V-510  [Amended] 

From  Dickinson,  ND;  INT  Dickinson  078° 
and  Bismarck,  ND,  290°  radials,  28  miles,  38 
MSL,  Bismarck;  INT  Bismarck  067°  and 
Jamestown,  ND,  279°  radials,  14  miles,  65 
miles,  34  MSL,  Jamestown;  Fargo,  ND;  INT 
Fargo  110°  and  Alexandria,  MN,  321°  radials; 
Alexandria;  INT  Alexandria  110°  and 
Gopher,  MN,  321°  radials;  Gopher;  INT 
Gopher  109°  and  Nodine,  MN,  328°  radials; 
Nodine;  to  Dells,  WI.  From  Oshkosh,  WI; 
Falls,  WI;  INT  Falls  114°  and  Muskegon,  MI, 
295°  radials;  Muskegon;  INT  Muskegon  154° 
and  Victory,  MI,  284°  radials.  Victory  (7 
miles  wide,  3  miles  N  and  4  miles  S  of  the 
centerline);  Victory;  to  Lansing,  MI.  From 
Buffalo,  NY;  INT  Buffalo  045°  and  Rochester, 
NY,  273°  radials;  to  Rochester. 

Issued  in  Washington,  DC,  on  August  7, 
2014. 

Gary  A.  Norek, 

Manager,  Airspace  Policy  and  Regulations 
Group. 

[FR  Doc.  2014-19208  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  TRANSPORTATION 
Federal  Aviation  Administration 
14CFR  Part  71 

[Docket  No.  FA A-201 3-0990;  Airspace 
Docket  No.  13-AGL-8] 

RIN2120-AA66 

Modification  and  Establishment  of  Air 
Traffic  Service  (ATS)  Routes  in  the 
Vicinity  of  Huntingburg,  IN 

AGENCY:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Final  rule. 

SUMMARY:  This  action  modifies  VOR 
Federal  airway  V-243  and  establishes 
area  navigation  (RNAV)  route  T-325  in 
the  vicinity  of  Huntingburg,  IN.  The 
FAA  is  taking  this  action  due  to  the 
scheduled  decommissioning  of  the 
Huntingburg,  IN  (HNB),  VHF 
Omnidirectional  Range  (VOR)/Distance 
Measuring  Equipment  (DME)  facility, 
which  provides  navigation  guidance  for 
a  portion  of  V-243. 

DATES:  Effective  date  0901  UTC, 
November  13,  2014.  The  Director  of  the 
Federal  Register  approves  this 
incorporation  by  reference  action  under 
1  CFR  part  51,  subject  to  the  annual 
revision  of  FAA  Order  7400.9  and 
publication  of  conforming  amendments. 
ADDRESSES:  FAA  Order  7400. 9X, 
Airspace  Designations  and  Reporting 
Points,  and  subsequent  amendments  can 
be  viewed  online  at  http://www.faa.gov/ 
air  traffic/publications/.  The  Order  is 
also  available  for  inspection  at  the 
National  Archives  and  Records 
Administration  (NARA).  For 
information  on  the  availability  of  this 
material  at  NARA,  call  202-741-6030, 
or  go  to  http://www.archives.gov/ 
federalregister/codeofjederal- 
regulations/ibrjocations.html. 

FAA  Order  7400.9,  Airspace 
Designations  and  Reporting  Points,  is 
published  yearly  and  effective  on 
September  15.  For  further  information, 
you  can  contact  the  Airspace  Policy  and 
Regulations  Group,  Federal  Aviation 
Administration,  800  Independence 
Avenue  SW.,  Washington,  DC  20591; 
telephone:  202-267-8783. 

FOR  FURTHER  INFORMATION  CONTACT: 
Colby  Abbott,  Airspace  Policy  and 
Regulations  Group,  Office  of  Airspace 
Services,  Federal  Aviation 
Administration,  800  Independence 
Avenue  SW.,  Washington,  DC  20591; 
telephone:  (202)  267-8783. 

SUPPLEMENTARY  INFORMATION: 


History 

The  FAA  published  in  the  Federal 
Register  a  notice  of  proposed 
rulemaking  (NPRM)  to  amend  VOR 
Federal  airway  V-243  and  establish 
RNAV  route  T-325,  in  the  Huntingburg, 
IN,  area  (78  FR  78302,  December  26, 
2013).  Interested  parties  were  invited  to 
participate  in  this  rulemaking  effort  by 
submitting  written  comments  on  the 
proposal.  Two  comments  were  received. 
The  Aircraft  Owners  and  Pilots 
Association  supported  the  modification, 
but  encouraged  the  FAA  to  utilize 
stakeholders  in  developing  a  national 
air  traffic  service  route  modernization 
plan. 

The  second  commenter  requested 
inclusion  of  the  WEGEE  fix  in  the  T-325 
routing,  even  if  it  and/or  the  BUNKA  fix 
had  to  be  moved  to  accommodate,  and 
that  the  route  have  a  single  course 
change  using  the  APALO  fix  for  that 
course  change.  In  considering  the 
commenter’s  request,  the  FAA 
determined  the  WEGEE  fix  supports  a 
reporting  point  on  VOR  Federal  airway 
V-305,  an  instrument  departure 
procedure  from  Indianapolis 
International  Airport,  and  an  instrument 
approach  procedure  to  a  different 
airport.  Additionally,  the  BUNKA  fix 
supports  a  reporting  point  on  VOR 
Federal  airway  V-221,  a  holding 
pattern,  and  five  instrument  approach 
procedures  to  three  different  airports. 

To  minimize  changes  to  the  National 
Airspace  System  (NAS)  infrastructure, 
beyond  the  decommissioning  of  the 
Huntingburg  VOR/DME,  and  to  avoid  a 
host  of  cascading  route  and  procedure 
changes  that  would  be  required  by 
moving  the  WEGEE  and  BUNKA  fixes, 
this  action  establishes  RNAV  route  T- 
325  as  proposed  in  the  NPRM. 

The  Rule 

The  FAA  is  amending  Title  14,  Code 
of  Federal  Regulations  (14  CFR)  part  71 
by  modifying  VOR  Federal  airway  V- 
243  and  establishing  RNAV  route  T- 
325.  The  scheduled  decommissioning  of 
the  HNB  VOR/DME  facility  has  made 
this  action  necessary.  The  route 
modification  and  establishment  actions 
are  outlined  below. 

V-243:  V-243,  previously  extending 
between  the  Craig,  FL,  VOR/Tactical  Air 
Navigation  (VORTAC)  and  the  Terre 
Haute,  IN,  VORTAC,  is  modified  to 
retain  the  airway  routing  between  the 
Craig,  FL,  VORTAC  and  Bowling  Green, 
KY,  VORTAC.  The  route  segment 
between  the  Bowling  Green,  KY, 
VORTAC  and  the  Terre  Haute,  IN, 
VORTAC  is  removed.  The  new  RNAV 
route  T-325,  described  below,  replaces 
the  V-243  route  segment  removed. 


T-325:  T-325  is  established  between 
the  Bowling  Green,  KY,  VORTAC  and 
the  Terre  Haute,  IN,  VORTAC,  replacing 
the  V-243  route  segment  removed  as 
described  above.  The  RNAV  route 
segments  between  the  Bowling  Green, 
KY,  VORTAC  and  the  APALO,  IN, 
waypoint  (WP)  fix  and  between  the 
BUNKA,  IN,  WP  fix  and  the  Terre 
Haute,  IN,  VORTAC  overlay  the  V-243 
route  segments  that  were  removed.  The 
route  segment  between  the  APOLO  and 
BUNKA  WP  fixes  provides  a  shorter  and 
almost  direct  RNAV  routing  between  the 
Bowling  Green,  KY,  and  Terre  Haute, 

IN,  VORTAC  facilities.  Additionally,  T- 
325  uses  existing  waypoints  to 
minimize  changes  to  the  NAS 
infrastructure  and  to  retain  the  existing 
functionality  and  supported  procedures 
by  the  waypoints  used  to  describe  the 
route. 

In  the  NPRM,  the  geographic 
coordinates  published  for  the  Bowling 
Green,  KY,  and  Terre  Haute,  IN, 
VORTAC  facilities  in  the  T-325  route 
description  contained  errors  and  are 
corrected  in  this  rule.  The  Bowling 
Green,  KY,  VORTAC  coordinates  are 
changed  from  “lat.  36°55'43"N.,  long. 
086°26'36"  W.”  to  “lat.  36°55'44"N., 
long.  086°26'36"  W.”;  and  the  Terre 
Haute,  IN,  VORTAC  coordinates  are 
changed  from  “lat.  39°29'20"N.,  long. 
087°14'56"  W.”  to  “lat.  39°29'20"  N., 
long.  087°14'57"  W.”  With  the  exception 
of  these  changes,  this  rule  is  the  same 
as  that  proposed  in  the  NPRM. 

Domestic  VOR  Federal  airways  are 
published  in  paragraph  6010(a)  and  low 
altitude  RNAV  routes  (T)  are  published 
in  paragraph  6011,  respectively,  of  FAA 
Order  7400.9X  dated  August  7,  2013, 
and  effective  September  15,  2013,  which 
is  incorporated  by  reference  in  14  CFR 
71.1.  The  VOR  Federal  airway  and  low 
altitude  RNAV  route  listed  in  this 
document  will  be  subsequently 
published  in  the  Order. 

The  FAA  has  determined  that  this 
regulation  only  involves  an  established 
body  of  technical  regulations  for  which 
frequent  and  routine  amendments  are 
necessary  to  keep  them  operationally 
current.  Therefore,  this  regulation:  (1)  Is 
not  a  “significant  regulatory  action” 
under  Executive  Order  12866;  (2)  is  not 
a  “significant  rule”  under  Department  of 
Transportation  (DOT)  Regulatory 
Policies  and  Procedures  (44  FR  11034; 
February  26, 1979);  and  (3)  does  not 
warrant  preparation  of  a  regulatory 
evaluation  as  the  anticipated  impact  is 
so  minimal.  Since  this  is  a  routine 
matter  that  only  affects  air  traffic 
procedures  and  air  navigation,  it  is 
certified  that  this  rule,  when 
promulgated,  does  not  have  a  significant 
economic  impact  on  a  substantial 
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number  of  small  entities  under  the 
criteria  of  the  Regulatory  Flexibility  Act. 

The  FAA’s  authority  to  issue  rules 
regarding  aviation  safety  is  found  in 
Title  49  of  the  United  States  Code. 
Subtitle  I,  Section  106  describes  the 
authority  of  the  FAA  Administrator. 
Subtitle  VII,  Aviation  Programs, 
describes  in  more  detail  the  scope  of  the 
agency’s  authority. 

This  rulemaking  is  promulgated 
under  the  authority  described  in 
Subtitle  VII,  Part  A,  Subpart  I,  Section 
40103.  Under  that  section,  the  FAA  is 
charged  with  prescribing  regulations  to 
assign  the  use  of  the  airspace  necessary 
to  ensure  the  safety  of  aircraft  and  the 
efficient  use  of  airspace.  This  regulation 
is  within  the  scope  of  that  authority  as 
it  modifies  the  route  structure  as 
necessary  to  preserve  the  safe  and 
efficient  flow  of  air  traffic  within  the 
NAS. 

Environmental  Review 

The  FAA  has  determined  that  this 
action  qualifies  for  categorical  exclusion 


under  the  National  Environmental 
Policy  Act  in  accordance  with  FAA 
Order  1050.1E,  “Environmental 
Impacts:  Policies  and  Procedures,” 
paragraph  311a.  This  airspace  action  is 
not  expected  to  cause  any  potentially 
significant  environmental  impacts,  and 
no  extraordinary  circumstances  exist 
that  warrant  preparation  of  an 
environmental  assessment. 

List  of  Subjects  in  14  CFR  Part  71 

Airspace,  Incorporation  by  reference. 
Navigation  (air). 

Adoption  of  the  Amendment 

In  consideration  of  the  foregoing,  the 
Federal  Aviation  Administration 
amends  14  CFR  part  71  as  follows: 

PART  71— DESIGNATION  OF  CLASS  A, 
B,  C,  D,  AND  E  AIRSPACE  AREAS;  AIR 
TRAFFIC  SERVICE  ROUTES;  AND 
REPORTING  POINTS 

■  1 .  The  authority  citation  for  part  71 
continues  to  read  as  follows: 


Authority:  49  U.S.C.  106(g),  40103,  40113, 
40120;  E.O.  10854,  24  FR  9565,  3  CFR,  1959- 
1963  Comp.,  p.  389. 

§71.1  [Amended] 

■  2.  The  incorporation  by  reference  in 
14  CFR  71.1  of  FAA  Order  7400.9X, 
Airspace  Designations  and  Reporting 
Points,  dated  August  7,  2013  and 
effective  September  15,  2013,  is 
amended  as  follows: 

Paragraph  6010(a) — Domestic  VOR  Federal 
Airw'ays 

★  ★  *  *  * 

V-243  [Amended] 

From  Craig,  FL;  Waycross,  GA;  Vienna, 

GA;  LaGrange,  GA;  INT  LaGrange  342°  and 
Choo  Choo,  GA,  189°  radials;  Choo  Choo;  to 
Bowling  Green,  KY. 

Paragraph  601 1 — United  States  Area 
Navigation  Routes 
***** 


T-325  Bowling  Green,  KY  to  Terre  Haute,  IN  [New] 

Bowling  Green,  KY  (BWG)  VORTAC  (Lat.  36°55'44"  N.,  long.  086°26'36"  W.) 

RENRO,  KY  WP  (Lat.  37°28'51"  N.,  long.  086°39T9"  W.) 

LOONE,  KY  WP  (Lat.  37°44T4"  N.,  long.  086°45'18"  W.) 

APALO,  IN  WP  (Lat.  38°00'21"  N.,  long.  086°51'35"  W.) 

BUNKA,  IN  WP  (Lat.  39°04'57"  N.,  long.  087°09'07"  W.) 

Terre  Haute,  IN  (TTH)  VORTAC  (Lat.  39°29'20"  N.,  long.  087°14'57"  W.) 


Issued  in  Washington,  DC,  on  August  7, 
2014. 

Gary  A.  Norek, 

Manager,  Airspace  Policy  and  Regulations 
Group. 

[FR  Doc.  2014-19204  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-13-P 

DEPARTMENT  OF  COMMERCE 
Bureau  of  Industry  and  Security 

15  CFR  Part  700 

[Docket  No.  0912311453-4308-03] 

RIN  0694-AE81 

Revisions  to  Defense  Priorities  and 
Allocations  System  Regulations 

AGENCY:  Bureau  of  Industry  and 
Security,  Department  of  Commerce. 
ACTION:  Final  rule. 

SUMMARY:  This  rule  clarifies  existing 
standards  and  procedures  by  which  the 
Bureau  of  Industry  and  Security  (BIS) 
may  require  that  certain  contracts  or 
orders  that  promote  the  national  defense 
be  given  priority  over  other  contracts  or 
orders.  It  also  sets  new  standards  and 


procedures  for  such  prioritization  with 
respect  to  contracts  or  orders  for 
emergency  preparedness  activities. 
Finally,  this  rule  sets  new  standards  and 
procedures  by  which  BIS  may  allocate 
materials,  services  and  facilities  to 
promote  the  national  defense.  This  rule 
implements  provisions  in  the  Defense 
Production  Act  Reauthorization  of  2009 
(September  30,  2009)  (herein  the 
Reauthorization  Act)  regarding 
publication  of  regulations  providing 
standards  and  procedures  for 
prioritization  of  contracts  and  orders 
and  for  allocation  of  materials,  services, 
and  facilities  to  promote  the  national 
defense  under  emergency  and  non¬ 
emergency  conditions. 

DATES:  Effective  Date:  September  15, 
2014. 

FOR  FURTHER  INFORMATION  CONTACT: 

Liam  McMenamin,  Defense  Programs 
Division,  Office  of  Strategic  Industries 
and  Economic  Security  at  (202)  482- 
2233,  liam.mcnienamin@bis.doc.gov. 

SUPPLEMENTARY  INFORMATION: 

Background 

This  rule  updates  and  expands  the 
Defense  Priorities  and  Allocations 
System  (DPAS)  regulations  (15  CFR  part 


700).  BIS  relies  upon  and  uses  the  DPAS 
regulations  to  implement  priority  and 
allocation  actions  involving  industrial 
resources.  The  DPAS  has  two  principal 
components — priorities  and  allocations. 
Under  the  priorities  component, 
contracts  needed  to  support  programs 
that  have  been  approved  for  priorities 
support  are  required  to  be  given  priority 
over  other  contracts  to  facilitate 
expedited  delivery  in  promotion  of  the 
U.S.  national  defense.  Such  contracts 
may  be  between  the  government  and 
private  parties  or  between  private 
parties.  Under  the  allocations 
component,  materials,  services,  and 
facilities  may  be  allocated  to  promote 
the  national  defense.  For  both 
components,  the  term  “national 
defense”  means  programs  for  military 
and  energy  production  or  construction, 
homeland  security,  stockpiling,  space, 
emergency  preparedness,  and  critical 
infrastructure  protection  and 
restoration.  The  term  also  includes 
foreign  military  and  critical 
infrastructure  assistance. 

The  Reauthorization  Act  (123  Stat. 
2006)  (Pub.  L.  111-67)  required  agencies 
with  priorities  and  allocations 
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authorities  to  issue  rules  establishing 
standards  and  procedures  by  which 
those  authorities  will  be  used  to 
promote  the  national  defense,  under 
both  emergency  and  non-emergency 
conditions.  Pursuant  to  the 
Reauthorization  Act,  BIS  issued  two 
proposed  rules  to  amend  its  DPAS 
regulations.  The  first  such  proposed  rule 
was  published  on  June  7,  2010  (75  FR 
32122)  (herein  the  first  proposed  rule). 
BIS  received  one  comment  in  response 
to  that  rule.  Based  on  that  comment  and 
on  its  internal  deliberations,  BIS 
concluded  that  sufficient  changes  would 
be  needed  from  its  proposal  to  require 
a  second  proposed  rule.  Accordingly, 

BIS  published  a  second  proposed  rule 
on  January  31,  2014  (79  FR  5332) 

(herein  the  second  proposed  rule).  The 
principal  differences  between  the  first 
proposed  rule  and  the  second  proposed 
rule  are  summarized  in  the  latter  at  79 
FR  5332  and  not  repeated  here.  BIS 
received  no  comments  on  the  second 
proposed  rule.  Therefore,  BIS  is 
publishing  the  text  that  it  proposed  in 
the  second  proposed  rule,  without 
substantive  change,  as  this  final  rule. 

The  Reauthorization  Act  requires  each 
Federal  agency  that  is  delegated 
priorities  and  allocations  authority 
consistent  with  section  101  of  the 
Defense  Production  Act  (50  U.S.C.  app. 
2071,  et  seq.)  to  issue  final  rules 
establishing  standards  and  procedures 
by  which  that  authority  is  used  to 
promote  the  national  defense,  during 
both  emergency  and  non-emergency 
conditions.  In  the  Reauthorization  Act, 
Congress  further  directed  that,  to  the 
extent  practicable,  the  Federal  agencies 
with  priorities  and  allocations  authority 
should  work  together  to  develop  a 
consistent  and  unified  Federal  priorities 
and  allocations  system.  In  order  to  meet 
this  mandate,  BIS  worked  in 
conjunction  with  the  Departments  of 
Agriculture  (USDA),  Defense  (DoD), 
Energy  (DOE),  Health  and  Human 
Services  (HHS),  Homeland  Security 
(DHS),  and  Transportation  (DOT)  to 
develop  common  provisions  based  on 
the  DPAS  that  can  be  used  by  each 
Department  in  its  own  regulation.  The 
regulations  promulgated,  or  to  be 
promulgated,  by  each  Department  with 
delegated  DPA  Title  I  authority 
comprise  the  Federal  priorities  and 
allocations  system. 

Summary  of  Changes  to  the  DPAS  Made 
by  This  Rule 

The  following  lists  provide  highlights 
of  the  changes  to  the  DPAS 
implemented  by  this  rule.  A  more 
detailed  explanation  of  the  changes  and 
reasons  therefor  appears  in  the  preamble 
to  the  second  proposed  rule.  Because 


this  final  rule  adopts  the  changes  to  the 
DPAS  that  were  in  the  second  proposed 
rule  for  the  reasons  set  forth  in  the 
preamble  to  that  rule  without 
substantive  change,  BIS  is  not  repeating 
them  in  full  here.  Interested  persons 
may  read  them  at  79  FR  5332,  5332- 
5341,  January  31,  2014. 

Highlights  of  Changes  Related  to 
Priorities 

•  The  scope  of  reasons  for  which 
rated  orders  may  be  issued  has  been 
expanded  to  include  homeland  security, 
emergency  preparedness,  and  critical 
infrastructure  protection  and  restoration 
activities. 

•  The  definitions  section  has  been 
expanded  to  include  definitions  of 
terms  related  to  allocations  and  terms 
related  to  emergency  preparedness 
activities. 

•  Most  rated  orders  will  continue  to 
require  acceptance  or  rejection  within 
10  or  15  days  depending  on  the  type  of 
rating;  however,  rated  orders  for 
emergency  preparedness  requirements 
may  require  acceptance  or  rejection 
within  a  shorter  timeframe  but  no  less 
than  six  hours  for  emergencies  that  have 
occurred,  or  12  hours  if  needed  to 
prepare  for  an  imminent  hazard. 

•  Procedures  for  persons  to  obtain 
priority  ratings  for  items  supporting 
homeland  security,  emergency 
preparedness,  critical  infrastructure 
protection  and  restoration,  and 
information  about  how  persons  in  the 
United  States  may  seek  such  assistance 
have  been  added. 

•  Procedures  for  persons  in  Canada  to 
obtain  priority  ratings  for  items  in  the 
United  States  and  information  about 
how  persons  in  the  United  States  may 
seek  assistance  in  obtaining  defense 
items  in  Canada  have  been  updated  and 
moved  into  a  separate  section. 

•  Procedures  for  persons  in  foreign 
nations  other  than  Canada  to  obtain 
priority  ratings  for  items  in  the  United 
States  and  information  about  how 
persons  in  the  United  States  may  seek 
assistance  in  obtaining  defense  items 
from  Australia,  Finland,  Italy,  the 
Netherlands,  Sweden  and  the  United 
Kingdom  have  been  updated  and  moved 
into  a  separate  section.  This  section  has 
been  expanded  to  provide  procedures 
for  international  organizations  to  obtain 
priority  ratings. 

•  The  table  in  Schedule  I  to  part  700 
has  been  updated  to  list  all  programs 
currently  approved  for  priorities 
support  and  the  delegate  agency  for 
each  program. 


Highlights  of  Changes  Related  to 
Allocations 

•  The  rule  provides  that  allocations 
will  be  used  only  when  there  is 
insufficient  supply  of  a  material, 
service,  or  facility  to  satisfy  national 
defense  requirements  through  the  use  of 
the  priorities  authority,  or  when  the  use 
of  the  priorities  authority  would  cause 

a  severe  and  prolonged  disruption  in  the 
supply  of  materials,  services,  or 
facilities  available  to  support  normal 
U.S.  economic  activities,  and  precludes 
use  of  allocations  to  ration  materials  or 
services  at  the  retail  level. 

•  No  allocation  action  may  be  used  to 
control  the  general  distribution  of  a 
material  in  the  civilian  market  unless 
the  Department  of  Commerce  makes, 
and  the  President  approves,  a  finding 
that  the  requirements  of  the  national 
defense  for  such  material  cannot 
otherwise  be  met  without  creating  a 
significant  dislocation  of  the  normal 
distribution  of  such  material  in  the 
civilian  market  to  such  a  degree  as  to 
create  appreciable  hardship. 

•  The  rule  specifies  the  minimum 
information  that  must  be  included  in  an 
allocation  order  and  provides  for  issuing 
the  order  directly  to  affected  persons  or 
through  publication  of  a  constructive 
notice  in  the  Federal  Register.  All 
allocation  orders  must  explain  the 
relationship  between  the  allocation 
order  and  any  previously  or 
subsequently  issued  rated  or  unrated 
orders  and  the  start  and  end  dates  of  the 
order. 

•  Allocation  orders  must  be  accepted 
and  complied  with.  A  person  who  is 
subject  to  an  allocation  order  who 
believes  that  compliance  is  not  possible 
must  notify  the  Office  of  Strategic 
Industries  and  Economic  Security.  An 
allocation  must  be  complied  with  to  the 
extent  possible  until  tbe  Department  of 
Commerce  notifies  the  person  that  the 
order  has  been  changed  or  cancelled. 

Regulatory  Requirements 

1.  Executive  Orders  13563  and  12866 
direct  agencies  to  assess  all  costs  and 
benefits  of  available  regulatory 
alternatives  and,  if  regulation  is 
necessary,  to  select  regulatory 
approaches  that  maximize  net  benefits 
(including  potential  economic, 
environmental,  public  health  and  safety 
effects,  distribute  impacts,  and  equity). 
Executive  Order  13563  emphasizes  the 
importance  of  quantifying  both  costs 
and  benefits,  of  reducing  costs,  of 
harmonizing  rules,  and  of  promoting 
flexibility.  This  rule  has  been 
designated  a  “significant  regulatory 
action”  under  Executive  Order  12866. 
Accordingly,  the  rule  has  been  reviewed 


47562 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


by  the  Office  of  Management  and 
Budget  (0MB). 

2.  Notwithstanding  any  other 
provision  of  law,  no  person  is  required 
to  respond  to,  nor  shall  any  person  be 
subject  to  a  penalty  for  failure  to  comply 
with  a  collection  of  information,  subject 
to  the  requirements  of  the  Paperwork 
Reduction  Act  of  1995  (44  U.S.C.  3501 
et  seq.)  (PRA),  unless  that  collection  of 
information  displays  a  currently  valid 
OMB  control  number.  This  regulation 
contains  two  collections  previously 
approved  by  OMB.  OMB  control 
number  0694-0053  authorizes  the 
requirement  that  recipients  of  rated 
orders  notify  the  party  placing  the  order 
whether  or  not  they  will  fulfill  the  rated 
order.  BIS  believes  that  this  rule  will  not 
materially  change  the  burden  imposed 
by  this  collection.  OMB  control  number 
0694-0057  authorizes  the  collection  of 
information  that  parties  must  send  to 
BIS  when  seeking  special  priorities 
assistance  or  priority  rating  authority. 

BIS  believes  that  this  rule  will  not 
materially  change  the  burden  imposed 
by  this  collection.  Send  comments 
regarding  this  burden  estimate  or  any 
other  aspect  of  these  collections  of 
information,  including  suggestions  for 
reducing  the  burden,  to  Jasmeet  K. 

Seehra,  Office  of  Management  and 
Budget,  by  email  at  jseehra® 
omb.eop.gov  or  by  fax  to  (202)  395-7285 
and  to  Liam  McMenamin, 
liam.mcmenamin@bis.doc.gov. 

3.  This  rule  does  not  contain  policies 
with  Federalism  implications  as  that 
term  is  defined  under  E.O.  13132. 

4.  The  Regulatory  Flexibility  Act 
(RFA),  as  amended  by  the  Small 
Business  Regulatory  Enforcement 
Fairness  Act  of  1996  (SBREFA),  5  U.S.C. 
601  et  seq.,  generally  requires  an  agency 
to  prepare  a  regulatory  flexibility 
analysis  of  any  rule  subject  to  the  notice 
and  comment  rulemaking  requirements 
under  the  Administrative  Procedure  Act 
(5  U.S.C.  553)  or  any  other  statute. 

Under  section  605(b)  of  the  RFA, 
however,  if  the  head  of  an  agency 
certifies  that  a  rule  will  not  have  a 
significant  impact  on  a  substantial 
number  of  small  entities,  the  statute 
does  not  require  the  agency  to  prepare 

a  regulatory  flexibility  analysis. 

Pursuant  to  section  605(b),  the  Chief 
Counsel  for  Regulation,  Department  of 
Commerce,  certified  to  the  Chief 
Counsel  for  Advocacy,  Small  Business 
Administration  that  this  rule  will  not 
have  a  significant  impact  on  a 
substantial  number  of  small  entities  for 
tbe  reasons  explained  below.  No  other 
law  requires  such  an  analysis. 
Consequently,  no  regulatory  flexibility 
analysis  is  required  and  none  has  been 


prepared.  The  factual  support  for  this 
certification  is  provided  below. 

Number  of  Small  Entities 

Small  entities  include  small 
businesses,  small  organizations  and 
small  governmental  jurisdictions.  For 
purposes  of  assessing  the  impacts  of  this 
rule  on  small  entities,  a  small  business, 
as  described  in  the  Small  Business 
Administration’s  Table  of  Small 
Business  Size  Standards  Matched  to 
North  American  Industry  Classification 
System  Codes  (Effective  January  22, 
2014),  has  a  maximum  annual  revenue 
of  $35.5  million  and  a  maximum  of 
1,500  employees  (for  some  business 
categories,  these  numbers  are  lower).  A 
small  governmental  jurisdiction  is  a 
government  of  a  city,  town,  school 
district  or  special  district  with  a 
population  of  less  than  50,000.  A  small 
organization  is  any  not-for-profit 
enterprise  which  is  independently 
owned  and  operated  and  is  not 
dominant  in  its  field. 

This  rule  sets  criteria  under  which 
BIS  (or  agencies  to  which  BIS  delegates 
authority)  will  authorize  prioritization 
of  certain  orders  or  contracts  as  well  as 
criteria  under  which  BIS  would  issue 
orders  allocating  resources  or 
production  facilities.  This  rule  would 
affect  organizations  that  enter  into 
contracts  to  supply  materials,  services 
and  facilities  that  are  necessary  for  the 
national  defense  (broadly  defined  to 
include  “Programs  for  military  and 
energy  production  or  construction, 
military  or  critical  infrastructure 
assistance  to  any  foreign  nation, 
homeland  security,  stockpiling,  space, 
and  any  directly  related  activity”).  BIS’s 
experience  in  administering  its 
priorities  authority  indicates  that  for- 
profit  businesses  are  the  organizations 
that  provide  such  materials,  services 
and  facilities.  If  it  becomes  necessary  to 
exercise  allocations  authority,  the  same 
types  of  materials,  services  and  facilities 
and  the  same  types  of  providers  are  the 
ones  likely  to  be  affected.  Therefore,  BIS 
believes  that  two  of  the  categories  of 
small  entities  identified  by  the  RFA, 
small  organizations  and  small 
government  jurisdictions,  are  unlikely 
to  experience  any  economic  impact  as  a 
result  of  this  rule.  However,  BIS  has  no 
basis  on  which  to  estimate  the  number 
of  small  businesses  that  are  likely  to  be 
affected  by  this  rule. 

Impact 

BIS  believes  that  any  impact  that  this 
rule  might  have  on  small  businesses 
would  be  minor.  The  rule  has  two 
principal  components:  Prioritization 
and  allocation.  Prioritization  is  the 
process  that  is,  by  far,  more  likely  to  be 


used.  Under  prioritization,  BIS 
designates  certain  orders,  which  may  be 
placed  by  Government  or  by  private 
entities,  and  assigned  under  one  of  two 
possible  priority  levels.  Once  so 
designated,  such  orders  are  referred  to 
as  “rated  orders.”  The  recipient  of  a 
rated  order  must  give  it  priority  over  an 
unrated  order.  The  recipient  of  a  rated 
order  with  the  higher  priority  rating 
must  give  that  order  priority  over  any 
rated  orders  with  the  lower  priority 
rating  and  over  unrated  orders.  A 
recipient  of  a  rated  order  may  place  one 
or  more  orders  at  the  same  priority  level 
with  suppliers  and  subcontractors  for 
supplies  and  services  necessary  to  fulfill 
the  recipient’s  rated  order  and  the 
suppliers  and  subcontractors  must  treat 
the  request  from  the  rated  order 
recipient  as  a  rated  order  with  the  same 
priority  level  as  the  original  rated  order. 
The  rule  does  not  require  recipients  to 
fulfill  rated  orders  if  the  price  or  terms 
of  sale  are  not  consistent  with  the  price 
or  terms  of  sale  of  similar  non-rated 
orders.  The  rule  provides  a  defense  from 
liability  for  damages  or  penalties  for 
actions  or  inactions  made  in  compliance 
with  the  rule. 

BIS  expects  that  this  rule  will  not 
result  in  any  increase  in  the  use  of  rated 
orders.  The  changes  to  the  provisions  of 
15  CFR  part  700  that  apply  to  rated 
orders  are  primarily  simplifications  and 
clarifications.  The  standards  under 
which  a  rated  order  would  be  issued  are 
not  changed  by  this  rule. 

Although  rated  orders  could  require  a 
firm  to  fill  one  order  prior  to  filling 
another,  they  would  not  require  a 
reduction  in  the  total  volume  of  orders 
nor  would  they  require  the  recipient  to 
reduce  prices  or  provide  rated  orders 
with  more  favorable  terms  than  a  similar 
non-rated  order.  Under  these 
circumstances,  the  economic  effects  on 
the  rated  order  recipient  of  substituting 
one  order  for  another  are  likely  to  be 
offsetting,  resulting  in  no  net  loss. 

Allocations  could  be  used  to  control 
the  general  distribution  of  materials  or 
services  in  the  civilian  market.  Specific 
allocation  actions  that  BIS  might  take 
are  set-asides,  directives  and  allotments. 
A  set-aside  is  an  official  action  that 
requires  a  person  to  reserve  resource 
capacity  in  anticipation  of  receipt  of 
rated  orders.  A  directive  is  an  official 
action  that  requires  a  person  to  take  or 
refrain  from  taking  certain  actions  in 
accordance  with  its  provisions.  A 
directive  can  require  a  person  to  stop  or 
reduce  production  of  an  item,  prohibit 
tbe  use  of  selected  items,  or  divert 
supply  of  one  type  of  product  to 
another,  or  to  supply  a  specific  quantity, 
size,  shape,  and  type  of  an  item  within 
a  specific  time  period.  An  allotment  is 
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an  official  action  that  specifies  the 
maximum  quantity  of  a  material,  service 
or  facility  authorized  for  use  in  a 
specific  program  or  application. 

According  to  available  records,  BIS 
has  not  taken  any  actions  under  its 
existing  allocations  authority  in  decades 
and  any  future  allocations  actions 
would  be  used  only  in  extraordinary 
circumstances.  As  required  by  section 
101(b)  of  the  Defense  Production  Act  of 
1950,  as  amended,  (50  U.S.C.  app. 

2071),  hereinafter  “DPA,”  and  by 
Section  201(e)  of  Executive  Order  13603 
of  March  16,  2012,  BIS  may  implement 
allocations  to  control  the  general 
distribution  of  a  material  in  the  civilian 
market  only  if  the  Department  of 
Commerce  made,  and  the  President 
approved,  a  finding  (1)  that  the  material 
[or  service]  is  a  scarce  and  critical 
material  [or  service]  essential  to  the 
national  defense,  and  (2)  that  the 
requirements  of  the  national  defense  for 
such  material  [or  service]  cannot 
otherwise  be  met  without  creating  a 
significant  dislocation  of  the  normal 
distribution  of  such  material  [or  service] 
in  the  civilian  market  to  such  a  degree 
as  to  create  appreciable  hardship.  The 
term  “national  defense”  is  defined  to 
mean  “programs  for  military  and  energy 
production  or  construction,  military  or 
critical  infrastructure  assistance  to  any 
foreign  nation,  homeland  security, 
stockpiling,  space,  and  any  related 
activity.  Such  term  includes  emergency 
preparedness  activities  conducted 
pursuant  to  title  VI  of  the  Robert  T. 
Stafford  Disaster  Relief  and  Emergency 
Assistance  Act  (42  U.S.C.  5195  et  seq.) 
and  critical  infrastructure  protection 
and  restoration.” 

Even  a  narrower  use  of  allocations 
authority  under  this  rule  will  be  subject 
to  the  policy  that  this  rule  will  set  forth 
in  15  CFR  700.30,  providing  that 
allocations  will  be  used  only  when  there 
is  insufficient  supply  of  a  material, 
service,  or  facility  to  satisfy  national 
defense  requirements  through  use  of 
priorities  authority  or  when  the  use  of 
priorities  authority  would  cause  a 
severe  and  prolonged  disruption  in  the 
supply  of  materials,  services  or  facilities 
available  to  support  normal  U.S. 
economic  activity. 

Any  allocation  actions  taken  by  BIS 
would  also  have  to  comply  with  Section 
701(e)  of  the  DPA  (50  U.S.C.  app. 

2151(e)),  which  provides  that  “small 
business  concerns  shall  be  accorded,  to 
the  extent  practicable,  a  fair  share  of  the 
such  material,  in  proportion  to  the  share 
received  by  such  business  concerns 
under  normal  conditions,  giving  such 
special  consideration  as  may  be  possible 
to  emerging  business  concerns.” 


Conclusion 

Although  BIS  cannot  determine 
precisely  the  number  of  small  entities 
that  would  be  affected  by  this  rule,  BIS 
believes  that  the  overall  impact  on  such 
entities  would  not  be  significant.  With 
respect  to  priorities  authority,  this  rule 
is  not  likely  to  increase  the  number  of 
priority  rated  contracts  compared  to  the 
number  being  issued  currently. 
Therefore  the  priorities  authorities’ 
provisions  of  this  rule  are  unlikely  to 
have  any  economic  impact.  BIS’s  lack  of 
recent  experience  with  allocations 
makes  gauging  the  impact  of  an 
allocation,  should  one  occur,  difficult. 
However,  because  (1)  all  allocation 
actions  require  planning  that  includes 
evaluation  of  the  impact  on  the  civilian 
market,  (2)  allocations  to  control  the 
general  distribution  of  a  material  in  the 
civilian  market  may  be  imposed  only 
after  a  determination  by  the  President, 
and  (3)  BIS  has  taken  no  allocation 
actions  in  decades,  one  can  expect 
allocations  will  be  a  rare  occurrence 
going  forward.  BIS  believes  that  the 
expected  unchanged  level  of  contract 
prioritizations,  planning  and  review 
requirements  and  requirements  of 
section  701  of  the  DPA,  which  are 
directed  at  protecting  the  interests  of 
small  businesses,  provide  reasonable 
assurance  that  any  impact  on  small 
business  will  not  be  significant.  For  the 
reasons  set  forth  above,  the  Chief 
Counsel  for  Regulations  at  the 
Department  of  Commerce  certified  that 
this  action  would  not  have  a  significant 
impact  on  a  substantial  number  of  small 
entities. 

List  of  Subjects  in  15  CFR  Part  700 

Administrative  practice  and 
procedure.  Business  and  industry, 
Government  contracts.  National  defense. 
Reporting  and  recordkeeping 
requirements.  Strategic  and  critical 
materials. 

For  the  reasons  stated  in  the 
preamble,  15  CFR  part  700  is  amended 
as  follows: 

PART  700— [AMENDED] 

■  1 .  The  authority  citation  for  part  700 
is  revised  to  read  as  follows: 

Authority:  50  U.S.C.  App.  2061,  et  seq.;  42 
U.S.C.  5195,  et  seq.;  50  U.S.C.  App  468;  10 
U.S.C.  2538;  50  U.S.C.  82;  E.O.  12656,  53  FR 
226,  3  CFR,  1988,  Comp.  585;  E.O.  12742,  56 
FR  1079,  3  CFR,  1991  Comp.  309;  E.O.  13603, 
77  FR  16651,  3  CFR,  2012  Comp.,  p.  225. 

■  2.  Section  700.1  is  revised  to  read  as 
follows: 

§  700.1  Purpose  of  this  part. 

This  part  implements  the  Defense 
Priorities  and  Allocations  System 


(DPAS)  that  is  administered  by  the 
Department  of  Commerce,  Bureau  of 
Industry  and  Security.  The  DPAS 
implements  the  priorities  and 
allocations  authority  of  the  Defense 
Production  Act,  including  use  of  that 
authority  to  support  emergency 
preparedness  activities  pursuant  to  Title 
VI  of  the  Robert  T.  Stafford  Disaster 
Relief  and  Emergency  Assistance  Act 
(42  U.S.C.  5195  et  seq.),  and  the 
priorities  authority  of  the  Selective 
Service  Act  and  related  statutes,  all  with 
respect  to  industrial  resources.  The 
DPAS  establishes  procedures  for  the 
placement,  acceptance,  and 
performance  of  priority  rated  contracts 
and  orders  and  for  the  allocation  of 
materials,  services,  and  facilities.  The 
guidance  and  procedures  in  this  part  are 
generally  consistent  with  the  guidance 
and  procedures  provided  in  other 
regulations  issued  under  Executive 
Order  13603  authority. 

■  3.  Section  700.2  is  revised  to  read  as 
follows: 

§700.2  Introduction. 

(a)  Certain  national  defense  and 
energy  programs  (including  military, 
emergency  preparedness,  homeland 
security,  and  critical  infrastructure 
protection  and  restoration  activities)  are 
approved  for  priorities  and  allocations 
support.  A  complete  list  of  currently 
approved  programs  is  provided  at 
Schedule  I  to  this  part. 

(b)  The  Department  of  Commerce 
administers  the  DPAS  and  may  exercise 
priorities  and  allocations  authority  to 
ensure  the  timely  delivery  of  industrial 
items  to  meet  approved  program 
requirements. 

(c)  The  Department  of  Commerce  has 
delegated  authority  to  place  priority 
ratings  on  contracts  or  orders  necessary 
or  appropriate  to  promote  the  national 
defense  to  certain  government  agencies 
that  issue  such  contracts  or  orders.  Such 
delegations  include  authority  to 
authorize  recipients  of  rated  orders  to 
place  ratings  on  contracts  or  orders  to 
contractors,  subcontractors,  and 
suppliers.  Schedule  I  to  this  part 
includes  a  list  of  agencies  to  which  the 
Department  of  Commerce  has  delegated 
authority. 

■  4.  In  §  700.3,  paragraphs  (a),  (b),  and 
(e)  are  revised  to  read  as  follows: 

§700.3  Priority  ratings  and  rated  orders. 

(a)  Rated  orders  are  identified  by  a 
priority  rating  and  a  program 
identification  symbol.  Rated  orders  take 
precedence  over  all  unrated  orders  as 
necessary  to  meet  required  delivery 
dates.  Among  rated  orders,  DX  rated 
orders  take  precedence  over  DO  rated 
orders.  Program  identification  symbols 


47564 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


indicate  which  approved  program  is 
attributed  to  the  rated  order. 

(b)  Persons  receiving  rated  orders 
must  give  them  preferential  treatment  as 
required  by  this  part. 
***** 

(e)  Persons  may  place  a  priority  rating 
on  orders  only  when  they  are  in  receipt 
of  a  rated  order,  have  been  explicitly 
authorized  to  do  so  by  the  Department 
of  Commerce  or  a  Delegate  Agency,  or 
are  otherv^dse  permitted  to  do  so  by  this 
part. 

§§  700.4,  700.5,  700.6,  and  700.7  [Removed 
and  Reserved] 

■  5.  Sections  700.4,  700.5,  700.6,  and 
700.7  are  removed  and  reserved. 

■  6.  Section  700.8  is  revised  to  read  as 
follows: 

§700.8  Definitions. 

The  definitions  in  this  section  apply 
throughout  this  part: 

Allocation.  The  control  of  the 
distribution  of  materials,  sendees  or 
facilities  for  a  purpose  deemed 
necessary  or  appropriate  to  promote  the 
national  defense. 

Allocation  order.  An  official  action  to 
control  the  distribution  of  materials, 
sendees,  or  facilities  for  a  purpose 
deemed  necessary  or  appropriate  to 
promote  the  national  defense. 

Allotment.  An  official  action  that 
specifies  the  maximum  quantity  of  a 
material,  service,  or  facility  authorized 
for  a  specific  use  to  promote  the 
national  defense. 

Approved  program.  A  program 
determined  as  necessary  or  appropriate 
for  priorities  and  allocations  support  to 
promote  the  national  defense  by  the 
Secretary  of  Defense,  the  Secretary  of 
Energy,  or  the  Secretary  of  Homeland 
Security,  under  the  authority  of  the 
Defense  Production  Act  and  Executive 
Order  13603,  or  the  Selective  Service 
Act  and  Executive  Order  12742. 

Construction.  The  erection,  addition, 
extension,  or  alteration  of  any  building, 
structure,  or  project,  using  materials  or 
products  which  are  to  be  an  integral  and 
permanent  part  of  the  building, 
structure,  or  project.  Construction  does 
not  include  maintenance  and  repair. 

Critical  infrastructure.  Any  systems 
and  assets,  whether  physical  or  cyber- 
based,  so  vital  to  the  United  States  that 
the  degradation  or  destruction  of  such 
systems  and  assets  would  have  a 
debilitating  impact  on  national  security, 
including,  but  not  limited  to,  national 
economic  security  and  national  public 
health  or  safety. 

Defense  Production  Act.  The  Defense 
Production  Act  of  1950,  as  amended  (50 
U.S.C.  App.  2061,  et  seq.]. 


Delegate  Agency.  A  government 
agency  authorized  by  delegation  from 
the  Department  of  Commerce  to  place 
priority  ratings  on  contracts  or  orders 
needed  to  support  approved  programs. 

Directive.  An  official  action  which 
requires  a  person  to  take  or  refrain  from 
taking  certain  actions  in  accordance 
with  its  provisions. 

Emergency  preparedness.  All 
activities  and  measures  designed  or 
undertaken  to  prepare  for  or  minimize 
the  effects  of  a  hazard  upon  the  civilian 
population,  to  deal  with  the  immediate 
emergency  conditions  which  would  be 
created  by  the  hazard,  and  to  effectuate 
emergency  repairs  to,  or  the  emergency 
restoration  of,  vital  utilities  and 
facilities  destroyed  or  damaged  by  the 
hazard.  Emergency  preparedness 
includes  the  following: 

(1)  Measures  to  be  undertaken  in 
preparation  for  anticipated  hazards 
(including  the  establishment  of 
appropriate  organizations,  operational 
plans,  and  supporting  agreements,  the 
recruitment  and  training  of  personnel, 
the  conduct  of  research,  the 
procurement  and  stockpiling  of 
necessary  materials  and  supplies,  the 
provision  of  suitable  warning  systems, 
the  construction  or  preparation  of 
shelters,  shelter  areas,  and  control 
centers,  and,  when  appropriate,  the 
nonmilitar}^  evacuation  of  the  civilian 
population): 

(2)  Measures  to  be  undertaken  during 
a  hazard  (including  the  enforcement  of 
passive  defense  regulations  prescribed 
by  duly  established  military  or  civil 
authorities,  the  evacuation  of  persormel 
to  shelter  areas,  the  control  of  traffic  and 
panic,  and  the  control  and  use  of 
lighting  and  civil  communications):  and 

(3)  Measures  to  be  undertaken 
following  a  hazard  (including  activities 
for  firefighting,  rescue,  emergency 
medical,  health  and  sanitation  services, 
monitoring  for  specific  dangers  of 
special  weapons,  unexploded  bomb 
reconnaissance,  essential  debris 
clearance,  emergency  welfare  measures, 
and  immediately  essential  emergency 
repair  or  restoration  of  damaged  vital 
facilities). 

Hazard.  An  emergency  or  disaster 
resulting  from: 

(1)  A  natural  disaster,  or 

(2)  An  accidental  or  man-caused 
event. 

Homeland  security.  Includes  efforts: 

(1)  To  prevent  terrorist  attacks  within 
the  United  States: 

(2)  To  reduce  the  vulnerability  of  the 
United  States  to  terrorism: 

(3)  To  minimize  damage  from  a 
terrorist  attack  in  the  United  States:  and 

(4)  To  recover  from  a  terrorist  attack 
in  the  United  States. 


Industrial  resources.  All  materials, 
services,  and  facilities,  including 
construction  materials,  the  authority  for 
which  has  not  been  delegated  to  other 
agencies  under  Executive  Order  13603. 
This  term  also  includes  the  term  “item” 
as  defined  and  used  in  this  part. 

Item.  Any  raw,  in  process,  or 
manufactured  material,  article, 
commodity,  supply,  equipment, 
component,  accessory,  part,  assembly, 
or  product  of  any  kind,  technical 
information,  process,  or  service. 

Maintenance  and  repair  and/or 
operating  supplies  (MRO).  (1) 
Maintenance  is  the  upkeep  necessary  to 
continue  any  plant,  facility,  or 
equipment  in  working  condition. 

(2)  Repair  is  the  restoration  of  any 
plant,  facility,  or  equipment  to  working 
condition  when  it  has  been  rendered 
unsafe  or  unfit  for  service  by  wear  and 
tear,  damage,  or  failure  of  parts. 

(3)  Operating  supplies  are  any  items 
carried  as  operating  supplies  according 
to  a  person’s  established  accounting 
practice.  Operating  supplies  may 
include  hand  tools  and  expendable 
tools,  jigs,  dies,  fixtures  used  on 
production  equipment,  lubricants, 
cleaners,  chemicals  and  other 
expendable  items. 

(4)  MRO  does  not  include  items 
produced  or  obtained  for  sale  to  other 
persons  or  for  installation  upon  or 
attachment  to  the  property  of  another 
person,  or  items  required  for  the 
production  of  such  items:  items  needed 
for  the  replacement  of  any  plant, 
facility,  or  equipment:  or  items  for  the 
improvement  of  any  plant,  facility,  or 
equipment  by  replacing  items  which  are 
still  in  working  condition  with  items  of 
a  new  or  different  kind,  quality,  or 
design. 

National  defense.  Programs  for 
military  and  energy  production  or 
construction,  militar}^  or  critical 
infrastructure  assistance  to  any  foreign 
nation,  homeland  security,  stockpiling, 
space,  and  any  directly  related  activity. 
Such  term  includes  emergency 
preparedness  activities  conducted 
pursuant  to  Title  VI  of  The  Robert  T. 
Stafford  Disaster  Relief  and  Emergency 
Assistance  Act  (42  U.S.C.  5195  et  seq.) 
and  critical  infrastructure  protection 
and  restoration. 

Official  action.  An  action  taken  by  the 
Department  of  Commerce  under  the 
authority  of  the  Defense  Production  Act, 
the  Selective  Service  Act  and  related 
statutes,  and  this  part.  Such  actions 
include  the  issuance  of  rating 
authorizations,  directives,  letters  of 
understanding,  demands  for 
information,  inspection  authorizations, 
administrative  subpoenas  and  allocation 
orders. 
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Person.  Any  individual,  corporation, 
partnership,  association,  or  any  other 
organized  group  of  persons,  or  legal 
successor  or  representative  thereof;  or 
any  authorized  State  or  local 
government  or  agency  thereof;  and  for 
purposes  of  administration  of  this  part, 
includes  the  United  States  Government 
and  any  authorized  foreign  government 
or  international  organization  or  agency 
thereof,  delegated  authority  as  provided 
in  this  part. 

Priorities  authority.  The  authority  of 
the  Department  of  Commerce,  pursuant 
to  Section  101  of  the  Defense 
Production  Act,  to  require  priority 
performance  of  contracts  and  orders  for 
industrial  resource  items  for  use  in 
approved  programs. 

Priority  rating.  An  identifying  code 
assigned  by  a  Delegate  Agency  or 
authorized  person  placed  on  all  rated 
orders  and  consisting  of  the  rating 
symbol  and  the  program  identification 
symbol. 

Production  equipment.  Any  item  of 
capital  equipment  used  in  producing 
materials  or  furnishing  services  that  has 
a  unit  acquisition  cost  of  $2,500  or 
more,  an  anticipated  service  life  in 
excess  of  one  year,  and  the  potential  for 
maintaining  its  integrity  as  a  capital 
item. 

Program  identification  symbols. 
Abbreviations  used  to  indicate  which 
approved  program  is  supported  by  a 
rated  order. 

Hated  order.  A  prime  contract,  a 
subcontract,  or  a  purchase  order  in 
support  of  an  approved  program  issued 
in  accordance  with  the  provisions  of 
this  part. 

Selective  Service  Act.  Section  18  of 
the  Selective  Service  Act  of  1948  (50 
U.S.C.  app.  468). 

Set-asiae.  An  official  action  that 
requires  a  person  to  reserve  materials, 
services,  or  facilities  capacity  in 
anticipation  of  the  receipt  of  rated 
orders. 

Stafford  Act.  Title  VI  (Emergency 
Preparedness)  of  the  Robert  T.  Stafford 
Disaster  Relief  and  Emergency 
Assistance  Act,  as  amended  (42  U.S.C. 
5195,  et  seq.). 

Working  day.  Any  day  that  the 
recipient  of  an  order  is  open  for 
business. 

■  7.  Section  700.10  is  revised  to  read  as 
follows: 

§700.10  Authority. 

(a)  Delegations  to  the  Department  of 
Commerce.  The  priorities  and 
allocations  authorities  of  the  President 
under  Title  I  of  the  Defense  Production 
Act  with  respect  to  industrial  resources 
have  been  delegated  to  the  Secretary  of 
Commerce  under  Executive  Order  13603 


of  March  16,  2012  (3  CFR,  2012  Comp., 
p.  225).  The  priorities  authorities  of  the 
President  under  the  Selective  Service 
Act  and  related  statutes  with  respect  to 
industrial  resources  have  also  been 
delegated  to  the  Secretary  of  Commerce 
under  Executive  Order  12742  of  January 
8,  1991  (3  CFR,  1991  Comp.  309). 

(b)  Delegations  by  the  Department  of 
Commerce.  The  Department  of 
Commerce  has  authorized  the  Delegate 
Agencies  to  assign  priority  ratings  to 
orders  for  industrial  resources  needed 
for  use  in  approved  programs. 

(c)  Jurisdiction  limitations.  (1)  The 
priorities  and  allocations  authority  for 
certain  items  have  been  delegated  under 
Executive  Order  13603,  other  executive 
orders,  or  Interagency  Memoranda  of 
Understanding  between  other  agencies. 
Unless  otherwise  agreed  to  by  the 
concerned  agencies,  the  provisions  of 
this  part  are  not  applicable  to  those 
other  items  which  include: 

(1)  Food  resources,  food  resource 
facilities,  livestock  resources,  veterinary 
resources,  plant  health  resources,  and 
the  domestic  distribution  of  farm 
equipment  and  commercial  fertilizer 
(delegated  to  the  Department  of 
Agriculture); 

(ii)  All  forms  of  energy  (delegated  to 
the  Department  of  Energy); 

(iii)  Health  resources  (delegated  to  the 
Department  of  Health  and  Human 
Services); 

(iv)  All  forms  of  civil  transportation 
(delegated  to  the  Department  of 
Transportation);  and 

(v)  Water  resources  (delegated  to  the 
Department  of  Defense/U.S.  Army  Corps 
of  Engineers). 

(2)  The  priorities  and  allocations 
authority  set  forth  in  this  part  may  not 
be  applied  to  communications  services 
subject  to  Executive  Order  13618  of  July 
6,  2012 — Assignment  of  National 
Security  and  Emergency  Preparedness 
Commxmications  Functions  (3  CFR, 

2012  Comp.,  p.  273). 

■  8.  Section  700.11  is  amended  by 
revising  the  second  sentence  of 
paragraph  (b)  to  read  as  follows: 

§700.11  Priority  ratings. 

★  ★  ★  *  ★ 

(b)  Program  identification  symbols. 

*  *  *  The  list  of  approved  programs 
and  their  identification  symbols  is 
found  in  Schedule  I  to  this  part.  *  *  * 
***** 

■  9.  Section  700.12  is  revised  to  read  as 
follows: 

§700.12  Elements  of  a  rated  order. 

(a)  Elements  required  for  all  rated 
orders.  (1)  The  appropriate  priority 
rating  and  program  identification 
symbol  (e.g.,  DO-Al,  DX-A4,  DO-Nl). 


(2)  A  required  delivery  date  or  dates. 
The  words  “immediately”  or  “as  soon 
as  possible”  do  not  constitute  a  delivery 
date.  When  a  “requirements  contract,” 
“basic  ordering  agreement,”  “prime 
vendor  contract,”  or  similar 
procurement  document  bearing  a 
priority  rating  contains  no  specific 
delivery  date  or  dates,  but  provides  for 
the  furnishing  of  items  from  time-to- 
time  or  within  a  stated  period  against 
specific  purchase  orders,  such  as 
“calls,”  “requisitions,”  and  “delivery 
orders,”  the  purchase  orders  supporting 
such  contracts  or  agreements  must 
specify  a  required  delivery  date  or  dates 
and  are  to  be  considered  as  rated  as  of 
the  date  of  their  receipt  by  the  supplier 
and  not  as  of  the  date  of  the  original 
procurement  document. 

(3)  The  written  signature  on  a 
manually  placed  order,  or  the  digital 
signature  or  name  on  an  electronically 
placed  order,  of  an  individual 
authorized  to  sign  rated  orders  for  the 
person  placing  the  order.  The  signature, 
manual  or  digital,  certifies  that  the  rated 
order  is  authorized  under  this  part  and 
that  the  requirements  of  this  part  are 
being  followed. 

(4)  A  statement  that  reads  in 
substance:  “This  is  a  rated  order 
certified  for  national  defense  use  and 
you  are  required  to  follow  all  the 
provisions  of  the  Defense  Priorities  and 
Allocations  System  regulations  (15  CFR 
part  700).” 

(b)  Additional  element  required  for 
certain  emergency  preparedness  rated 
orders.  If  a  rated  order  is  placed  for  the 
purpose  of  emergency  preparedness 
requirements  and  expedited  action  is 
necessary  or  appropriate  to  meet  these 
requirements,  the  following  statement 
must  be  included  in  the  order:  “This 
rated  order  is  placed  for  the  purpose  of 
emergency  preparedness.  It  must  be 
accepted  or  rejected  within  [Insert  a 
time  limit  no  less  than  the  minimum 
applicable  time  limit  specified  in 
§  700.13(d)(2)].” 

■  10.  Section  700.13  is  amended  by 
revising  paragraph  (d)  to  read  as 
follows: 

§  700.1 3  Acceptance  and  rejection  of  rated 
orders. 

***** 

(d)  Customer  notification 
requirements.  (1)  Except  as  provided  in 
paragraph  (d)(2)  of  this  section,  a  person 
must  accept  or  reject  a  rated  order  in 
writing  (hard  copy),  or  in  electronic 
format,  within  fifteen  (15)  working  days 
after  receipt  of  a  DO  rated  order  and 
within  ten  (10)  working  days  after 
receipt  of  a  DX  rated  order.  If  the  order 
is  rejected,  the  person  must  give  reasons 
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in  writing  or  electronically  for  the 
rejection. 

(2)  If  a  rated  order  is  placed  for  the 
purpose  of  emergency  preparedness 
requirements  and  expedited  action  is 
necessary  or  appropriate  to  meet  these 
requirements  and  the  order  includes  the 
statement  set  forth  in  §  700.12(b),  a 
person  must  accept  or  reject  the  rated 
order  and  transmit  the  acceptance  or 
rejection  in  writing  or  in  an  electronic 
format  within  the  time  specified  in  the 
rated  order.  The  minimum  times  for 
acceptance  or  rejection  that  such  orders 
may  specify  are  six  (6)  hours  after 
receipt  of  the  order  if  the  order  is  issued 
by  an  authorized  person  in  response  to 

a  hazard  that  has  occurred,  or  twelve 
(12)  hours  after  receipt  if  the  order  is 
issued  by  an  authorized  person  to 
prepare  for  an  imminent  hazard. 

(3)  If  a  person  has  accepted  a  rated 
order  and  subsequently  finds  that 
shipment  or  performance  will  be 
delayed,  the  person  must  notify  the 
customer  immediately,  give  the  reasons 
for  the  delay,  and  advise  of  a  new 
shipment  or  performance  date.  If 
notification  is  given  verbally,  written 
(hard  copy)  or  electronic  confirmation 
must  be  provided  within  one  working 
day  of  the  verbal  notice. 

■  11.  Section  700.14  is  amended  by 
adding  a  sentence  at  the  end  of  the 
examples  paragraph  in  paragraph  (b) 
and  by  revising  paragraph  (c)(2)  to  read 
as  follows: 

§700.14  Preferential  scheduling. 

***** 

(b)  *  *  * 

Examples:*  *  *  However,  if  business 
operations  cannot  be  altered  to  meet 
both  the  June  3  and  July  15  deliver}' 
dates,  then  the  DX  rated  order  must  be 
given  priority  over  the  DO  rated  order. 

(c)  *  *  * 

(2)  If  a  person  is  unable  to  resolve 
rated  order  delivery  or  performance 
conflicts  under  this  section,  the  person 
should  promptly  seek  special  priorities 
assistance  as  provided  in  subpart  H  of 
this  part.  If  the  person’s  customer 
objects  to  the  rescheduling  of  delivery 
or  performance  of  a  rated  order,  the 
customer  should  promptly  seek  special 
priorities  assistance  as  provided  in 
subpart  H  of  this  part.  For  any  rated 
order  against  which  delivery  or 
performance  will  be  delayed,  the  person 
must  notify  the  customer  as  provided  in 
§  700.13(d)(3). 

***** 

■  12.  Section  700.15  is  amended  by 
revising  the  second  sentence  of 
paragraph  (a),  the  example  following 
paragraph  (a),  the  second  sentence  of 
paragraph  (b),  and  by  adding  paragraph 
(c)  to  read  as  follows: 


§  700.1 5  Extension  of  priority  ratings. 

(a)  *  *  The  person  must  use  the 

priority  rating  indicated  on  the 
customer’s  rated  order,  except  as 
otherwise  provided  in  this  part  or  as 
directed  by  the  Department  of 
Commerce. 

Example:  If  a  person  is  in  receipt  of 
a  DO-A3  rated  order  for  a  navigation 
system  and  needs  to  purchase 
semiconductors  for  its  manufacture,  that 
person  must  use  a  DO-A3  rated  order  to 
obtain  the  needed  semiconductors. 

(b)  *  *  *  Therefore,  the  inclusion  of 
the  rating  will  continue  from  contractor 
to  subcontractor  to  supplier  throughout 
the  entire  supply  chain. 

(c)  A  person  must  use  rated  orders 
with  suppliers  to  obtain  items  needed  to 
fill  an  emergency  preparedness  rated 
order.  That  person  must  require 
acceptance  or  rejection,  and 
transmission  of  that  acceptance  or 
rejection  by  the  supplier  within  the  time 
limit  stated  in  the  rated  order  that  is 
being  filled. 

■  13.  Section  700.16  is  amended  by 
revising  paragraphs  (d),  (e),  and  (f)  to 
read  as  follows: 

§700.16  Changes  or  cancellations  of 
priority  ratings  and  rated  orders. 

***** 

(d)  The  following  amendments  do  not 
constitute  a  new  rated  order:  a  change 
in  shipping  destination;  a  reduction  in 
the  total  amount  of  the  order;  an 
increase  in  the  total  amount  of  the  order 
which  has  negligible  impact  upon 
deliveries;  a  minor  variation  in  size  or 
design  (prior  to  the  start  of  production); 
or  a  change  which  is  agreed  upon 
between  the  supplier  and  the  customer, 

(e)  A  person  must  cancel  any  rated 
orders  that  the  person  (or  a  predecessor 
in  interest)  has  placed  with  suppliers  or 
cancel  the  priority  ratings  on  those 
orders  if  the  person  no  longer  needs  the 
items  in  those  orders  to  fill  a  rated 
order. 

(f)  A  person  adding  a  rating  to  an 
unrated  order,  or  changing  or  cancelling 
a  priority  rating  must  promptly  notify 
all  suppliers  to  whom  the  order  was 
sent  of  the  addition,  change  or 
cancellation. 

■  14.  Section  700.17  is  amended  by 
revising  paragraphs  (d)(l)(ii)  and  (f)  to 
read  as  follows: 

§  700.17  Use  of  rated  orders. 

***** 

(d)  *  *  * 

(1)  *  *  * 

(ii)  The  elements  of  a  rated  order,  as 
required  by  §  700.12,  are  included  on 
the  order  with  the  statement  required  in 
§  700.12(a)(4)  modified  to  read  in 
substance:  “This  purchase  order 


contains  rated  order  quantities  certified 
for  national  defense  use,  and  you  are 
required  to  follow  all  the  provisions  of 
the  Defense  Priorities  and  Allocations 
System  regulations  (15  CFR  part  700)  as 
it  pertains  to  the  rated  quantities.’’ 
***** 

(f)  A  person  is  not  required  to  place 
a  priority  rating  on  an  order  for  less  than 
$75,000,  or  one  half  of  the  Simplified 
Acquisition  Threshold  (as  established  in 
the  Federal  Acquisition  Regulation 
(FAR))  (see  FAR  section  2.101), 
whichever  amount  is  greater,  provided 
that  delivery  can  be  obtained  in  a  timely 
fashion  without  the  use  of  the  priority 
rating. 

■  15.  Section  700.18  is  revised  to  read 
as  follows: 

§700.18  Limitations  on  placing  rated 
orders. 

(a)  General  limitations.  (1)  A  person 
may  not  place  a  rated  order  pursuant  to 
this  part  unless  the  person  is  in  receipt 
of  a  rated  order,  has  been  explicitly 
authorized  to  do  so  by  the  Department 
of  Commerce  or  a  Delegate  Agency  or  is 
otherwise  permitted  to  do  so  by  this 
part. 

(2)  Rated  orders  may  not  be  used  to 
obtain: 

(i)  Delivery  on  a  date  earlier  than 
needed; 

(ii)  A  greater  quantity  of  the  item  than 
needed,  except  to  obtain  a  minimum 
procurable  quantity; 

(iii)  Items  in  advance  of  the  receipt  of 
a  rated  order,  except  as  specifically 
authorized  by  the  IDepartment  of 
Commerce  (see  §  700.41(c)  for 
information  on  obtaining  authorization 
for  a  priority  rating  in  advance  of  a  rated 
order);  or 

(iv)  Any  of  the  following  items  unless 
specific  priority  rating  authority  has 
been  obtained  from  a  Delegate  Agency 
or  the  Department  of  Commerce: 

(A)  Items  for  plant  improvement, 
expansion  or  construction,  unless  they 
will  be  physically  incorporated  into  a 
construction  project  covered  by  a  rated 
order;  or 

(B)  Production  or  construction 
equipment  or  items  to  be  used  for  the 
manufacture  of  production  equipment 
(for  information  on  requesting  priority 
rating  authority,  see  §  700.41). 

(v)  Any  items  related  to  the 
development  of  chemical  or  biological 
warfare  capabilities  or  the  production  of 
chemical  or  biological  weapons,  unless 
such  development  or  production  has 
been  authorized  by  the  President  or  the 
Secretary  of  Defense. 

(3)  Separate  rated  orders  may  not  be 
placed  solely  for  obtaining  minimum 
procurable  quantities  on  each  order  if 
the  minimum  procurable  quantity 
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would  be  sufficient  to  cover  more  than 
one  rated  order. 

(b)  Specific  item  limitations. 
Notwithstanding  any  authorization  or 
requirement  to  place  a  rated  order  stated 
elsewhere  in  this  part,  no  person  may 
place  a  rated  order  to  obtain  the 
following  items  unless  such  order  is 
authorized  by  an  official  action  of  the 
Department  of  Commerce. 

(1)  Copper  raw  materials. 

(2)  Cru^ed  stone. 

(3)  Gravel. 

(4)  Sand. 

(5)  Scrap. 

(6)  Slag. 

(7)  Steam  heat,  central. 

(8)  Waste  paper. 

■  16.  Section  700.21  is  revised  to  read 
as  follows: 

§700.21  Application  for  priority  rating 
authority. 

(a)  For  projects  believed  to  maximize 
domestic  energy  supplies,  a  person  may 
request  priority  rating  authority  for 
scarce,  critical,  and  essential  supplies  of 
materials,  equipment,  and  services 
(related  to  the  production  of  materials  or 
equipment,  or  the  installation,  repair,  or 
maintenance  of  equipment)  by 
submitting  a  request  to  the  Department 
of  Energy.  Further  information  may  be 
obtained  from  the  Department  of 
Energy,  Office  of  Electricity  Delivery 
and  Energy  Reliability,  1000 
Independence  Avenue  SW., 

Washington,  DC  20585. 

(b)  If  tne  Department  of  Energy 
notifies  the  Department  of  Commerce 
that  the  project  maximizes  domestic 
energy  supplies  and  that  the  materials, 
equipment,  or  services  are  critical  and 
essential,  the  Department  of  Commerce 
will  determine  whether  the  items  in 
question  are  scarce,  and,  if  they  are 
scarce,  whether  there  is  a  need  to  use 
the  priorities  authority. 

(1 J  Scarcity  implies  an  unusual 
difficulty  in  obtaining  the  materials, 
equipment,  or  services  in  a  time  frame 
consistent  with  the  timely  completion  of 
the  energy  project.  In  determining 
scarcity,  the  Department  of  Commerce 
may  consider  factors  such  as  the 
following: 

(1)  Value  and  volume  of  material  or 
equipment  shipments; 

(iij  Consumption  of  material  and 
equipment; 

(iii)  Volume  and  market  trends  of 
imports  and  exports; 

(iv)  Domestic  and  foreign  sources  of 
supply; 

[vj  Normal  levels  of  inventories; 

(vi)  Rates  of  capacity  utilization; 

(vii)  Volume  of  new  orders;  and 

(viii)  Lead  times  for  new  orders. 

(2)  In  finding  whether  there  is  a  need 
to  use  the  priorities  authority,  the 


Department  of  Commerce  may  consider 
alternative  supply  solutions  and  other 
measures. 

(c)  After  the  Department  of  Commerce 
has  conducted  its  analysis,  it  will  advise 
the  Department  of  Energy  whether  the 
two  findings  have  been  satisfied.  If  the 
findings  are  satisfied,  the  Department  of 
Commerce  will  authorize  the 
Department  of  Energy  to  grant  the  use  of 
a  priority  rating  to  the  applicant. 

(d)  Schedule  I  to  this  part  includes  a 
list  of  approved  programs  to  support  the 
maximization  of  domestic  energy 
supplies.  A  Department  of  Energy 
regulation  setting  forth  the  procedures 
and  criteria  used  by  the  Department  of 
Energy  in  making  its  determination  and 
findings  is  published  in  10  CFR  part 
216. 

■  1 7.  The  heading  of  subpart  F  is 
revised  to  read  as  follows: 

Subpart  F— Allocation  Actions 

■  18.  Section  700.30  is  revised  to  read 
as  follows: 

§700.30  Policy. 

(a)  Allocation  orders  will: 

(1)  Be  used  only  when  there  is 
insufficient  supply  of  a  material, 
service,  or  facility  to  satisfy  national 
defense  requirements  through  the  use  of 
the  priorities  authority  or  when  the  use 
of  the  priorities  authority  would  cause 

a  severe  and  prolonged  disruption  in  the 
supply  of  materials,  services,  or 
facilities  available  to  support  normal 
U.S.  economic  activities;  and 

(2)  Not  be  used  to  ration  materials  or 
services  at  the  retail  level. 

(b)  Allocation  orders,  when  used,  will 
be  distributed  equitably  among  the 
suppliers  of  the  materials,  services,  or 
facilities  being  allocated  and  not  require 
any  person  to  relinquish  a 
disproportionate  share  of  the  civilian 
market. 

■  19.  Section  700.31  is  revised  to  read 
as  follows: 

§700.31  General  procedures. 

Before  the  Department  of  Commerce 
uses  its  allocations  authority  to  address 
a  supply  problem  within  its  resource 
jurisdiction,  it  will  develop  a  plan  that 
includes: 

(a)  A  copy  of  the  written 
determination  made  in  accordance  with 
section  202  of  Executive  Order  13603, 
that  the  program  or  programs  that  would 
be  supported  by  the  allocation  action 
are  necessary  or  appropriate  to  promote 
the  national  defense; 

(b)  A  detailed  description  of  the 
situation  to  include  any  unusual  events 
or  circumstances  that  have  created  the 
requirement  for  an  allocation  action; 


(c)  A  statement  of  the  specific 
objective(s)  of  the  allocation  action; 

(d)  A  list  of  the  materials,  services,  or 
facilities  to  be  allocated; 

(e)  A  list  or  description  of  the  sources 
of  the  materials,  services,  or  facilities 
that  will  be  subject  to  the  allocation 
action; 

(f)  A  detailed  description  of  the 
provisions  that  will  be  included  in  the 
allocations  orders,  including  the  type(s) 
of  allocations  orders,  the  percentages  or 
quantity  of  capacity  or  output  to  be 
allocated  for  each  purpose,  the 
relationship  with  previously  or 
subsequently  received  priority  rated  and 
unrated  contracts  and  orders,  and  the 
duration  of  the  allocation  action  (e.g., 
anticipated  start  and  end  dates); 

(g)  An  evaluation  of  the  impact  of  the 
proposed  allocation  action  on  the 
civilian  market;  and 

(h)  Proposed  actions,  if  any,  to 
mitigate  disruptions  to  civilian  market 
operations. 

■  20.  In  subpart  F,  add  §§  700.32, 

700.33,  700.34,  700.35,  and  700.36  to 
read  as  follows: 

§700.32  Controlling  the  general 
distribution  of  a  material  in  the  civilian 
market. 

No  allocation  action  by  the 
Department  of  Commerce  may  be  used 
to  control  the  general  distribution  of  a 
material  in  the  civilian  market  unless 
the  conditions  of  paragraphs  (a),  (b),  and 

(c)  of  this  section  are  met. 

(a)  The  Secretary  has  made  a  written 
finding  that: 

(1)  Such  material  is  a  scarce  and 
critical  material  essential  to  the  national 
defense,  and 

(2)  The  requirements  of  the  national 
defense  for  such  material  cannot 
otherwise  be  met  without  creating  a 
significant  dislocation  of  the  normal 
distribution  of  such  material  in  the 
civilian  market  to  such  a  degree  as  to 
create  appreciable  hardship. 

(b)  The  Secretary  has  submitted  the 
finding  for  the  President’s  approval 
through  the  Assistant  to  the  President 
and  National  Security  Advisor  and  the 
Assistant  to  the  President  for  Homeland 
Security  and  Counterterrorism. 

(c)  The  President  has  approved  the 
finding. 

(d)  In  this  section,  the  term, 
“Secretary”  means  the  Secretary  of 
Commerce  or  his  or  her  designee. 

§700.33  Types  of  allocations  orders. 

There  are  three  types  of  allocations 
orders  available  for  communicating 
allocation  actions. 

(a)  Set-aside.  A  set-aside  is  an  official 
action  that  requires  a  person  to  reserve 
materials,  services,  or  facilities  capacity 
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in  anticipation  of  the  receipt  of  rated 
orders. 

(b)  Directive.  A  directive  is  an  official 
action  that  requires  a  person  to  take  or 
refrain  from  taking  certain  actions  in 
accordance  with  its  provisions.  For 
example,  a  directive  can  require  a 
person  to:  stop  or  reduce  production  of 
an  item;  prohibit  the  use  of  selected 
materials,  services,  or  facilities:  or  divert 
the  use  of  materials,  services,  or 
facilities  from  one  purpose  to  another. 

(c)  Allotment.  An  allotment  is  an  official 
action  that  specifies  the  maximum 
quantity  of  a  material,  ser\dce,  or  facility 
authorized  for  a  specific  use  to  promote 
the  national  defense. 

§700.34  Elements  of  an  allocation  order. 

Allocation  orders  may  be  issued 
directly  to  the  affected  persons  or  hy 
constructive  notice  to  the  parties 
through  publication  in  the  Federal 
Register.  This  section  describes  the 
elements  that  each  order  must  include. 

(a)  Elements  to  be  included  in  all 
allocation  orders.  (1)  A  detailed 
description  of  the  required  allocation 
action(s),  including  its  relationship  to 
previously  or  subsequently  received  DX 
rated  orders,  DO  rated  orders  and 
unrated  orders. 

(2)  Specific  start  and  end  calendar 
dates  for  each  required  allocation 
action. 

(b)  Elements  to  be  included  in  orders 
issued  directly  to  affected  persons.  (1)  A 
statement  that  reads  in  substance:  “This 
is  an  allocation  order  certified  for 
national  defense  use.  [Insert  the  name  of 
the  person  receiving  the  order]  is 
required  to  comply  with  this  order,  in 
accordance  with  the  provisions  of  the 
Defense  Priorities  and  Allocations 
System  regulations  (15  CFR  part  700).” 

(2)  The  written  signature  on  a 
manually  placed  order,  or  the  digital 
signature  or  name  on  an  electronically 
placed  order,  of  an  authorized  official  or 
employee  of  the  Department  of 
Commerce. 

(c)  Elements  to  be  included  in  an 
allocation  order  that  gives  constructive 
notice  through  publication  in  the 
Federal  Register.  (1)  A  statement  that 
reads  in  substance:  “This  is  an 
allocation  order  certified  for  national 
defense  use.  [Insert  the  name(s)  of  the 
person(s)  to  whom  the  order  applies  or 
a  description  of  the  class  of  persons  to 
whom  the  order  applies]  is  (are) 
required  to  comply  with  this  order,  in 
accordance  with  the  provisions  of  the 
Defense  Priorities  and  Allocations 
System  regulations  (15  CFR  part  700).” 

(2)  The  order  must  be  signed  by  an 
authorized  official  or  employee  of  the 
Department  of  Commerce. 


§  700.35  Mandatory  acceptance  of  an 
allocation  order. 

(a)  Except  as  otherwise  specified  in 
this  section,  a  person  shall  accept  and 
comply  with  every  allocation  order 
received. 

(b)  A  person  shall  not  discriminate 
against  an  allocation  order  in  any 
manner  such  as  by  charging  higher 
prices  for  materials,  services,  or 
facilities  covered  by  the  order  or  by 
imposing  terms  and  conditions  for 
contracts  and  orders  involving  allocated 
materials,  services,  or  facilities  that 
differ  from  the  person’s  terms  and 
conditions  for  contracts  and  orders  for 
the  materials,  ser\dces,  or  facilities  prior 
to  receiving  the  allocation  order. 

(c)  If  a  person  is  unable  to  comply 
fully  with  the  required  action(s) 
specified  in  an  allocation  order,  the 
person  must  notify  the  Office  of 
Strategic  Industries  and  Economic 
Security  immediately,  explain  the 
extent  to  which  compliance  is  possible, 
and  give  the  reasons  why  full 
compliance  is  not  possible.  If 
notification  is  given  verbally,  wTitten  or 
electronic  confirmation  must  be 
provided  within  one  working  day.  Such 
notification  does  not  release  the  person 
from  complying  with  the  order  to  the 
fullest  extent  possible,  until  the  person 
is  notified  by  the  Department  of 
Commerce  that  the  order  has  been 
changed  or  cancelled. 

§  700.36  Changes  or  cancellations  of 
allocation  orders. 

An  allocation  order  may  be  changed 
or  cancelled  by  an  official  action  from 
the  Department  of  Commerce.  Notice  of 
such  changes  or  cancellations  may  be 
provided  directly  to  persons  to  whom 
the  order  being  cancelled  or  modified 
applies  or  constructive  notice  may  be 
provided  by  publication  in  the  Federal 
Register. 

■  21.  Section  700.50  is  amended  by 
revising  the  first  sentence  of  paragraph 
(a)  and  revising  paragraph  (b)  to  read  as 
follows: 

§700.50  General  provisions. 

(a)  Once  a  priority  rating  has  been 
authorized  pursuant  to  this  part,  further 
action  by  the  Department  of  Commerce 
generally  is  not  needed.  *  *  * 

(b)  Special  priorities  assistance  can  be 
provided  for  any  reason  consistent  with 
this  part,  such  as  assisting  in  obtaining 
timely  deliveries  of  items  needed  to 
satisfy  rated  orders  or  authorizing  the 
use  of  priority  ratings  on  orders  to 
obtain  items  not  otherwise  ratable  under 
this  part.  If  the  Department  of 
Commerce  is  unable  to  resolve  the 
problem  or  to  authorize  the  use  of  a 
priority  rating  and  believes  additional 


assistance  is  warranted,  the  Department 
of  Commerce  may  forward  the  request  to 
another  agency,  identified  in 
§  700.10(c),  as  appropriate,  for  action. 

*  *  *  *  ★ 

§700.51 — [Amended] 

■  22.  Section  700.51  is  amended  by: 

■  a.  Removing  the  word  “regulation” 
and  adding  in  its  place  the  word  “part” 
in  paragraph  (a),  introductory  text; 

■  b.  Adding  the  phrase  “the  Department 
of”  immediately  preceding  the  word 
“Commerce”  in  the  first  sentence  of 
paragraph  (c)(1); 

■  c.  Adding  the  phrase  “the  Department 
of”  immediately  preceding  the  word 
“Commerce”  in  paragraph  (c)(3), 
introductory  text; 

■  d.  Adding  the  word  “and”  at  the  end 
of  paragraph  (c)(3)(iv); 

■  e.  Removing  paragraph  (c)(3)(v):  and 

■  f.  Redesignating  paragraph  (c)(3)(vi)  as 
paragraph  (c)(3)(v). 

§  700.53— [Amended] 

■  23.  Section  700.53  is  amended  by 
adding  the  words  “the  Department  of’ 
between  the  word  “or”  and  the  word 
“Commerce”  in  the  introductory  text. 

§  700.54 — [Amended] 

■  24.  Section  700.54  is  amended  by 
adding  the  words  “the  Department  of’ 
between  the  word  “and”  and  the  word 
“Commerce”  in  the  introductory  text. 

■  25.  Section  700.55  is  revised  to  read 
as  follows: 

§700.55  Homeland  security,  emergency 
preparedness,  and  critical  infrastructure 
protection  and  restoration  assistance 
programs  within  the  United  States. 

Any  person  requesting  priority  rating 
authority  or  requiring  assistance  in 
obtaining  rated  items  supporting 
homeland  security,  emergency 
preparedness,  and  critical  infrastructure 
protection  and  restoration  related 
activities  should  submit  a  request  for 
such  assistance  or  priority  rating 
authority  to  the  Office  of  Policy  and 
Program  Analysis,  Federal  Emergency 
Management  Agency,  Department  of 
Homeland  Security,  500  C  Street  SW., 
Washington,  DC  20472;  telephone:  (202) 
646-3520;  Fax:  (202)  646-4060;  Email: 
fema-dpas@dhs.gov,  Web  site:  http:// 
WWW. fema.gov/  defense- production  -act- 
program-di  vision . 

m  26.  In  subpart  H,  §§  700.56,  700.57, 
and  700.58  are  added  to  read  as  follows: 

§700.56  Military  assistance  programs  with 
Canada. 

(a)  To  promote  military  assistance  to 
Canada,  this  section  provides  for 
authorizing  priority  ratings  to  persons  in 
Canada  to  obtain  items  in  the  United 
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States  in  support  of  approved  programs. 
Although  priority  ratings  have  no  legal 
authority  outside  of  the  United  States, 
this  section  also  provides  information 
on  how  persons  in  the  United  States 
may  obtain  informal  assistance  in 
Canada  in  support  of  approved 
programs. 

(b)  The  joint  United  States-Canadian 
military  arrangements  for  the  defense  of 
North  America  and  the  integrated  nature 
of  the  United  States  and  Canadian 
defense  industries  require  close 
coordination  and  the  establishment  of  a 
means  to  provide  mutual  assistance  to 
the  defense  industries  located  in  both 
countries. 

(c)  The  Department  of  Commerce 
coordinates  with  the  Canadian  Public 
Works  and  Government  Services  Canada 
on  all  matters  of  mutual  concern 
relating  to  the  administration  of  this 
part. 

(d)  Any  person  in  the  United  States 
ordering  defense  items  in  Canada  in 
support  of  an  approved  program  should 
inform  the  Canadian  supplier  that  the 
items  being  ordered  are  to  be  used  to  fill 
a  rated  order.  The  Canadian  supplier 
should  be  informed  that  if  production 
materials  are  needed  from  the  United 
States  by  the  supplier  or  the  supplier’s 
vendor  to  fill  the  order,  the  supplier  or 
vendor  should  contact  the  Canadian 
Public  Works  and  Government  Services 
Canada  for  authority  to  place  rated 
orders  in  the  United  States:  Public 
Works  and  Government  Services 
Canada,  Acquisitions  Branch,  Business 
Management  Directorate,  Phase  3,  Place 
du  Portage,  Level  OAl,  11  Laurier  Street, 
Gatineau,  Quebec,  KIA  0S5,  Canada; 
Telephone:  (819)  956-6825;  Fax:  (819) 
956-7827,  or  electronically  at  DGA 
Prioritesdedefense.ACQBDefence 
Priori  ties@tpsgc- p  wgsc.gc.  ca . 

(e)  Any  person  in  Canada  producing 
defense  items  for  the  Canadian 
government  may  also  obtain  priority 
rating  authority  for  items  to  be 
purchased  in  the  United  States  by 
applying  to  the  Canadian  Public  Works 
and  Government  Services  Canada, 
Acquisitions  Branch,  Business 
Management  Directorate,  in  accordance 
with  its  procedmes. 

(f)  Persons  in  Canada  needing  special 
priorities  assistance  in  obtaining 
defense  items  in  the  United  States  may 
apply  to  the  Canadian  Public  Works  and 
Government  Services  Canada, 
Acquisitions  Branch,  Business 
Management  Directorate,  for  such 
assistance.  Public  Works  and 
Government  Services  Canada  will 
forward  appropriate  requests  to  the 
Department  of  Commerce. 

(g)  Any  person  in  the  United  States 
requiring  assistance  in  obtaining  items 


in  Canada  must  submit  a  request 
through  the  Delegate  Agency  to  the 
Office  of  Strategic  Industries  and 
Economic  Secmity,  U.S.  Department  of 
Commerce  on  Form  BIS-999.  The 
Department  of  Commerce  will  forward 
appropriate  requests  to  the  Canadian 
Public  Works  and  Government  Services 
Canada. 

§700.57  Military  assistance  programs  with 
other  nations  and  internationai 
organizations. 

(a)  Scope.  To  promote  military 
assistance  to  foreign  nations  and 
international  organizations  (for 
example,  the  North  Atlantic  Treaty 
Organization  or  the  United  Nations), 
this  section  provides  for  authorizing 
priority  ratings  to  persons  in  foreign 
nations  or  international  organizations  to 
obtain  items  in  the  United  States  in 
support  of  approved  programs. 

Although  priority  ratings  have  no  legal 
authority  outside  of  the  United  States, 
this  section  also  provides  information 
on  how  persons  in  the  United  States 
may  obtain  informal  assistance  in 
Australia,  Finland,  Italy,  The 
Netherlands,  Sweden,  and  the  United 
Kingdom  in  support  of  approved 
programs. 

(b)  Foreign  nations  and  international 
organizations.  (1)  Any  person  in  a 
foreign  nation  other  than  Canada,  or  any 
person  in  an  international  organization, 
requiring  assistance  in  obtaining  items 
in  the  United  States  or  priority  rating 
authority  for  items  to  be  purchased  in 
the  United  States,  should  submit  a 
request  for  such  assistance  or  priority 
rating  authority  to:  the  Department  of 
Defense  DPAS  Lead  in  the  Office  of  the 
Deputy  Assistant  Secretary  of  Defense 
for  Manufacturing  and  Industrial  Base 
Policy,  3330  Defense  Pentagon,  Room 
3B854,  Washington,  DC  20301; 
Telephone:  (703)  697-0051;  Fax:  (703) 
695-4885;  Email:  MIBP@osd.mil,  Web 
site:  http://www.acq.osd.mil/mibp. 

(1)  If  the  end  product  is  being  acquired 
by  a  U.S.  Government  agency,  the 
request  should  be  submitted  to  the 
Department  of  Defense  DPAS  Lead 
through  the  U.S.  contract  administration 
representative. 

(ii)  If  the  end  product  is  being 
acquired  by  a  foreign  nation  or 
international  organization,  the  request 
must  be  sponsored  prior  to  its 
submission  to  the  Department  of 
Defense  DPAS  Lead  by  the  government 
of  the  foreign  nation  or  the  international 
organization  that  will  use  the  end 
product. 

(2)  If  the  Department  of  Defense 
endorses  the  request,  it  will  be 
forwarded  to  the  Department  of 
Commerce  for  appropriate  action. 


(c)  Bequesting  assistance  in  Australia, 
Finland,  Italy,  The  Netherlands, 

Sweden,  and  the  United  Kingdom.  (1) 
The  Department  of  Defense  has  entered 
into  bilateral  secmity  of  supply 
arrangements  with  Australia,  Finland, 
Italy,  The  Netherlands,  Sweden,  and  the 
United  Kingdom  that  allow  the 
Department  of  Defense  to  request  the 
priority  delivery  for  Department  of 
Defense  contracts,  subcontracts,  and 
orders  from  companies  in  these 
countries. 

(2)  Any  person  in  the  United  States 
requiring  assistance  in  obtaining  the 
priority  delivery  of  a  contract, 
subcontract,  or  order  in  Australia, 
Finland,  Italy,  The  Netherlands, 

Sweden,  or  the  United  Kingdom  to 
support  an  approved  program  should 
contact  the  Department  of  Defense 
DPAS  Lead  in  the  Office  of  the  Deputy 
Assistant  Secretary  of  Defense  for 
Manufacturing  and  Industrial  Base 
Policy  for  assistance.  Persons  in 
Australia,  Finland,  Italy,  The 
Netherlands,  Sweden,  and  the  United 
Kingdom  should  request  assistance  in 
accordance  with  paragraph  (b)(1)  of  this 
section. 

§700.58  Critical  infrastructure  assistance 
programs  to  foreign  nations  and 
internationai  organizations. 

(a)  Scope.  To  promote  critical 
infrastructure  assistance  to  foreign 
nations,  this  section  provides  for 
authorizing  priority  ratings  to  persons  in 
foreign  nations  or  international 
organizations  (for  example  the  North 
Atlantic  Treaty  Organization  or  the 
United  Nations)  to  obtain  items  in  the 
United  States  in  support  of  approved 
programs. 

(b)  Foreign  nations  or  international 
organizations.  Any  person  in  a  foreign 
nation  or  representing  an  international 
organization  requiring  assistance  in 
obtaining  items  to  be  purchased  in  the 
United  States  for  support  of  critical 
infrastructure  protection  and  restoration 
should  submit  a  request  for  such 
assistance  or  priority  rating  authority  to 
the  Office  of  Policy  and  Program 
Analysis,  Federal  Emergency 
Management  Agency,  Department  of 
Homeland  Security,  500  C  Street  SW., 
Washington,  DC  20472;  telephone:  (202) 
646-3520;  Fax:  (202)  646-4060;  Email: 
fema-dpas@dhs.gov,  Web  site:  http:// 
wnYW. fema.gov/defen  se-  prod  uction-act- 
program-division. 

■  27.  Section  700.60  is  revised  to  read 
as  follows: 

§700.60  General  provisions. 

(a)  The  Department  of  Commerce 
may,  from  time-to-time,  take  specific 
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official  actions  to  implement  or  enforce 
the  provisions  of  this  part. 

(b)  Some  of  these  official  actions 
(rating  authorizations  and  letters  of 
understanding)  are  discussed  in  this 
subpart.  Official  actions  that  pertain  to 
compliance  (administrative  subpoenas, 
demands  for  information,  and 
inspection  authorizations)  are  discussed 
in  §  700.71(c).  Directives  are  discussed 
in  §700.62. 

■  28.  Section  700.61  is  amended  by 
revising  the  heading  and  paragraph  (a) 
introductory  text  to  read  as  follows: 

§700.61  Rating  authorizations. 

(a)  A  rating  authorization  is  an  official 
action  granting  specific  priority  rating 
authority  that: 

***** 

§700.62  [Amended] 

■  29.  Section  700.62  is  amended  by 
removing  “Directive”  wherever  it 
appears  and  by  adding  in  its  place 
“directive”. 

§  700.63  [Amended] 

■  30.  Section  700.63  is  amended  by: 

■  a.  Revising  the  section  heading  to  read 
“Letters  of  understanding”; 

■  b.  Removing  “Letter  of 
Understanding”  wherever  it  appears 
and  adding  in  its  place  “letter  of 
understanding”; 

■  c.  Adding  the  words  “the  Department 
of”  immediately  preceding  the  word 
“Commerce”  in  paragraph  (a);  and 

■  d.  Removing  “Letters  of 
Understanding”  and  adding  in  its  place 
“letters  of  understanding”  in  paragraph 

(b). 

§  700.70  [Amended] 

■  31.  Section  700.70  is  amended  by: 

■  a.  Removing  paragraph  (b); 

■  b.  Redesignating  paragraph  (c)  as 
paragraph  (b);  and 

■  c.  Removing  the  word  “regulation” 
wherever  it  appears  and  adding  in  its 
place  the  word  “part”. 

■  32.  Section  700.71  is  revised  to  read 
as  follows: 

§700.71  Audits  and  investigations. 

(a)  Audits  and  investigations  are 
official  actions  involving  the 
examination  of  books,  records, 
documents,  other  writings  and 
information  to  ensure  that  the 
provisions  of  the  Defense  Production 
Act,  the  Selective  Service  Act  and 
related  statutes,  and  this  part  have  been 
properly  followed.  An  audit  or 
investigation  may  also  include 
interviews  and  a  systems  evaluation  to 
detect  problems  or  failures  in  the 
implementation  of  this  part. 


(b)  When  undertaking  an  audit, 
investigation,  or  other  inquiry,  the 
Department  of  Commerce  shall: 

(1)  Define  the  scope  and  purpose  in 
the  official  action  given  to  the  person 
under  investigation,  and 

(2)  Have  ascertained  that  the 
information  sought  or  other  adequate 
and  authoritative  data  are  not  available 
from  any  Federal  or  other  responsible 
agency. 

(c)  In  administering  this  part,  the 
Department  of  Commerce  may  issue  the 
following  documents,  which  constitute 
official  actions: 

(1)  Administrative  subpoenas.  An 
administrative  subpoena  requires  a 
person  to  appear  as  a  witness  before  an 
official  designated  by  the  Department  of 
Commerce  to  testify  under  oath  on 
matters  of  which  that  person  has 
knowledge  relating  to  the  enforcement 
or  the  administration  of  the  Defense 
Production  Act,  the  Selective  Service 
Act  and  related  statutes,  or  this  part.  An 
administrative  subpoena  may  also 
require  the  production  of  books,  papers, 
records,  documents  and  physical  objects 
or  property. 

(2)  Demand  for  information.  A 
demand  for  information  requires  a 
person  to  furnish  to  a  duly  authorized 
representative  of  the  Department  of 
Commerce  any  information  necessary  or 
appropriate  to  the  enforcement  or  the 
administration  of  the  Defense 
Production  Act,  the  Selective  Ser\dce 
Act,  or  this  part. 

(3)  Inspection  authorizations.  An 
inspection  authorization  requires  a 
person  to  permit  a  duly  authorized 
representative  of  the  Department  of 
Commerce  to  interview  the  person’s 
employees  or  agents,  to  inspect  books, 
records,  documents,  other  writings  and 
information  in  the  person’s  possession 
or  control  at  the  place  where  that  person 
usually  keeps  them,  and  to  inspect  a 
person’s  property  when  such  interviews 
and  inspections  are  necessary  or 
appropriate  to  the  enforcement  or  the 
administration  of  the  Defense 
Production  Act,  the  Selective  Service 
Act,  or  this  part. 

(d)  The  production  of  books,  records, 
documents,  other  writings  and 
information  will  not  be  required  at  any 
place  other  than  where  they  are  usually 
kept  if,  prior  to  the  return  date  specified 
in  the  administrative  subpoena  or 
demand  for  information,  a  duly 
authorized  official  of  the  Department  of 
Commerce  is  finished  with  copies  of 
such  material  that  are  certified  under 
oath  to  be  true  copies.  As  an  alternative, 
a  person  may  enter  into  a  stipulation 
with  a  duly  authorized  official  of  the 
Department  of  Commerce  as  to  the 
content  of  the  material. 


(e)  An  administrative  subpoena, 
demand  for  information,  or  inspection 
authorization  shall  include  the  name, 
title  or  official  position  of  the  person  to 
be  served,  the  evidence  sought  to  be 
adduced,  and  its  general  relevance  to 
the  scope  and  purpose  of  the  audit, 
investigation,  or  other  inquiry.  If 
employees  or  agents  are  to  be 
interviewed;  if  books,  records, 
documents,  other  writings,  or 
information  are  to  be  produced;  or  if 
property  is  to  be  inspected;  the 
administrative  subpoena,  demand  for 
information,  or  inspection  authorization 
will  describe  them  with  particularity. 

(f)  Service  of  documents  shall  be 
made  in  the  following  manner: 

(1)  Service  of  a  demand  for 
information  or  inspection  authorization 
shall  be  made  personally,  or  by  certified 
mail — return  receipt  requested  at  the 
person’s  last  known  address.  Service  of 
an  administrative  subpoena  shall  be 
made  personally.  Personal  service  may 
also  be  made  by  leaving  a  copy  of  the 
document  with  someone  at  least  18 
years  of  age  at  the  person’s  last  known 
dwelling  or  place  of  business. 

(2)  Service  upon  other  than  an 
individual  may  be  made  by  serving  a 
partner,  corporate  officer,  or  a  managing 
or  general  agent  authorized  by 
appointment  or  by  law  to  accept  service 
of  process.  If  an  agent  is  served,  a  copy 
of  the  document  shall  be  mailed  to  the 
person  named  in  the  document. 

(3)  Any  individual  18  years  of  age  or 
older  may  serve  an  administrative 
subpoena,  demand  for  information,  or 
inspection  authorization.  When 
personal  service  is  made,  the  individual 
making  the  service  shall  prepare  an 
affidavit  as  to  the  manner  in  which 
service  was  made  and  the  identity  of  the 
person  served,  and  return  the  affidavit, 
and  in  the  case  of  subpoenas,  the 
original  document,  to  the  issuing  officer. 
In  case  of  failure  to  make  service,  the 
reasons  for  the  failure  shall  be  stated  on 
the  original  document. 

■  33.  Section  700.72  is  amended  by 
revising  the  first  sentence  of  paragraph 
(a)  to  read  as  follows: 

§700.72  Compulsory  process. 

(a)  If  a  person  refuses  to  permit  a  duly 
authorized  representative  of  the 
Department  of  Commerce  to  have  access 
to  any  premises  or  source  of  information 
necessary  to  the  administration  or 
enforcement  of  the  Defense  Production 
Act  or  this  part,  the  Department  of 
Commerce  may  seek  compulsory 
process.  *  *  * 

***** 

■  34.  Section  700.73  is  revised  to  read 
as  follows: 
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§  700.73  Notification  of  faiiure  to  compiy. 

(a)  At  the  conclusion  of  an  audit, 
investigation,  or  other  inquiry,  or  at  any 
other  time,  the  Department  of 
Commerce  may  inform  the  person  in 
writing  where  compliance  with  the 
requirements  of  the  Defense  Production 
Act,  the  Selective  Service  Act  and 
related  statutes,  or  this  part  were  not 
met. 

(b)  In  cases  where  the  Department  of 
Commerce  determines  that  failure  to 
comply  with  the  provisions  of  the 
Defense  Production  Act,  the  Selective 
Service  Act  and  related  statutes,  or  this 
part  was  inadvertent,  the  person  may  be 
informed  in  writing  of  the  particulars 
involved  and  the  corrective  action  to  be 
taken.  Failure  to  take  corrective  action 
may  then  be  construed  as  a  willful 
violation  of  the  Defense  Production  Act, 
this  part,  or  an  official  action. 

■  35.  Section  700.74  is  revised  to  read 
as  follows: 

§700.74  Violations,  penalties,  and 
remedies. 

(a)  Willful  violation  of  the  provisions 
of  Title  I  or  Sections  705  or  707  of  the 
Defense  Production  Act,  the  priorities 
provisions  of  the  Selective  Service  Act 
and  related  statutes  or  this  part  is  a 
crime  and  upon  conviction,  a  person 
may  be  punished  by  fine  or 
imprisonment,  or  both.  The  maximum 
penalty  provided  by  the  Defense 
Production  Act  is  a  $10,000  fine,  or  one 
year  in  prison,  or  both.  The  maximum 
penalty  provided  by  the  Selective 
Service  Act  is  a  $50,000  fine,  or  three 
years  in  prison,  or  both. 

(b)  The  government  may  also  seek  an 
injunction  from  a  court  of  appropriate 
jurisdiction  to  prohibit  the  continuance 
of  any  violation  of,  or  to  enforce 
compliance  with,  the  Defense 
Production  Act,  this  part,  or  an  official 
action. 

(c)  In  order  to  secure  the  effective 
enforcement  of  the  Defense  Production 
Act,  this  part,  and  official  actions,  the 
following  are  prohibited  (see  section 
704  of  the  Defense  Production  Act;  see 
also,  for  example,  sections  2  and  371  of 
Title  18  United  States  Code): 

(1)  No  person  may  solicit,  influence  or 
permit  another  person  to  perform  any 
act  prohibited  by,  or  to  omit  any  act 
required  by,  the  Defense  Production 
Act,  this  part,  or  an  official  action. 

(2)  No  person  may  conspire  or  act  in 
concert  with  any  other  person  to 
perform  any  act  prohibited  by,  or  to 
omit  any  act  required  by,  the  Defense 
Production  Act,  this  part,  or  an  official 
action. 

(3)  No  person  shall  deliver  any  item 
if  the  person  knows  or  has  reason  to 
believe  that  the  item  will  be  accepted, 


redelivered,  held,  or  used  in  violation  of 
the  Defense  Production  Act,  this  part,  or 
an  official  action.  In  such  instances,  the 
person  must  immediately  notify  the 
Department  of  Commerce  that,  in 
accordance  with  this  section,  delivery 
has  not  been  made. 

■  36.  Section  700.80  is  amended  by 
revising  paragraphs  (a)(1)  and  (2),  (b), 
and  (c)  to  read  as  follows: 

§  700.80  Adjustments  or  exceptions. 

(a)  *  *  * 

(1)  A  provision  of  this  part  or  an 
official  action  results  in  an  undue  or 
exceptional  hardship  on  that  person  not 
suffered  generally  by  others  in  similar 
situations  and  circumstances;  or 

(2)  The  consequence  of  following  a 
provision  of  this  part  or  an  official 
action  is  contrary  to  the  intent  of  the 
Defense  Production  Act,  the  Selective 
Service  Act  and  related  statutes,  or  this 
part. 

(b)  Each  request  for  adjustment  or 
exception  must  be  in  writing  and 
contain  a  complete  statement  of  all  the 
facts  and  circumstances  related  to  the 
provision  of  this  part  or  official  action 
from  which  adjustment  is  sought  and  a 
full  and  precise  statement  of  the  reasons 
why  relief  should  be  provided. 

(c)  The  submission  of  a  request  for 
adjustment  or  exception  shall  not 
relieve  any  person  from  the  obligation  of 
complying  with  the  provisions  of  this 
part  or  official  action  in  question  while 
the  request  is  being  considered  unless 
such  interim  relief  is  granted  in  vwiting 
by  the  Office  of  Strategic  Industries  and 
Economic  Seciuity.  The  Office  of 
Strategic  Industries  and  Economic 
Security  shall  respond  to  requests  for 
adjustment  of  or  exceptions  to 
compliance  with  the  provisions  of  this 
part  or  an  official  action  within  25 
(twenty-five)  days,  not  including 
Saturdays,  Sundays  or  Government 
holidays,  of  the  date  of  receipt. 
***** 

■  37.  Section  700.81  is  amended  by 
revising  paragraphs  (a),  (b),  and  (g),  to 
read  as  follows: 

§700.81  Appeals. 

(a)  Any  person  who  has  had  a  request 
for  adjustment  or  exception  denied  by 
the  Office  of  Strategic  Industries  and 
Economic  Security  under  §  700.80,  may 
appeal  to  the  Assistant  Secretary  for 
Export  Administration,  Department  of 
Commerce,  who  shall  review  and 
reconsider  the  denial.  Such  appeals 
should  be  submitted  to  the  Office  of  the 
Assistant  Secretary  for  Export 
Administration,  Bureau  of  Industry  and 
Security,  Department  of  Commerce, 

Room  3886,  Washington,  DC  20230,  Ref: 
DPAS  Appeals. 


(b)  Appeals  of  denied  requests  for 
exceptions  from  or  adjustments  to 
compliance  with  the  provisions  of  this 
part  or  an  official  action  must  be 
received  by  the  Assistant  Secretary  for 
Export  Administration  no  later  than  45 
days  after  receipt  of  a  written  notice  of 
denial  from  the  Office  of  Strategic 
Industries  and  Economic  Security.  After 
this  45-day  period,  an  appeal  may  be 
accepted  at  the  discretion  of  the 
Assistant  Secretary  for  Export 
Administration. 

***** 

(g)  The  submission  of  an  appeal  under 
this  section  shall  not  relieve  any  person 
from  the  obligation  of  complying  with 
the  provisions  of  this  part  or  official 
action  in  question  while  the  appeal  is 
being  considered,  unless  such  relief  is 
granted  in  writing  by  the  Assistant 
Secretary  for  Export  Administration. 
***** 

§  700.90 — [Amended] 

■  38.  Section  700.90  is  amended  by 
removing  the  word  “regulation”  and 
adding  in  its  place  the  word  “part”. 

§  700.91  — [Amended] 

■  39.  Section  700.91  is  amended  by: 

■  a.  Removing  the  word  “regulation” 
wherever  it  appears  and  adding  in  its 
place  the  word  “part”; 

■  b.  Adding  the  phrase  “the  Department 
of”  immediately  preceding  the  word 
“Commerce”  wherever  it  appears;  and 

■  c.  Removing  “705(e)”  and  adding  in 
its  place  “705(d)”  wherever  it  appears. 

§700.92— [Amended] 

■  40.  Section  700.92  is  amended  by: 

■  a.  Removing  the  word  “regulation” 
wherever  it  appears  in  the  heading  and 
in  paragraphs  (a),  (b)  and  (c)  and  adding 
in  its  place  the  word  “part”; 

■  b.  Adding  the  phrase  “the  Department 
of”  immediately  preceding  the  word 
“Commerce”  wherever  it  appears;  and 

■  c.  Removing  the  phrase  “the 
regulations”  and  adding  in  its  place 
“any  provision  of  this  part”  in  the  first 
sentence  of  paragraph  (d). 

■  41.  Section  700.93  is  revised  to  read 
as  follows: 

§700.93  Communications. 

General  communications  concerning 
this  part,  including  how  to  obtain  copies 
of  this  part  and  explanatory 
information,  requests  for  guidance  or 
clarification,  may  be  addressed  to  the 
Office  of  Strategic  Industries  and 
Economic  Security,  Room  3876, 
Department  of  Commerce,  Washington, 
DC  20230,  Ref:  DPAS;  telephone  (202) 
482-3634,  email  DPAS@bis.doc.gov. 
Request  for  priorities  assistance  under 
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§  700.50,  adjustments  or  exceptions 
under  §  700.80,  or  appeals  under 
§  700.81,  must  be  submitted  in  the 
manner  specified  in  those  sections. 

■  42.  Schedule  I  to  part  700  is  revised 
to  read  as  follows: 


Schedule  I  to  Part  700 — Approved 
Programs  and  Delegate  Agencies 

The  programs  listed  in  this  schedule 
have  been  approved  for  priorities 
support  under  this  part  by  the 
Department  of  Defense,^  the  Department 
of  Energy  or  the  Department  of 


Homeland  Security,  in  accordance  with 
section  202  of  Executive  Order  13603. 
They  have  equal  preferential  status.  The 
Department  of  Commerce  has 
authorized  the  delegate  agencies  listed 
in  the  third  column  to  use  this  part  in 
support  of  those  programs  assigned  to 
them,  as  indicated  below. 


Program  identi¬ 
fication  symbol 


Approved  program 


Agency(ies) 


Defense  Programs 


A1  . 

Aircraft . 

Department  of  Defense. 

A2  . 

Missiles . 

Department  of  Defense. 

A3  . 

Ships  . 

Department  of  Defense. 

A4  . 

Tank — Automotive . 

Department  of  Defense. 

A5  . 

Weapons  . 

Department  of  Defense. 

A6  . 

Ammunition  . 

Department  of  Defense. 

A7  . 

Electronic  and  communications  equipment  . 

Department  of  Defense. 

B1  . 

Military  building  supplies  . 

Department  of  Defense. 

B8  . 

Production  equipment  (for  defense  contractor’s  account)  . 

Department  of  Defense. 

B9  . 

Production  equipment  (Government  owned)  . 

Department  of  Defense. 

Cl  . 

Food  resources  (combat  rations) . 

Department  of  Defense. 

C2  . 

Department  of  Defense  construction  . 

Department  of  Defense. 

C3  . 

Maintenance,  repair,  and  operating  supplies  (MRO)  for  De- 

Department  of  Defense. 

partment  of  Defense  facilities. 

C9  . 

Miscellaneous . 

Department  of  Defense. 

Military  Assistance  to  Canada 

D1  . 

Canadian  military  programs  . 

Department  of  Commerce. 

D2  . 

Canadian  production  and  construction  . 

Department  of  Commerce. 

D3  . 

Canadian  atomic  energy  program  . 

Department  of  Commerce. 

Military  Assistance  to  Other  Foreign  Nations 

G1  . 

Certain  munitions  items  purchased  by  foreign  governments 

Department  of  Commerce. 

through  domestic  commercial  channels  for  export. 

G2 . 

Certain  direct  defense  needs  of  foreign  governments  other 

Department  of  Commerce. 

than  Canada. 

G3 . 

Foreign  nations  (other  than  Canada)  production  and  construe- 

Department  of  Commerce. 

tion. 

Critical  Infrastructure  Assistance  to  Foreign  Nations 

G4 . 

Foreign  critical  infrastructure  programs  . 

Department  of  Commerce. 

Co-Production 

J1  . 

F-16  Co-Production  Program  . 

Departments  of  Commerce  and  Defense. 

Atomic  Energy  Programs 

El  . 

Construction  . 

Department  of  Energy. 

E2  . 

Operations — including  maintenance,  repair,  and  operating 

Department  of  Energy. 

supplies  (MRO). 

E3  . 

Privately  owned  facilities . 

Department  of  Energy. 

Domestic  Energy  Programs 

F1  . 

Exploration,  production,  refining,  and  transportation  . 

Department  of  Energy. 

F2  . 

Conservation  . 

Department  of  Energy. 

F3  . 

Construction,  repair,  and  maintenance . 

Department  of  Energy. 

Other  Defense,  Energy,  and  Reiated  Programs 

H1  . 

Certain  combined  orders  (see  section  700.17(c))  . 

Department  of  Commerce. 

H5  . 

Private  domestic  production . 

Department  of  Commerce. 

H6  . 

Private  domestic  construction  . 

Department  of  Commerce. 

H7  . 

Maintenance,  repair,  and  operating  supplies  (MRO) . 

Department  of  Commerce. 

’  Department  of  Defense  includes;  The  Office  of 
the  Secretary'  of  Defense,  the  Militan,’  Departments, 
the  Joint  Staff,  the  Combatant  Commands,  the 
Defense  Agencies,  the  Defense  Field  Activities,  all 


other  organizational  entities  in  the  Department  of 
Defense,  and,  for  purposes  of  this  part,  the  Central 
Intelligence  Agency  and  the  National  Aeronautics 
and  Space  Administration  as  associated  agencies. 


^The  Department  of  Commerce  is  also  listed  as 
an  agency  in  the  third  column  for  programs  where 
its  authorization  is  necessary  to  place  rated  orders. 
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Program  identi¬ 
fication  symbol 

Approved  program 

Agency(ies) 

H8 . 

Designated  Programs  . 

Department  of  Commerce. 

K1  . 

Federal  supply  items . 

General  Services  Administration. 

Homeland  Security  Programs 


N1  . 

Federal  emergency  preparedness,  mitigation,  response,  and 
recovery. 

Department  of  Homeland  Security. 

N2  . 

State,  local,  tribal  government  emergency  preparedness,  miti¬ 
gation,  response,  and  recovery. 

Department  of  Homeland  Security. 

N3 . 

Intelligence  and  warning  systems  . 

Department  of  Homeland  Security. 

N4  . 

Border  and  transportation  security . 

Department  of  Homeland  Security. 

N5  . 

Domestic  counter-terrorism,  including  law  enforcement . 

Department  of  Homeland  Security. 

N6  . 

Chemical,  biological,  radiological,  and  nuclear  counter¬ 
measures. 

Department  of  Homeland  Security. 

N7  . 

Critical  infrastructure  protection  and  restoration  . 

Department  of  Homeland  Security. 

N8  . 

Miscellaneous . 

Department  of  Homeland  Security. 

Dated:  August  8,  2014. 

Matthew  S.  Borman, 

Deputy  Assistant  Secretary  for  Export 
Administration. 

|FR  Doc.  2014-19168  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3510-0T-P 


DEPARTMENT  OF  COMMERCE 
Bureau  of  Economic  Analysis 

15CFR  Part  801 

[Docket  No.  140424374-4639-01] 

RIN  0691-XC025 

Direct  Investment  Surveys:  BE-13, 
Survey  of  New  Foreign  Direct 
Investment  in  the  United  States 

AGENCY:  Bureau  of  Economic  Analysis, 
Commerce. 

ACTION:  Final  rule. 

SUMMARY:  This  final  rule  amends 
regulations  of  the  Department  of 
Commerce’s  Bureau  of  Economic 
Analysis  (BEA)  to  reinstate  the  reporting 
requirements  for  the  BE-13,  Survey  of 
New  Foreign  Direct  Investment  in  the 
United  States,  which  was  discontinued 
in  2009.  This  survey  will  better  measure 
Commerce  Department  efforts  through 
the  “Build  It  Here,  Sell  It  Everywhere’’ 
initiative  to  expand  foreign  business 
investment  in  the  United  States  and 
ensure  complete  coverage  of  BEA’s 
other  foreign  direct  investment 
statistics.  This  survey  collects 
information  on  the  acquisition  or 
establishment  of  U.S.  business 
enterprises  by  foreign  investors,  which 
was  collected  on  the  previous  BE-13 
survey,  and  information  on  expansions 
by  existing  U.S.  affiliates  of  foreign 
companies,  which  was  not  previously 
collected.  This  mandatory  survey  will 
be  conducted  under  the  authority  of  the 
International  Investment  and  Trade  in 


Services  Survey  Act  (the  Act).  Unlike 
other  BEA  surveys  conducted  pursuant 
to  the  Act,  a  response  would  be  required 
from  persons  subject  to  the  reporting 
requirements  of  the  BE-13,  Survey  of 
New  Foreign  Direct  Investment  in  the 
United  States,  whether  or  not  they  are 
contacted  by  BEA,  in  order  to  insure 
that  respondents  subject  to  the 
requirements  for  foreign  direct 
investments  in  the  U.S.  are  identified. 
DATES:  This  final  rule  is  effective 
September  15,  2014. 

FOR  FURTHER  INFORMATION  CONTACT: 
Barbara  Hubbard,  Chief,  Direct 
Transactions  and  Positions  Branch  (BE- 
49NI),  Bureau  of  Economic  Analysis, 
U.S.  Department  of  Commerce, 
Washington,  DC  20230;  phone  (202) 
606-9846. 

SUPPLEMENTARY  INFORMATION:  On  May 

28,  2014,  BEA  published  a  notice  of 
proposed  rulemaking  that  set  forth 
revised  reporting  criteria  for  the  BE-13, 
Survey  of  New  Foreign  Direct 
Investment  in  the  United  States  (79  FR 
30503-30506).  No  comments  on  the 
proposed  rule  were  received.  Thus  the 
proposed  rule  is  adopted  without 
change.  This  final  rule  adds  15  CFR 
801.7  to  set  forth  the  reporting 
requirements  for  the  BE-13,  Survey  of 
New  Foreign  Direct  Investment  in  the 
United  States. 

BEA  conducts  the  BE-13  survey 
under  the  authority  of  the  International 
Investment  and  Trade  in  Services 
Sur\^ey  Act  (22  U.S.C.  3101-3108). 

By  rule  issued  in  2012  (77  FR  24373), 
BEA  established  guidelines  for 
collecting  data  on  international  trade  in 
services  and  direct  investment  through 
notices,  rather  than  through  rulemaking. 
This  final  rule  amends  the  regulations  to 
provide  for  a  revised  BE-13  survey  and 
requires  a  response  from  persons  subject 
to  the  reporting  requirements  of  the  BE- 
13,  whether  or  not  they  are  contacted  by 
BEA,  in  order  to  ensure  complete 


coverage  of  new  foreign  direct 
investments. 

The  BE-13  survey  collects  data  on  the 
acquisition  or  establishment  of  U.S. 
business  enterprises  by  foreign  investors 
and  the  expansion  of  existing  U.S. 
affiliates  of  foreign  companies  to 
establish  new  production  facilities.  The 
data  collected  on  the  survey  are  used  to 
measure  the  amount  of  new  foreign 
direct  investment  in  the  United  States, 
assess  the  impact  on  the  U.S.  economy, 
and  based  on  this  assessment,  make 
informed  policy  decisions  regarding 
foreign  direct  investment  in  the  United 
States.  Foreign  direct  investment  in  the 
United  States  is  defined  as  the 
ownership  or  control,  directly  or 
indirectly,  by  one  foreign  person 
(foreign  parent)  of  10  percent  or  more  of 
the  voting  securities  of  an  incorporated 
U.S.  business  enterprise,  or  an 
equivalent  interest  of  an  unincorporated 
U.S.  business  enterprise,  including  a 
branch. 

BEA  will  make  the  survey  available 
via  eFile,  BEA’s  electronic  filing  system. 
Survey  respondents  will  be  notified  of 
their  obligation  to  file  in  November 
2014  and  BEA  will  collect  data 
retroactively  back  to  January  1,  2014. 
Thereafter,  notifications  will  be  mailed 
to  respondents  as  BEA  becomes  aware 
of  a  potentially  reportable  investment  or 
when  annual  cost  updates  are  needed. 
The  forms  are  due  no  later  than  45  days 
after  the  acquisition  is  completed,  the 
new  legal  entity  is  established,  the 
expansion  is  begun,  or  the  cost  update 
is  requested. 

Description  of  Changes 

The  changes  amend  the  regulations 
and  the  survey  forms  for  the  BE-13 
survey.  These  amendments  include 
changes  in  reporting  requirements  and 
questionnaire  design  as  well  as  data 
items  collected. 
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Under  the  revised  regulations,  U.S. 
affiliates  report  information  on 
expansions,  acquisitions,  and 
establishments  of  U.S.  business 
enterprises  by  foreign  investors.  Unlike 
other  BEA  surveys  conducted  pmsuant 
to  the  Act,  persons  subject  to  the 
reporting  requirements  of  the  BE-13, 
Survey  of  New  Foreign  Direct 
Investment  in  the  United  States,  are 
required  to  respond  whether  or  not  they 
are  contacted  by  BEA. 

Depending  on  the  type  of  investment 
transaction,  U.S.  affiliates  shall  report 
their  information  on  one  of  six  forms — 
BE-13A,  BE-13B,  BE-13C,  BE-13D,  BE- 
13E,  or  BE-13  Claim  for  Exemption.  The 
reporting  requirements  for  the  six  forms 
are: 

a.  Form  BE-13A — Report  for  a  U.S. 
business  enterprise  when  a  foreign 
entity  acquires  a  voting  interest 
(directly,  or  indirectly  through  an 
existing  U.S.  affiliate)  in  that  enterprise, 
segment,  or  operating  unit  and  (i)  the 
total  cost  of  the  acquisition  is  greater 
than  $3  million,  (ii)  the  U.S.  business 
enterprise  will  operate  as  a  separate 
legal  entity,  and  (iii)  by  this  acquisition, 
at  least  10  percent  of  the  voting  interest 
in  the  acquired  entity  is  now  held 
(directly  or  indirectly)  by  the  foreign 
entity. 

b.  Form  BE-13B — Report  for  a  U.S. 
business  enterprise  when  a  foreign 
entity,  or  an  existing  U.S.  affiliate  of  a 
foreign  entity,  establishes  a  new  legal 
entity  in  the  United  States  and  (i)  the 
projected  total  cost  to  establish  the  new 
legal  entity  is  greater  than  $3  million, 
and  (ii)  the  foreign  entity  ov\ms  10 
percent  or  more  of  the  new  business 
enterprise’s  voting  interest  (directly  or 
indirectly). 

c.  Form  BE-13C — Report  for  an 
existing  U.S.  affiliate  of  a  foreign  parent 
when  it  acquires  a  U.S.  business 
enterprise  or  segment  that  it  then 
merges  into  its  operations  and  the  total 
cost  to  acquire  the  business  enterprise  is 
greater  than  $3  million. 

d.  Form  B^13D — Report  for  an 
existing  U.S.  affiliate  of  a  foreign  parent 
when  it  expands  its  operations  to 
include  a  new  facility  where  business  is 
conducted  and  the  projected  total  cost 
of  the  expansion  is  greater  than  $3 
million. 

e.  Form  BE-13E — Report  for  a  U.S. 
business  enterprise  that  previously  filed 
a  BE-13B  or  BE-13D  indicating  that  the 
established  or  expanded  entity  is  still 
under  construction. 

f.  Form  BE-13  Claim  for  Exemption — 
Report  for  a  U.S.  business  enterprise 
that  (i)  was  contacted  by  BEA  but  does 
not  meet  the  requirements  for  filing 
forms  BE-13  A,  BE-13B,  BE-13C,  or  BE- 
13D,  or  (ii)  whether  or  not  contacted  by 


BEA,  met  all  requirements  for  filing  on 
Forms  BE-13A,  BE-13B,  BE-13C,  or 
BE-13D  except  the  $3  million  reporting 
threshold. 

In  addition  to  the  changes  in  the 
reporting  criteria  and  form  design,  BEA 
hereby  adds  and  deletes  some  data 
items  from  the  information  collected  on 
the  previous  BE-13  survey.  The 
following  items  are  added  to  the  survey: 

1.  Equity  and  debt  components  of  the 
foreign  parent  funding; 

2.  A  question  asking  if  the  new  U.S. 
operation  will  have  research  and 
development  activities; 

3.  A  question  asking  if  the  new 
operation  is  under  construction; 

4.  Employment  projections; 

5.  Actual  and  projected  construction 
expenditures  by  type  and  by  year. 

BEA  is  eliminating  the  following 
items  from  the  new  BE-13  survey: 
Investment  incentives,  sales  by  industry 
(total  sales  and  the  overall  industry  code 
for  the  new  operation  is  still  collected), 
equity  ownership  interest  (voting 
interest  is  still  collected),  address  of  the 
foreign  parent  (country  is  still 
collected),  and  acres  of  U.S.  land 
owned. 

Executive  Order  12866 

This  final  rule  has  been  determined  to 
be  not  significant  for  purposes  of  E.O. 
12866. 

Executive  Order  13132 

This  final  rule  does  not  contain 
policies  with  Federalism  implications 
sufficient  to  warrant  preparation  of  a 
Federalism  assessment  under  E.O. 

13132. 

Paperwork  Reduction  Act 

The  collection  of  information  in  this 
final  rule  was  submitted  to  the  Office  of 
Management  and  Budget  (OMB) 
pursuant  to  the  requirements  of  the 
Paperwork  Reduction  Act  (PRA).  OMB 
approved  the  information  collection 
under  OMB  control  number  0608-0035. 

Notwithstanding  any  other  provisions 
of  law,  no  person  is  required  to  respond 
to,  nor  shall  any  person  be  subject  to  a 
penalty  for  failure  to  comply  with,  a 
collection  of  information  subject  to  the 
requirements  of  the  PRA  unless  that 
collection  displays  a  currently  valid 
OMB  control  number. 

The  BE-13  survey  is  expected  to 
result  in  the  filing  of  reports  from 
approximately  1,350  U.S.  affiliates  each 
year.  The  respondent  burden  for  this 
collection  of  information  will  vary  from 
one  company  to  another,  but  is 
estimated  to  average  1.6  hours  per 
response,  including  time  for  reviewing 
instructions,  searching  existing  data 
soiuces,  gathering  and  maintaining  the 


data  needed,  and  completing  and 
reviewing  the  collection  of  information. 
Thus  the  total  respondent  burden  for 
this  survey  is  estimated  at  2,160  hours, 
compared  to  900  hours  for  the  previous 
BE-13  survey.  The  increase  in  burden 
hours  is  due  to  the  increase  in  the 
number  of  respondents  expected  to  file. 

Written  comments  regarding  the 
burden-hour  estimates  or  other  aspects 
of  the  collection-of-information 
requirements  contained  in  the  final  rule 
should  be  sent  to  both  BEA  via  email  at 
Barbara.Hubbard@bea.gov  or  by  FAX  at 
(202)  606-2894,  and  to  OMB,  O.I.R.A., 
Paperwork  Reduction  Project  0608- 
0035,  Attention  PRA  Desk  Officer  for 
BEA,  via  email  at  pbugg@omb.eop.gov 
or  by  FAX  at  (202)  395-7245. 

Regulatory  Flexibility  Act 

The  Chief  Counsel  for  Regulation, 
Department  of  Commerce,  certified  at 
the  proposed  rule  stage  to  the  Chief 
Counsel  for  Advocacy,  Small  Business 
Administration,  under  the  provisions  of 
the  Regulatory  Flexibility  Act  (RFA),  5 
U.S.C.  605(b),  that  this  final  rule  will 
not  have  a  significant  economic  impact 
on  a  substantial  number  of  small 
entities.  The  factual  basis  for  the 
certification  was  published  in  the 
proposed  rule  and  is  not  repeated  here. 
No  comments  were  received  regarding 
the  certification  or  the  economic  impact 
of  the  rule  more  generally.  No  final 
regulatory  flexibility  analysis  was 
prepared. 

List  of  Subjects  in  15  CFR  Part  801 

Economic  statistics.  Foreign 
investment  in  the  United  States, 
International  transactions.  Penalties, 
Reporting  and  record  keeping 
requirements. 

Dated;  July  30,  2014 
Brian  Moyer, 

Acting  Director,  Bureau  of  Economic 
Analysis. 

For  reasons  set  forth  in  the  preamble, 
BEA  amends  15  CFR  part  801  as 
follows: 

PART  801— SURVEY  OF 
INTERNATIONAL  TRADE  IN  SERVICES 
BETWEEN  U.S.  AND  FOREIGN 
PERSONS  AND  SURVEYS  OF  DIRECT 
INVESTMENT 

■  1.  The  authority  citation  for  15  CFR 
part  801  continues  to  read  as  follows: 

Authority:  5  U.S.C.  301;  15  U.S.C.  4908; 

22  U.S.C.  3101-3108;  E.O.  11961  (3  CFR, 

1977  Comp.,  p.  86),  as  amended  by  E.O. 

12318  (3  CFR,  1981  Comp.  p.  173);  and  E.O. 
12518  (3  CFR,  1985  Comp.  p.  348). 

■  2.  Revise  §  801.3  to  read  as  follows: 
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§801.3  Reporting  requirements. 

Except  for  surveys  subject  to 
rulemaking  in  §  801.7,  reporting 
requirements  for  all  other  surveys 
conducted  by  the  Bureau  of  Economic 
Analysis  shall  be  as  follows: 

(a)  Notice  of  specific  reporting 
requirements,  including  who  is  required 
to  report,  the  information  to  be  reported, 
the  manner  of  reporting,  and  the  time 
and  place  of  filing  reports,  will  be 
published  by  the  Director  of  the  Bureau 
of  Economic  Analysis  in  the  Federal 
Register  prior  to  the  implementation  of 
a  survey; 

(b)  In  accordance  with  section 
3104(b)(2)  of  title  22  of  the  United  States 
Code,  persons  notified  of  these  surveys 
and  subject  to  the  jurisdiction  of  the 
United  States  shall  furnish,  under  oath, 
any  report  containing  information 
which  is  determined  to  be  necessary  to 
carry  out  the  surveys  and  studies 
provided  for  by  the  Act;  and 

(c)  Persons  not  notified  in  writing  of 
their  filing  obligation  by  the  Bureau  of 
Economic  Analysis  are  not  required  to 
complete  the  survey. 

■  3.  Revise  §  801.4  to  read  as  follows: 

§801.4  Recordkeeping  requirements. 

In  accordance  with  section  3104(b)(1) 
of  title  22  of  the  United  States  Code, 
persons  subject  to  the  jmisdiction  of  the 
United  States  shall  maintain  any 
information  essential  for  carrying  out 
the  siuveys  and  studies  provided  for  by 
the  Act. 

■  4.  Add  §  801.7  to  read  as  follows: 

§  801 .7  Rules  and  regulations  for  the  BE- 
13,  Survey  of  New  Foreign  Direct 
Investment  in  the  United  States. 

The  BE-13,  Survey  of  New  Foreign 
Direct  Investment  in  the  United  States  is 
conducted  to  collect  data  on  the 
acquisition  or  establishment  of  U.S. 
business  enterprises  by  foreign  investors 
and  the  expansion  of  existing  U.S. 
affiliates  of  foreign  companies  to 
establish  a  new  production  facility.  All 
legal  authorities,  provisions,  definitions, 
and  requirements  contained  in  §§  801.1 
through  801.2  and  §§  801.4  through 
801.6  are  applicable  to  this  survey. 
Specific  additional  rules  and  regulations 
for  the  BE-13  survey  are  given  in 
paragraphs  (a)  through  (d)  of  this 
section.  More  detailed  instructions  are 
given  on  the  report  forms  and 
instructions. 

(a)  Response  required.  A  response  is 
required  from  persons  subject  to  the 
reporting  requirements  of  the  BE-13, 
Survey  of  New  Foreign  Direct 
Investment  in  the  United  States, 
contained  herein,  whether  or  not  they 
are  contacted  by  BEA.  Also,  persons,  or 
their  agents,  that  are  contacted  by  BEA 


about  reporting  in  this  survey,  either  by 
sending  them  a  report  form  or  by 
written  inquiry,  must  respond  in  writing 
pursuant  this  section.  This  may  be 
accomplished  by  filing  the  properly 
completed  BE-13  report  (BE-13 A,  BE- 
13B,  BE-13C,  BE-13D,  BE-13E,  or  BE- 
13  Claim  for  Exemption)  within  45  days 
of  being  contacted. 

(b)  Who  must  report.  A  BE-13  report 
is  required  of  any  U.S.  company  in 
which: 

(1)  A  foreign  direct  investment  in  the 
United  States  relationship  is  created; 

(2)  An  existing  U.S.  affiliate  of  a 
foreign  parent  establishes  a  new  U.S. 
legal  entity,  expands  its  U.S.  operations, 
or  acquires  a  U.S.  business  enterprise, 
or; 

(3)  A  U.S.  business  enterprise  that 
previously  filed  a  BE-13B  or  BE-13D 
indicating  that  the  established  or 
expanded  entity  is  still  under 
construction.  Foreign  direct  investment 
is  defined  as  the  ownership  or  control 
by  one  foreign  person  (foreign  parent)  of 
10  percent  or  more  of  the  voting 
securities  of  an  incorporated  U.S. 
business  enterprise,  or  an  equivalent 
interest  of  an  unincorporated  U.S. 
business  enterprise,  including  a  branch. 

(c)  Forms  to  be  filed.  Depending  on 
the  type  of  investment  transaction,  U.S. 
affiliates  shall  report  their  information, 
on  one  of  six  forms — BE-13A,  BE-13B, 
BE-13C,  BE-13D,  BE-13E,  or  BE-13 
Claim  for  Exemption. 

(1)  Form  BE-13A — Report  for  a  U.S. 
business  enterprise  when  a  foreign 
entity  acquires  a  voting  interest 
(directly,  or  indirectly  through  an 
existing  U.S.  affiliate)  in  that  enterprise, 
segment,  or  operating  unit  and: 

(1)  The  total  cost  of  the  acquisition  is 
greater  than  $3  million; 

(ii)  The  U.S.  business  enterprise  will 
operate  as  a  separate  legal  entity,  and; 

(iii)  By  this  acquisition,  at  least  10 
percent  of  the  voting  interest  in  the 
acquired  entity  is  now  held  (directly  or 
indirectly)  by  the  foreign  entity. 

(2)  Form  BE-13B — Report  for  a  U.S. 
business  enterprise  when  a  foreign 
entity,  or  an  existing  U.S.  affiliate  of  a 
foreign  entity,  establishes  a  new  legal 
entity  in  the  United  States  and: 

(i)  The  projected  total  cost  to  establish 
the  new  legal  entity  is  greater  than  $3 
million,  and; 

(ii)  The  foreign  entity  owns  10  percent 
or  more  of  the  new  business  enterprise’s 
voting  interest  (directly  or  indirectly). 

(3)  Form  BE-13C — Report  for  an 
existing  U.S.  affiliate  of  a  foreign  parent 
when  it  acquires  a  U.S.  business 
enterprise  or  segment  that  it  then 
merges  into  its  operations  and  the  total 
cost  to  acquire  the  business  enterprise  is 
greater  than  $3  million. 


(4)  Form  BE-13D — Report  for  an 
existing  U.S.  affiliate  of  a  foreign  parent 
when  it  expands  its  operations  to 
include  a  new  facility  where  business  is 
conducted  and  the  projected  total  cost 
of  the  expansion  is  greater  than  $3 
million. 

(5)  Form  BE-13E — Report  for  a  U.S. 
business  enterprise  that  previously  filed 
a  BE-13B  or  BE-13D  indicating  that  the 
established  or  expanded  entity  is  still 
under  construction.  This  form  will 
collect  updated  cost  information  and 
will  be  collected  aimually  until 
construction  is  complete. 

(6)  Form  BE-13  Claim  for  Not  Filing — 
Report  for  a  U.S.  business  enterprise 
that: 

(i)  Was  contacted  by  BEA  but  does  not 
meet  tbe  requirements  for  filing  forms 
BE-13A,  BE-13B,  BE-13C,  or  BE-13D; 
or 

(ii)  Whether  or  not  contacted  by  BEA, 
met  all  requirements  for  filing  on  Forms 
BE-13A, BE-13B,  BE-13C,  or  BE-13D 
except  the  $3  million  reporting 
threshold. 

(d)  Due  date.  The  BE-13  forms  are 
due  no  later  than  45  days  after  the 
acquisition  is  completed,  the  new  legal 
entity  is  established,  the  expansion  is 
begun,  or  the  cost  update  is  requested. 

|FR  Doc.  2014-19256  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-06-P 


DEPARTMENT  OF  EDUCATION 

34  CFR  Chapter  ill 

[CFDA  Number:  84.224D.] 

Final  Priority;  Rehabilitation  Services 
Administration — Assistive  Technology 
Alternative  Financing  Program 

AGENCY:  Office  of  Special  Education  and 
Rehabilitative  Services,  Department  of 
Education. 

ACTION:  Final  priority. 

SUMMARY:  The  Assistant  Secretary  for 
Special  Education  and  Rehabilitative 
Services  announces  a  priority  under  the 
Assistive  Technology  Alternative 
Financing  Program  administered  by  the 
Rehabilitation  Services  Administration 
(RSA).  The  Assistant  Secretary  may  use 
this  priority  for  competitions  in  fiscal 
year  (FY)  2014  and  later  years.  This 
priority  is  designed  to  ensure  that  the 
Department  funds  high-quality  assistive 
technology  (AT)  alternative  financing 
programs  (AFPs)  that  meet  rigorous 
standards  in  order  to  enable  individuals 
with  disabilities  to  access  and  acquire 
assistive  technology  devices  and 
services  necessary  to  achieve  education, 
community  living,  and  employment 
goals. 
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dates:  Effective  Date:  This  priority  is 
effective  September  15,  2014. 

FOR  FURTHER  INFORMATION  CONTACT: 
Robert  Groenendaal,  U.S.  Department  of 
Education,  400  Maryland  Avenue  SW., 
Room  5025,  Potomac  Center  Plaza 
(PCP),  Washington,  DC  20202-2800. 
Telephone:  (202)  245-7393  or  by  email: 
robert.groenendaal@ed.gov. 

If  you  use  a  telecommunications 
device  for  the  deaf  (TDD)  or  a  text 
telephone  (TTY),  call  the  Federal  Relay 
Service  (FRS),  toll  free,  at  1-800-877- 
8339. 

SUPPLEMENTARY  INFORMATION: 

Purpose  of  Program:  The  purpose  of 
the  Assistive  Technology  Alternative 
Financing  Program  (AFP)  is  to  support 
programs  that  provide  for  the  purchase 
of  AT  devices,  such  as  a  low-interest 
loan  fund,  an  interest  buy-down 
program,  a  revolving  loan  fund,  a  loan 
guarantee,  or  an  insurance  program.  The 
Consolidated  Appropriations  Act,  2014 
(the  Act)  requires  applicants  for  these 
grants  to  provide  an  assurance  that,  and 
information  describing  the  manner  in 
which,  the  AFP  Avill  expand  and 
emphasize  consumer  choice  and 
control.  It  also  specifies  that  State 
agencies  and  community-based 
disability  organizations  that  are  directed 
by  and  operated  for  individuals  with 
disabilities  are  eligible  to  compete. 
Language  in  the  Explanatory  Statement 
accompanying  the  Act  provides  that 
successful  applicants  must  emphasize 
consumer  choice  and  control  and  build 
programs  that  will  provide  financing  for 
the  full  array  of  AT  devices  and  services 
and  ensure  that  all  people  with 
disabilities,  regardless  of  type  of 
disability  or  health  condition,  age,  level 
of  income,  and  residence,  have  access  to 
the  program.  In  addition,  the  language 
provides  that  applicants  should 
incorporate  credit-building  activities  in 
their  programs,  including  financial 
education  and  information  about  other 
possible  funding  sources. 

Program  Authority:  Consolidated 
Appropriations  Act,  2014  (Pub.  L.  113-76). 

We  published  a  notice  of  proposed 
priority  for  this  competition  in  the 
Federal  Register  on  May  13,  2014  (79 
FR  27230).  That  notice  contained 
background  information  and  our  reasons 
for  proposing  this  particular  priority. 

Except  for  minor  editorial  and 
technical  revisions,  there  are  no 
differences  between  the  proposed 
priority  and  this  final  priority. 

Public  Comment:  In  response  to  our 
invitation  in  the  notice  of  proposed 
priority,  16  parties  submitted  comments 
on  the  proposed  priority.  Generally,  we 
do  not  address  technical  or  other  minor 
changes. 


Analysis  of  Comments  and  Changes: 
An  analysis  of  the  comments  and  of  any 
changes  in  the  priority  since  publication 
of  the  notice  of  proposed  priority 
follows. 

Comment:  Two  commenters  suggested 
that  there  should  be  a  provision  for  a 
multi-State  consortium  to  apply.  One 
commenter,  however,  expressed 
opposition  to  multi-State  consortia  AT 
loan  programs  because  of  a  concern  that 
these  consortia  would  duplicate  State 
programs.  This  commenter  proposed 
that  AFPs  should  have  knowledge  of 
State-specific  AT  resources. 

Discussion:  There  is  nothing  in  the 
priority  or  regulations  that  prevents  a 
multi-State  consortium  from  applying. 
Under  34  CFR  75.127,  eligible  parties 
may  apply  as  a  group  for  a  grant;  and 
“consortium”  is  a  term  that  may  be  used 
to  refer  to  a  group  of  eligible  parties.  We 
will  clarify  in  the  notice  inviting 
applications  for  this  competition  that 
multi-State  groups  or  consortia  are 
eligible  to  apply. 

We  agree  with  the  commenter  that 
grantees  should  be  knowledgeable  about 
State-specific  AT  resources,  and  believe 
that  the  applicable  selection  criteria 
address  this  concern.  Specifically, 
among  the  selection  criteria  in  34  CFR 
75.210(a)  that  the  Secretary  may 
consider  when  determining  the  need  for 
a  proposed  project  is  the  magnitude  of 
the  need  for  the  services  to  be  provided 
or  the  activities  to  be  carried  out  and  the 
extent  to  which  specific  gaps  or 
weaknesses  in  services,  infrastructure, 
or  opportunities  have  been  identified 
and  will  be  addressed  by  the  proposed 
project,  including  the  nature  and 
magnitude  of  those  gaps  or  weaknesses. 
We  will  use  the  peer  review  process  to 
determine  how  well  an  applicant 
addresses  the  needs  of  the  service  area 
identified  in  the  application. 

Changes:  None. 

Comment:  Seven  commenters 
expressed  opposition  to  the  competitive 
preference  points.  On  the  other  hand, 
three  commenters  supported  the 
proposed  competitive  preference 
priorities,  citing  the  need  for  AFPs  in 
every  State.  One  commenter  suggested 
that  priority  points  be  awarded  to 
existing  AFPs  with  a  history  of 
successful  operation. 

Discussion:  Twenty  of  the  States  and 
outlying  areas  have  not  received 
funding  for  AT  AFPs.  While  all  States 
and  outlying  areas  can  apply,  our 
objective  is  to  establish  AFPs  in  States 
that  have  not  previously  received 
funding  from  the  Federal  government 
for  this  purpose  and  to  expand  small  or 
underfunded  AFPs  that  have  received 
less  than  $1  million  from  competitions 
under  title  III  of  the  Assistive 


Technology  Act  of  1998  (AT  Act  of 
1998)  during  FYs  2000  through  2006,  or 
under  the  Appropriations  Acts  for  FY 
2012  and  2013.  By  awarding 
competitive  preference  points  to 
applicants,  we  intend  to  address  the 
need  for  the  development  of  AFPs  from 
these  unserved  or  underfunded  areas  so 
individuals  with  disabilities  across  the 
nation  have  the  opportunity  to  receive 
services  and  purchase  AT  devices 
through  alternative  loan  programs. 

Changes:  None. 

Comment:  Two  commenters  suggested 
that  consumers  be  entitled  to  exercise 
choice  and  control  with  respect  to  the 
makeup  of  the  board  of  directors  of 
grantees;  and  that  the  boards  should 
include  a  majority  of  members  with 
disabilities.  One  of  these  commenters 
questioned  whether  family  members 
should  be  counted  toward  this  majority. 

Discussion:  The  Act  and  the  priority 
require  that  grantees  emphasize  and 
expand  consumer  choice  and  control, 
including  oversight  of  the  program. 
Although  we  encourage  grantees  to 
include  individuals  with  disabilities 
and  their  family  members  on  their 
boards  of  directors,  the  requirement  in 
the  Act  does  not  specifically  apply  to 
the  composition  of  the  grantees’  boards. 
It  applies  to  the  involvement  of 
consumers  in  the  implementation  of  a 
program’s  administration  and  policy 
decisions.  This  could  be  achieved  in  a 
number  of  ways,  including  having  a 
majority  of  the  members  of  the  project’s 
board  of  directors  or  loan  review 
committee  be  individuals  with 
disabilities.  In  addition,  consumer 
choice  and  control  applies  to  consumers 
who  are  receiving  financial  loans  having 
choices  and  control  over  the  selection  of 
devices  and  vendors. 

Each  applicant  is  required  to  submit 
an  assurance  that,  and  information 
describing  the  manner  in  which,  the 
AFP  will  expand  and  emphasize 
consumer  choice  and  control.  As  AFPs 
must  be  designed  to  allow  individuals 
with  disabilities  and  their  family 
members,  guardians,  advocates,  and 
authorized  representatives  to  purchase 
AT  devices  or  services,  the  consumer 
choice  and  control  requirement  applies 
to  family  members  of  individuals  with 
disabilities.  As  such,  a  family  member 
could  serve  on  a  board  of  directors  or 
loan  review  committee.  We  will  use  the 
competitive  process  to  determine  the 
extent  to  which  an  application  proposes 
to  achieve  consumer  choice  and  control. 

Changes:  None. 

Comment:  One  commenter  supported 
credit-building  activities  as  an 
important  component  of  AFPs.  This 
commenter  proposed  that  grantees  be 
required  to  provide  financial  education 
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and  counseling  to  consumers  to  improve 
their  financial  capability,  knowledge, 
and  skills  and  advance  their  economic 
stability. 

Discussion:  The  final  priority  requires 
applicants  to  submit  an  assurance  that 
the  AFP  will  incorporate  credit-building 
activities  into  their  programs,  including 
financial  education  and  information 
about  other  possible  funding  sources. 

We  will  use  the  competitive  process  to 
determine  the  extent  to  which  an 
applicant  proposes  to  meet  this 
requirement. 

Changes:  None. 

Comment:  One  commenter 
recommended  that  the  Department 
consider  a  State’s  size,  population, 
number  of  people  with  disabilities,  and 
other  unique  qualities  in  evaluating  a 
grant  application. 

Discussion:  Our  objectives  are  to 
establish  AFPs  in  States  and  outlying 
areas  that  have  not  previously  received 
funding  from  the  Federal  government 
for  this  purpose  and  to  expand  small  or 
underfunded  AFPs  that  have  received 
less  than  $1  million  from  competitions 
under  title  III  of  the  AT  Act  of  1998 
during  FYs  2000  through  2006  or  under 
the  Appropriations  Acts  for  FYs  2012 
and  2013.  However,  we  note  that  the 
“Need  for  Project’’  selection  criterion  in 
34  CFR  75.210(a)  includes  “the 
magnitude  of  the  need  for  the  services 
to  be  provided  or  the  activities  to  be 
carried  out  by  the  proposed  project’’  and 
the  “extent  to  which  specific  gaps  or 
weaknesses  in  services,  infrastructure, 
or  opportunities  have  been  identified 
and  will  be  addressed  by  the  proposed 
project.”  We  believe  that  this  selection 
criterion  addresses  the  commenter’s 
suggestion  that  we  consider  a  State’s 
size,  population,  number  of  people  with 
disabilities,  and  other  unique  qualities 
in  evaluating  a  grant  application.  We 
encourage  applicants  to  address  these 
factors  in  the  “Need  for  Project”  section 
of  the  application.  We  also  note  that  the 
State  Grant  for  Assistive  Technology 
program,  a  formula  grant  program 
funded  under  the  AT  Act  of  1998,  as 
amended,  that  provides  grants  to  every 
State  and  outlying  area  and  considers  a 
grantee’s  size  and  population  in  making 
awards,  authorizes  grantees  to  develop 
programs  that  are  similar  to  the  AFPs  as 
one  of  their  activities. 

Changes:  None. 

Comment:  One  commenter  suggested 
that  the  Department  support  existing 
AFPs  that  have  been  effective  but  have 
little  or  no  Federal  funding  remaining. 

Discussion:  All  States  and  outlying 
areas  are  eligible  to  apply.  However,  we 
believe  that  the  States  and  outlying 
areas  that  have  not  previously  received 
funding  from  the  Federal  government 


for  this  purpose  or  that  have  small  or 
underfunded  AFPs  that  have  received 
less  than  $1  million  from  competitions 
under  title  III  of  the  AT  Act  of  1998 
during  FYs  2000  through  2006  or  under 
the  Appropriations  Acts  for  FY  2012 
and  2013  should  receive  competitive 
priority. 

Changes:  None. 

Comment:  One  commenter  suggested 
that  no  new  programs  be  established 
with  less  than  $3  million.  According  to 
this  commenter,  without  this  amount  of 
funding,  a  State  cannot  meet  the  need 
for  loans.  This  commenter  also 
recommended  that  RSA  encourage  any 
State  that  has  less  than  $1  million  in 
loanable  funds  to  freeze  the  program 
until  adequate  resources  are  available. 

Discussion:  The  Act  provided  a  total 
of  $2  million  for  the  AT  AFP 
competition,  which  is  $1  million  less 
than  the  minimum  amount 
recommended  by  the  commenter.  We 
agree  that  small  AFPs  should  have  the 
opportunity  to  acquire  additional  funds, 
and  are  establishing  a  competitive 
preference  priority  for  programs  that 
received  less  than  $1  million  in  funds 
from  competitions  under  title  III  of  the 
AT  Act  of  1998  during  FYs  2000 
through  2006  or  under  the 
Appropriations  Acts  for  FYs  2012  and 
2013.  However,  we  do  not  agree  that  an 
AFP  needs  a  minimum  of  $3  million  to 
be  effective  or  that  an  AFP  with  less 
than  $1  million  in  loanable  funds 
should  be  frozen.  Many  of  the  programs 
that  received  less  than  $1  million  in 
Federal  funding  in  the  past  make 
significant  numbers  of  alternative 
financing  loans  and  have  proved 
themselves  to  be  beneficial  to 
individuals  with  disabilities  in  their 
States. 

Changes:  None. 

Comment:  Two  commenters  suggested 
that  RSA  should  support  only 
consumer-controlled,  non-profit  or 
community-based  organizations  as 
grantees  under  this  program  in  FY  2014. 

Discussion:  Because  the  Act  states 
who  is  eligible  for  an  award,  we  do  not 
have  the  authority  to  change  the 
program’s  eligibility  requirements. 
Specifically,  the  Act  states,  “State 
agencies  and  community-based 
disability  organizations  that  are  directed 
by  and  operated  for  individuals  with 
disabilities  shall  be  eligible  to 
compete.” 

Changes:  None. 

Comment:  One  commenter  expressed 
support  for  the  10  percent  limit  on 
indirect  expenses,  and  suggested  that 
RSA  collect  fiscal  expenditure  data  on 
an  annual  basis  to  ensure  compliance. 

Discussion:  For  each  12-month  budget 
period,  grantees  must  recalculate  their 


allowable  indirect  cost  rate,  which  may 
not  exceed  10  percent  of  the  portion  of 
the  grant  award  that  is  used  annually  for 
program  administration  related  to  the 
AFP.  RSA  supports  the  10  percent  limit 
on  indirect  expenses  and  will  monitor 
grantees  to  ensure  compliance  with  this 
requirement. 

Changes:  None. 

Final  Priority: 

Assistive  Technology  Alternative 
Financing  Program. 

The  Assistant  Secretary  for  Special 
Education  and  Rehabilitative  Services 
announces  a  priority  to  fund  one-year 
grant  awards  to  support  AFPs  that  assist 
individuals  with  disabilities  to  obtain 
financial  assistance  for  AT  devices  and 
services. 

Under  this  priority,  applicants  must 
establish  or  expand  one  or  more  of  the 
following  types  of  AFPs: 

(1)  A  low-interest  loan  fund. 

(2)  An  interest  buy-down  program. 

(3)  A  revolving  loan  fund. 

(4)  A  loan  guarantee  or  insurance 
program. 

(5)  Another  mechanism  that  is 
approved  by  the  Secretary. 

AFPs  must  be  designed  to  allow 
individuals  with  disabilities  and  their 
family  members,  guardians,  advocates, 
and  authorized  representatives  to 
purchase  AT  devices  or  services.  If 
family  members,  guardians,  advocates, 
and  authorized  representatives 
(including  employers  who  have  been 
designated  by  an  individual  with  a 
disability  as  an  authorized 
representative)  receive  AFP  support  to 
purchase  AT  devices  or  services,  the 
purchase  must  be  solely  for  the  benefit 
of  an  individual  with  a  disability. 

To  be  considered  for  funding,  an 
applicant  must  identify  the  type  or 
types  of  AFP(s)  to  be  supported  by  the 
grant  and  submit  all  of  the  following 
assmances: 

(1)  Permanent  Separate  Account:  An 
assmance  from  the  applicant  that — 

(a)  All  funds  that  support  the  AFP, 
including  funds  repaid  during  the  life  of 
the  program,  will  be  deposited  in  a 
permanent  separate  account  and 
identified  and  accounted  for  separately 
from  any  other  funds; 

(b)  If  the  grantee  administering  the 
program  invests  funds  within  this 
account,  the  grantee  will  invest  the 
funds  in  low-risk  securities  in  which  a 
regulated  insurance  company  may 
invest  under  the  law  of  the  State;  and 

(c)  The  grantee  will  administer  the 
funds  with  the  same  judgment  and  care 
that  a  person  of  prudence,  discretion, 
and  intelligence  would  exercise  in  the 
management  of  the  financial  affairs  of 
that  person. 


47578 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


(2)  Permanence  of  the  Program:  An 
assurance  that  the  AFP  will  continue  on 
a  permanent  basis. 

An  applicant’s  obligation  to 
implement  the  AFP  consistent  with  all 
of  the  requirements,  including  reporting 
requirements,  continues  until  there  are 
no  longer  any  funds  available  to  operate 
the  AFP  and  all  outstanding  loans  have 
been  repaid.  If  a  grantee  decides  to 
terminate  its  AFP  while  there  are  still 
funds  available  to  operate  the  program, 
the  grantee  must  return  the  funds 
remaining  in  the  permanent  separate 
account  to  the  U.S.  Department  of  the 
Treasury  except  for  funds  being  used  for 
grant  purposes,  such  as  loan  guarantees 
for  outstanding  loans.  However,  before 
closing  out  its  grant,  the  grantee  also 
must  return  any  principal  and  interest 
remitted  to  it  on  outstanding  loans  and 
any  other  funds  remaining  in  the 
permanent  separate  account,  such  as 
funds  being  used  as  loan  guarantees  for 
those  loans. 

(3)  Consumer  Choice  and  Control:  An 
assurance  that,  and  information 
describing  the  manner  in  which,  the 
AFP  will  expand  and  emphasize 
consumer  choice  and  control. 

(4)  Supplement-Not-Supplant:  An 
assurance  that  the  funds  made  available 
through  the  grant  to  support  the  AFP 
will  be  used  to  supplement  and  not 
supplant  other  Federal,  State,  and  local 
public  funds  expended  to  provide 
alternative  financing  mechanisms. 

(5)  Use  and  Control  of  Funds:  An 
assurance  that  funds  comprised  of  the 
principal  and  interest  from  the  account 
described  in  paragraph  (1)  Permanent 
Separate  Account  of  this  priority  will  be 
available  solely  to  support  the  AFP. 

This  assurance  regarding  the  use  and 
control  of  funds  applies  to  all  funds 
derived  from  the  AFP,  including  the 
original  Federal  award,  AFP  funds 
generated  by  either  interest-bearing 
accounts  or  investments,  and  all 
principal  and  interest  paid  by  borrowers 
of  the  AFP  who  are  extended  loans  from 
the  permanent  separate  account. 

(6J  Indirect  Costs:  An  assurance  that 
the  percentage  of  the  funds  used  for 
indirect  costs  will  not  exceed  10  percent 
of  the  portion  of  the  grant  award  that  is 
used  annually  for  program 
administration  (excluding  funds  used 
for  loan  activity). 

For  each  12-month  budget  period, 
grantees  must  recalculate  their 
allowable  indirect  cost  rate,  which  may 
not  exceed  10  percent  of  the  portion  of 
the  grant  award  that  is  used  annually  for 
program  administration  related  to  the 
AFP. 

(7)  Administrative  Policies  and 
Procedures:  An  assurance  that  the 
applicant  receiving  a  grant  under  this 


priority  will  submit  to  the  Secretary  for 
review  and  approval  within  the  12- 
month  project  period  the  following 
policies  and  procedures  for 
administration  of  the  AFP: 

(a)  A  procedure  to  review  and  process 
in  a  timely  manner  requests  for  financial 
assistance  for  immediate  and  potential 
technology  needs,  including 
consideration  of  methods  to  reduce 
paperwork  and  duplication  of  effort, 
particularly  relating  to  need,  eligibility, 
and  determination  of  the  specific  AT 
device  or  service  to  be  financed  through 
the  program. 

(b)  A  policy  and  procedure  to  ensure 
that  individuals  are  allowed  to  apply  for 
financing  for  a  full  array  of  AT  devices 
and  services  regardless  of  type  of 
disability  or  health  condition,  age, 
income  level,  location  of  residence  in 
the  State,  or  type  of  AT  device  or  service 
for  which  financing  is  requested 
through  the  program.  It  is  permissible 
for  programs  to  target  individuals  with 
disabilities  who  would  have  been 
denied  conventional  financing  as  a 
priority  for  AFP  funding. 

(c)  A  procedure  to  ensure  consumer 
choice  and  consumer-controlled 
oversight  of  the  program. 

(d)  A  sustainability  plan,  including 
information  on  the  percentage  of  funds 
expected  to  be  used  for  operating 
expenses  and  loan  capital. 

(8)  Data  Collection:  An  assurance  that 
the  applicant  will  collect  and  report 
data  requested  by  the  Secretary  in  the 
format,  with  the  frequency,  and  using 
the  method  established  by  the  Secretary 
until  there  are  no  longer  any  funds 
available  to  operate  the  AFP  and  all 
outstanding  loans  have  been  repaid. 

(9)  Credit  Building  Activities:  An 
assurance  that  the  AFP  will  incorporate 
credit-building  activities  into  its 
programs,  including  financial  education 
and  information  about  other  possible 
funding  sources. 

Competitive  Preference  Priorities: 
Within  this  priority,  we  announce  two 
competitive  preference  priorities. 

These  priorities  are: 

Need  to  Establish  an  AFP  (10 
additional  points):  This  applies  to  an 
applicant  located  in  a  State  or  outlying 
area  where  an  AFP  grant  has  not  been 
previously  awarded  under  title  III  of  the 
AT  Act  of  1998  or  under  the 
Appropriations  Acts  for  FYs  2012  and 
2013. 

Need  to  Expand  an  AFP  (5  additional 
points):  This  applies  to  an  applicant 
located  in  a  State  or  outlying  area  where 
an  AFP  grant  has  been  previously 
awarded  under  title  III  of  the  AT  Act  of 
1998  or  under  the  Appropriations  Acts 
for  FYs  2012  and  2013,  but  the  State  or 
outlying  area  has  received  less  than  a 


total  of  $1  million  in  Federal  grant 
funds  for  the  operation  of  its  AFP  under 
title  III  of  the  AT  Act  of  1998  dming 
fiscal  years  2000  through  2006  and  the 
appropriations  Acts  for  FYs  2012  and 
2013. 

Types  of  Priorities: 

When  inviting  applications  for  a 
competition  using  one  or  more 
priorities,  we  designate  the  type  of  each 
priority  as  absolute,  competitive 
preference,  or  invitational  through  a 
notice  in  the  Federal  Register.The  effect 
of  each  type  of  priority  follows: 

Absolute  priority:  Under  an  absolute 
priority,  we  consider  only  applications 
that  meet  the  priority  (34  CFR 
75.105(c)(3)). 

Competitive  preference  priority: 

Under  a  competitive  preference  priority, 
we  give  competitive  preference  to  an 
application  by  (1)  awarding  additional 
points,  depending  on  the  extent  to 
which  the  application  meets  the  priority 
(34  CFR  75.105(c)(2)(i));  or  (2)  selecting 
an  application  that  meets  the  priority 
over  an  application  of  comparable  merit 
that  does  not  meet  the  priority  (34  CFR 
75.105(c)(2)(ii)). 

Invitational  priority:  Under  an 
invitational  priority,  we  are  particularly 
interested  in  applications  that  meet  the 
priority.  However,  we  do  not  give  an 
application  that  meets  the  priority  a 
preference  over  other  applications  (34 
CFR  75.105(c)(1)). 

This  notice  does  not  preclude  us  from 
proposing  additional  priorities, 
requirements,  definitions,  or  selection 
criteria,  subject  to  meeting  applicable 
rulemaking  requirements. 

Note:  This  notice  does  not  solicit 
applications.  In  any  year  in  which  we  choose 
to  use  this  priority,  we  invite  applications 
through  a  notice  in  the  Federal  Register. 

Executive  Orders  12866  and  13563 

Regulatory  Impact  Analysis 

Under  Executive  Order  12866,  the 
Secretary  must  determine  whether  this 
regulatory  action  is  “significant”  and, 
therefore,  subject  to  the  requirements  of 
the  Executive  order  and  subject  to 
review  by  the  Office  of  Management  and 
Budget  (0MB).  Section  3(f)  of  Executive 
Order  12866  defines  a  “significant 
regulatory  action”  as  an  action  likely  to 
result  in  a  rule  that  may — 

(1)  Have  an  annual  effect  on  the 
economy  of  $100  million  or  more,  or 
adversely  affect  a  sector  of  the  economy, 
productivity,  competition,  jobs,  the 
environment,  public  health  or  safety,  or 
State,  local,  or  tribal  governments  or 
communities  in  a  material  way  (also 
referred  to  as  an  “economically 
significant”  rule); 
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(2)  Create  serious  inconsistency  or 
otherwise  interfere  with  an  action  taken 
or  planned  by  another  agency; 

(3)  Materially  alter  the  budgetary 
impacts  of  entitlement  grants,  user  fees, 
or  loan  programs  or  the  rights  and 
obligations  of  recipients  thereof;  or 

(4j  Raise  novel  legal  or  policy  issues 
arising  out  of  legal  mandates,  the 
President’s  priorities,  or  the  principles 
set  forth  in  the  Executive  order. 

This  final  regulatory  action  is  not  a 
significant  regulatory  action  subject  to 
review  by  0MB  under  section  3(f)  of 
Executive  Order  12866. 

We  have  also  reviewed  this  final 
regulatory  action  under  Executive  Order 
13563,  which  supplements  and 
explicitly  reaffirms  the  principles, 
structures,  and  definitions  governing 
regulatory  review  established  in 
Executive  Order  12866.  To  the  extent 
permitted  by  law.  Executive  Order 
13563  requires  that  an  agency — 

(1)  Propose  or  adopt  regulations  only 
upon  a  reasoned  determination  that 
their  benefits  justify  their  costs 
(recognizing  that  some  benefits  and 
costs  are  difficult  to  quantify); 

(2)  Tailor  its  regulations  to  impose  the 
least  burden  on  society,  consistent  with 
obtaining  regulatory  objectives  and 
taking  into  account — among  other  things 
and  to  the  extent  practicable — the  costs 
of  cumulative  regulations; 

(3)  In  choosing  among  alternative 
regulatory  approaches,  select  those 
approaches  that  maximize  net  benefits 
(including  potential  economic, 
environmental,  public  health  and  safety, 
and  other  advantages;  distributive 
impacts;  and  equity); 

(4)  To  the  extent  feasible,  specify 
performance  objectives,  rather  than  the 
behavior  or  maimer  of  compliance  a 
regulated  entity  must  adopt;  and 

(5)  Identify  and  assess  available 
alternatives  to  direct  regulation, 
including  economic  incentives — such  as 
user  fees  or  marketable  permits — to 
encourage  the  desired  behavior,  or 
provide  information  that  enables  the 
public  to  make  choices. 

Executive  Order  13563  also  requires 
an  agency  “to  use  the  best  available 
techniques  to  quantify  anticipated 
present  and  future  benefits  and  costs  as 
accurately  as  possible.”  The  Office  of 
Information  and  Regulatory  Affairs  of 
OMB  has  emphasized  that  these 
techniques  may  include  “identifying 
changing  future  compliance  costs  that 
might  result  from  technological 
innovation  or  anticipated  behavioral 
changes.” 

We  are  issuing  this  final  priority  only 
on  a  reasoned  determination  that  its 
benefits  justify  its  costs.  In  choosing 
among  alternative  regulatory 


approaches,  we  selected  those 
approaches  that  maximize  net  benefits. 
Based  on  the  analysis  that  follows,  the 
Department  believes  that  this  regulatory 
action  is  consistent  with  the  principles 
in  Executive  Order  13563. 

We  also  have  determined  that  this 
regulatory  action  does  not  unduly 
interfere  with  State,  local,  and  tribal 
governments  in  the  exercise  of  their 
governmental  functions. 

In  accordance  with  both  Executive 
orders,  the  Department  has  assessed  the 
potential  costs  and  benefits,  both 
quantitative  and  qualitative,  of  this 
regulatory  action.  The  potential  costs 
are  those  resulting  from  statutory 
requirements  and  those  we  have 
determined  as  necessary  for 
administering  the  Department’s 
programs  and  activities. 

Intergovernmental  Review:  This 
program  is  subject  to  Executive  Order 
12372  and  the  regulations  in  34  CFR 
part  79.  One  of  the  objectives  of  the 
Executive  order  is  to  foster  an 
intergovernmental  partnership  and  a 
strengthened  federalism.  The  Executive 
order  relies  on  processes  developed  by 
State  and  local  governments  for 
coordination  and  review  of  proposed 
Federal  financial  assistance. 

This  document  provides  early 
notification  of  our  specific  plans  and 
actions  for  this  program. 

Accessible  Format:  Individuals  with 
disabilities  can  obtain  this  document  in 
an  accessible  format  (e.g.,  braille,  large 
print,  audiotape,  or  compact  disc)  by 
contacting  the  Grants  and  Contracts 
Services  Team,  U.S.  Department  of 
Education,  400  Maryland  Avenue  SW., 
Room  5075,  PGP,  Washington,  DC 
20202-2550.  Telephone:  (202)  245- 
7363.  If  you  use  a  TDD  or  a  TTY,  call 
the  FRS,  toll  free,  at  1-800-877-8339. 

Electronic  Access  to  This  Document: 
The  official  version  of  this  document  is 
the  document  published  in  the  Federal 
Register.  Free  Internet  access  to  the 
official  edition  of  the  Federal  Register 
and  the  Code  of  Federal  Regulations  is 
available  via  the  Federal  Digital  System 
at:  www.gpo.gov/fdsys.  At  this  site  you 
can  view  this  document,  as  well  as  all 
other  documents  of  this  Department 
published  in  the  Federal  Register,  in 
text  or  Adobe  Portable  Document 
Format  (PDF).  To  use  PDF  you  must 
have  Adobe  Acrobat  Reader,  which  is 
available  free  at  the  site. 

You  may  also  access  documents  of  the 
Department  published  in  the  Federal 
Register  by  using  the  article  search 
feature  at:  www.federalregister.gov. 
Specifically,  through  the  advanced 
search  feature  at  this  site,  you  can  limit 
your  search  to  documents  published  by 
the  Department. 


Dated:  August  11,  2014. 

Michael  K.  Yudin, 

Acting  Assistant  Secretary  for  Special 
Education  and  Rehabilitative  Services. 
[FR  Doc.  2014-19289  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4000-01-P 


DEPARTMENT  OF  EDUCATION 
34  CFR  Chapter  III 

[Docket  ID  ED-201 4-OSERS-0024;  CFDA 
Number:  84.31 5C.] 

Final  Priorities;  Rehabilitation  Services 
Administration — Capacity  Building 
Program  for  Traditionally  Underserved 
Populations — Vocational  Rehabilitation 
Training  Institute  for  the  Preparation  of 
Personnel  in  American  Indian 
Vocational  Rehabilitation  Services 
Projects 

AGENCY:  Office  of  Special  Education  and 
Rehabilitative  Services,  Department  of 
Education. 

ACTION:  Final  priorities. 

SUMMARY:  The  Assistant  Secretary  for 
Special  Education  and  Rehabilitative 
Services  announces  two  priorities  under 
the  Capacity  Building  Program  for 
Traditionally  Underserved  Populations 
administered  by  the  Rehabilitation 
Services  Administration  (RSA).  The 
Assistant  Secretary  may  use  one  or  more 
of  these  priorities  for  competitions  in 
fiscal  year  (FY)  2014  and  later  years. 
Priority  1  establishes  a  new  vocational 
rehabilitation  (VR)  training  institute  for 
the  preparation  of  personnel  in 
American  Indian  Vocational 
Rehabilitation  Services  (AIVRS)  projects 
(the  Institute).  Priority  2  requires  a 
partnership  between  a  four-year 
institution  of  higher  education  (IHE) 
and  a  two-year  community  college  or 
tribal  college.  This  partnership  is 
designed  to  successfully  implement  the 
VR  training  Institute  established  in 
Priority  1.  In  addition,  the  partnership 
agreement  required  under  Priority  2 
provides  a  brief  description  of  how  the 
partnership  will  be  managed,  the 
partners’  roles  and  responsibilities  and 
a  strategy  for  sustaining  the  partnership 
after  the  Federal  investment  ends. 

DATES:  Effective  Date:  These  priorities 
are  effective  September  15,  2014. 

FOR  FURTHER  INFORMATION  CONTACT: 
Kristen  Rhinehart-Femandez,  U.S. 
Department  of  Education,  400  Maryland 
Avenue  SW.,  Room  5027,  Potomac 
Center  Plaza  (PCP),  Washington,  DC 
20202-2800.  Telephone:  (202)  245-6103 
or  by  email:  kristen.rhinehart@ed.gov. 

If  you  use  a  telecommunications 
device  for  the  deaf  (TDD)  or  a  text 
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telephone  (TTY),  call  the  Federal  Relay 
Service  (FRS),  toll  free,  at  1-800-877- 
8339. 

SUPPLEMENTARY  INFORMATION:  Purpose  of 
Program:  The  Capacity  Building 
Program  for  Traditionally  Underserved 
Populations  under  section  21(b)(2)(C)  of 
the  Rehabilitation  Act  of  1973,  as 
amended  (Rehabilitation  Act)  (29  U.S.C. 
718(b)(2)(C)),  provides  outreach  and 
technical  assistance  (TA)  to  minority 
entities  and  American  Indian  tribes  to 
promote  their  participation  in  activities 
funded  under  the  Rehabilitation  Act, 
including  assistance  to  enhance  their 
capacity  to  carry  out  such  activities. 

Program  Authority:  29  U.S.C.  718(b)(2)(C). 

We  published  a  notice  of  proposed 
priorities  for  this  competition  in  the 
Federal  Register  on  June  11,  2014  (79 
FR  33486).  That  notice  contained 
background  information  and  our  reasons 
for  proposing  the  particular  priorities. 

Public  Comment:  In  response  to  our 
invitation  for  public  comment  in  the 
notice  of  proposed  priorities,  10  parties 
submitted  comments. 

We  group  major  issues  according  to 
subject.  Generally,  we  do  not  address 
technical  and  other  minor  changes.  In 
addition,  we  do  not  address  comments 
that  raised  concerns  not  directly  related 
to  the  proposed  priorities. 

There  are  differences  between  the 
proposed  priorities  and  these  final 
priorities  as  discussed  under  Analysis  of 
Comments  and  Changes.  We  made 
several  changes  to  strengthen  and  clarify 
the  priorities.  Specifically,  the  revised 
priorities  require  the  Institute  to  consult 
with  appropriate  and  relevant  entities  in 
developing  and  providing  training  and 
TA  to  AIVRS  projects;  ensure  that  all 
materials  developed  reflect  the  AIVRS 
target  population  and  diversity  among 
its  communities  to  the  maximum  extent 
possible;  provide  training  through  a 
variety  of  delivery  methods  so  as  not  to 
exclude  any  participants  and  to  meet 
the  needs  of  the  particular  community 
serv'ed  to  the  maximum  extent  possible; 
and  ensure  that  training  focused  on 
effective  communication  with  business 
reflects  the  marketplace  of  tribal 
communities.  Further,  we  clarify  the 
Institute’s  role,  the  target  audience  for 
this  project,  and  the  requirements  for 
awarding  a  VR  certificate.  Finally,  we 
substantially  revise  Priority  2  in  order  to 
clarify  its  purpose,  requirements,  and 
intended  outcomes,  and  how  applicants 
are  to  respond  to  this  priority  in  the 
application. 

Analysis  of  Comments  and  Changes: 

An  analysis  of  the  comments  and  of  any 
changes  in  the  priorities  since 
publication  of  the  notice  of  proposed 
priorities  follows. 


Comment:  A  number  of  commenters 
recognized  the  work  of  the  Consortia  of 
Administrators  for  Native  American 
Rehabilitation  (CANAR)  and  its  TA 
project  currently  funded  by  RSA,  Tribal 
Vocational  Rehabilitation  Continuous 
Improvement  for  Rehabilitation 
Counselors,  Leaders,  and  Educators 
(TVR-Circle).  Commenters  suggested 
that,  for  the  Institute  to  be  effective, 
those  already  working,  or  with 
significant  experience,  in  the  field  of 
tribal  VR  should  be  involved  in  the 
development  of  the  curriculum  for  this 
project  as  well  as  in  making  decisions 
regarding  methods  of  delivering  the 
curriculum.  Commenters  suggested  that 
a  Native  American-led  entity  with  a 
national  focus,  such  as  CANAR,  should 
serve  as  the  lead  consultant  for  the 
Institute. 

Discussion:  We  agree  that  CANAR’s 
TVR  Circle  currently  ser\^es  as  a 
valuable  resource  not  only  in 
understanding  cultural  competencies, 
but  also  in  providing  TA,  organizational 
development,  and  educational  training 
activities  that  are  focused  on  the  needs 
of  AIVRS  projects.  Priority  1  does  not 
require  a  lead  entity  or  consultant  for 
this  project,  other  than  the  Institute. 
Priority  1  requires  the  Institute  to 
conduct  outreach  activities  and  consult 
with  appropriate  and  relevant  entities  in 
developing  and  providing  training  and 
TA  to  AIVRS  projects. 

Changes:  We  added  language  to  the 
introductory  paragraph  of  Priority  1  to 
clarify  the  role  of  the  Institute,  which 
includes  conducting  outreach  activities 
and  consulting  with  appropriate  and 
relevant  entities  in  developing  and 
providing  training  and  TA  to  AIVRS 
projects. 

Comment:  Several  commenters 
emphasized  the  need  for  greater  focus 
on  the  inclusion  of  cultural 
competencies  within  the  priorities. 
Specifically,  commenters  stated  that  the 
Institute  must  ensure  that  its  products, 
curriculum,  and  deliverables  reflect  the 
AIVRS  target  population,  especially  the 
diversity  among  American  Indian  and 
Native  Alaskan  communities.  In 
addition,  commenters  noted  that  an 
understanding  of  how  to  deliver  VR 
services  within  a  particular  cultural 
context  is  a  critical  component  of  the 
AIVRS  program. 

D/scussi on;  Priority  1  requires  the 
Institute  to  develop  a  structured 
program  of  training  in  a  cultmally 
appropriate  manner.  Priority  1  also 
states  that  the  Institute  must  provide 
culturally  relevant  training  that  goes 
beyond  technical  compliance  with  the 
program  statute  and  regulations 
applicable  to  the  AIVRS  program 
(Section  121  of  the  Rehabilitation  Act, 


34  CFR  parts  369  and  371,  and  EDGAR). 
However,  we  believe  that  this  priority 
should  also  specify  that  the  products, 
curriculum,  and  deliverables  must  also 
reflect  the  AIVRS  target  population. 

Change:  We  added  a  sentence  to  the 
introductory  paragraph  of  Priority  1  to 
emphasize  the  importance  of  reflecting 
the  AIVRS  target  population  and 
diversity  among  its  communities  in  all 
materials  developed  by  the  Institute  to 
the  maximum  extent  possible. 

Comment:  A  commenter  requested 
clarification  as  to  whether  the  TA 
mentioned  in  Priority  1,  paragraph  (e), 
which  requires  the  applicant  to  identify 
innovative  methods  and  strategies  for 
supporting  AIVRS  personnel  when  they 
have  completed  their  training,  and  the 
TA  mentioned  in  Priority  1,  paragraph 
(g),  which  requires  applicants  to 
describe  a  plan  to  provide  follow-up 
TA,  either  virtually  or  on-site  to 
participants,  applies  to  AIVRS  projects 
seeking  TA  or  only  to  participants  who 
received  training  through  the  Institute. 

Discussion:  It  is  important  to 
distinguish  between  TA  to  be  provided 
by  the  Institute  and  TA  currently 
provided  by  the  TVR  Circle.  The  follow¬ 
up  TA  described  in  paragraphs  (e)  and 
(g)  of  Priority  1  states  that  it  is  for 
participants  who  have  completed  the 
structured  program  of  training  delivered 
by  the  Institute.  The  target  audience  for 
this  structured  program  of  training  is 
AIVRS  project  personnel  with  little  or 
no  experience  in  VR  processes  and 
practices.  By  contrast,  the  TA  provided 
by  the  TVR  Circle  is  intended  to 
improve  the  performance  of  AIVRS 
grantees  that  are  determined  to  be  “at 
risk’’  by  the  Department.  Because  both 
paragraphs  (e)  and  (g)  describe  the 
follow-up  as  occurring  only  after 
successful  completion  of  the  structured 
program  of  training,  we  believe  the 
priority  is  clear  as  written. 

Change:  None. 

Comment:  Several  commenters 
recommended  a  diverse  model  for 
delivering  the  structured  program  of 
training  to  meet  the  needs  of  the  target 
audience.  Some  commenters  raised  a 
concern  that  many  AIVRS  projects  are 
located  in  rural  and  remote 
communities  that  present  challenges  to 
providing  in-person  training.  In 
addition,  commenters  stated  that, 
although  web-based  training  is  cost 
effective,  it  may  not  be  the  best  option 
for  all  projects,  as  reliable  Internet 
access  may  not  be  available  in  many 
tribal  communities.  Commenters 
suggested  different  methods  of  offering 
training  such  as  on-line,  in  a  traditional 
classroom  setting,  or  at  regional 
trainings  throughout  the  country  as  an 
extension  of  national  conferences.  In 
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addition,  commenters  suggested  that 
grant  funds  be  used  to  cover  the  costs 
of  participant  travel  in  order  to  ensure 
that  AIVRS  project  funds  are  used  for 
program  services. 

Discussion:  We  agree  that  training 
should  be  offered  through  a  variety  of 
delivery  methods  so  as  not  to  exclude 
any  participants  and  to  meet  the  needs 
of  the  particular  community  served  as 
much  as  possible.  Priority  1,  as 
proposed,  stated  that  the  series  of 
trainings  may  be  offered  in  person, 
through  distance  learning,  or  through  a 
combination  of  the  two.  In  addition,  the 
U.S.  Department  of  Education  General 
Administrative  Regulations  (EDGAR), 
and  government-wide  requirements, 
including  applicable  Office  of 
Management  and  Budget  (0MB)  cost 
principles,  provides  general  guidance 
regarding  costs  and  cost-related  issues 
and  requirements  related  to  travel.  The 
cost  principles  do  not  preclude  grant 
funds  from  being  used  to  offset  costs 
associated  with  travel,  such  as 
transportation  or  lodging.  However,  we 
want  to  stress  that  travel  expenses  must 
be  reasonable  and  should  be  used  to 
ensure  that  AIVRS  project  personnel 
located  in  remote  areas  of  the  country 
are  able  to  participate  in  the  Institute. 

Change:  In  order  to  adequately 
address  that  the  training  should  be 
offered  through  a  variety  of  delivery 
methods,  we  added  language  in  the 
introductory  paragraph  in  Priority  1  to 
clarify  that  training  may  be  offered  in  a 
traditional  classroom  setting,  through 
distance  learning,  through  week-long 
institutes,  at  regional  trainings 
throughout  the  country  as  an  extension 
of  national  conferences,  and  through 
other  delivery  methods,  as  appropriate, 
to  meet  the  needs  of  the  targeted 
audience.  We  also  revised  Priority  1  to 
specify  that  grant  funds  may  be  used  to 
provide  reasonable  financial  assistance 
to  offset  costs  associated  with  travel  for 
participants  who  may  be  located  in 
remote  areas  of  the  country. 

Comment:  Some  commenters  asked 
whether  RSA  intends  for  the  Institute  to 
award  an  academic  certificate  or  a  non- 
academic  certificate.  Gommenters 
indicated  that  an  academic  certificate  is 
transferable  to  an  Associate  of  Arts 
degree,  an  undergraduate  degree,  or  a 
graduate  degree,  while  a  non-academic 
certificate  may  impart  knowledge,  skills, 
and  abilities  but  will  not  benefit  the 
AIVRS  personnel  in  furthering  their 
academic  credentials  and  professional 
credibility. 

D/scuss/on;  Priority  1  does  not 
distinguish  between  an  academic  and  a 
non-academic  certificate.  It  is  our  intent 
that  a  VR  certificate,  academic  or  non- 
academic,  represent  more  than 


successful  completion  of  the  program. 
The  VR  certificate  demonstrates  that  a 
participant  has  received  the 
foundational  VR  knowledge  and  skills 
in  the  provision  of  VR  services  and  is 
able  to  provide  appropriate,  effective, 
and  culturally  relevant  VR  services  to 
American  Indians  with  disabilities  to 
prepare  for,  and  engage  in,  gainful 
employment  consistent  with  their 
informed  choice.  A  VR  certificate  could 
be  used  by  participants  to  further  their 
pursuit  of  a  post-secondary  degree.  For 
example,  an  applicant  could  propose  to 
award  college  credit  to  a  participant 
who  meets  the  requirements  and  criteria 
established  for  a  VR  certificate,  which 
may  then  be  used  by  the  participant  to 
support  an  application  to  a  four-year 
IHE  that  offers  an  undergraduate  degree 
in  VR  counseling.  However,  it  is  up  to 
the  applicant  to  determine  whether  the 
Institute  will  award  an  academic  or  non- 
academic  certificate.  Further,  the 
applicant  must  establish  requirements 
and  criteria  for  obtaining  the  VR 
certificate  and  define  how  the  certificate 
may  be  used  by  participants,  if  desired, 
to  pursue  an  advanced  degree. 

Change:  In  order  to  clarify  the 
purpose  of  a  VR  certificate,  we  added 
language  to  the  introductory  paragraph 
of  Priority  1  to  clarify  that  the  Institute 
may  determine  whether  the  VR 
certificate  awarded  will  be  academic  or 
non-academic,  the  requirements  for 
obtaining  such  a  certificate,  and  how  the 
certificate  may  be  used  by  participants 
who  earn  it. 

Comment:  Commenters  raised 
concerns  regarding  excessively  high 
unemployment  and  an  overall  lack  of 
industry  in  many  tribal  communities 
and  how  those  issues  may  affect  the 
training  topic  specified  in  Priority  1  to 
focus  on  effective  communication  with 
business.  Commenters  suggested  that 
the  content  in  this  topic  be  expanded  to 
include  approaches  for  developing 
relationships  and  working  with 
entrepreneurs,  small  businesses,  and 
cooperative  businesses  that  may  offer 
emerging  employment  opportunities  for 
tribal  members  with  disabilities. 

Discussion:  We  recognize  the 
commenters’  concerns  related  to  high 
unemployment  and  accept  their 
proposed  suggestions  for  expanding  the 
topic  focused  on  effective 
communication  with  business  to 
include  working  with  entrepreneurs, 
small  businesses,  and  cooperative 
businesses. 

Change:  In  order  to  ensure  that  the 
training  module  titled  “Effective 
Commvmication  with  Business”  is  an 
accurate  representation  of  the 
marketplace  in  tribal  communities,  we 
expanded  the  first  sentence  of  Priority  1, 


paragraph  (a)(3),  to  include  all  types  of 
businesses,  especially  entrepreneurs, 
small  businesses,  and  cooperative 
businesses  that  may  offer  employment 
opportunities  for  tribal  members  with 
disabilities. 

Comment:  None. 

Discussion:  In  our  own  review  of  the 
priorities,  it  became  apparent  that 
paragraph  (h)(4)  of  Priority  1  is  unclear 
and  that  the  language  in  that  paragraph 
does  not  meaningfully  add  to  the 
requirements  for  the  priority.  Therefore, 
we  are  removing  this  language. 

Change:  In  Priority  1,  paragraph  (h)(4) 
is  removed.  Therefore,  paragraph  (h)(5) 
in  Priority  1  is  renumbered  as  paragraph 
(h)(4). 

Comment:  A  few  commenters 
requested  clarification  regarding 
whether  Priority  2  is  a  subset  of  Priority 
1  and  whether  applicants  will  be 
required  to  meet  both  priorities. 

Discussion:  We  believe  that  the 
Institute,  as  proposed,  must  be 
developed  and  delivered  through 
collaboration  between  a  four-year  IHE 
and  a  two-year  community  college  or 
tribal  college.  We  believe  that  the 
priorities,  as  WTitten,  are  clear. 

Change:  None. 

Comment:  A  few  commenters 
requested  clarification  regarding  Priority 
2,  which,  as  proposed,  requires 
collaboration  between  a  four-year  IHE 
and  a  two-year  community  college  or 
tribal  college.  Commenters  inquired  as 
to  whether  other  partners,  in  addition  to 
a  four-year  IHE  and  a  two-year 
community  college  or  tribal  college, 
could  be  involved  in  a  collaboration 
agreement. 

Discussion:  In  Priority  2,  as  proposed, 
we  require  collaboration  between  a  four- 
year  IHE  and  a  two-year  community 
college  or  tribal  college.  The 
collaboration  may  be  expanded  to 
include  other  relevant  partners  to 
support  the  goals  and  expected 
outcomes  of  this  project,  such  as  a 
business.  However,  the  collaboration 
must  include,  at  a  minimum,  a  four-year 
IHE  and  a  two-year  community  college 
or  tribal  college.  We  believe  that  the 
priority  is  clear  as  \vritten. 

Change:  None. 

Comment:  None. 

Discussion:  In  our  own  review  of  the 
priorities  and  the  comments  we 
received,  it  became  clear  that  applicants 
could  benefit  from  additional  details 
and  clarification  about  our  requirements 
in  Priority  2.  Therefore,  we  revised  the 
priority  to  clarify  its  purpose, 
requirements,  intended  outcomes,  and 
how  applicants  are  to  respond  to  the 
priority.  First,  the  purpose  of  Priority  2 
is  to  require  a  partnership  between  a 
four-year  IHE  and  a  two-year 
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community  college  or  tribal  college  to 
effectively  implement  the  requirements 
of  Priority  1.  We  believe  that 
community  colleges  or  tribal  colleges 
are  uniquely  suited  to  provide  the  type 
of  customized  instruction  necessary  to 
meet  the  requirements  of  Priority  1.  In 
addition,  the  involvement  of  a  four-year 
IHE  will  improve  the  instruction  by 
providing  access  to  faculty  who  possess 
a  breadth  of  knowledge  and  experience 
in  the  field  of  VR.  Therefore,  applicants 
will  respond  to  Priority  2  by 
demonstrating,  in  the  narrative  portion 
of  their  application,  that  the  Institute 
reflects  a  collaboration  of  knowledge, 
experience,  skills,  faculty,  curriculum, 
resources,  and  technology  between  a 
four-year  IHE  and  a  two-year 
community  college  or  tribal  college  in 
order  to  deliver  a  high-quality 
structured  program  of  training  on 
foundational  VR  knowledge  and  skills 
in  a  culturally  appropriate  manner. 

Second,  Priority  2,  as  proposed,  was 
wTitten  to  require  collaboration  between 
a  four-year  IHE  and  a  two-year 
community  college  or  tribal  college.  We 
replaced  the  term  “collaboration”  in  the 
proposed  priority  with  the  term 
“partnership”  in  the  final  priority  in 
order  to  better  reflect  the  type  of 
relationship  that  we  intended  between 
the  four-year  IHE  and  the  two-year 
community  college  or  tribal  college.  In 
addition.  Priority  2,  as  proposed,  was 
wTitten  to  require  a  formal  agreement 
between  a  four-year  IHE  and  a  two-year 
community  or  tribal  college.  We 
replaced  the  term  “formal  agreement” 
with  the  term  “partnership  agreement” 
in  order  to  better  reflect  the  purpose  of 
the  priority.  In  Priority  2,  the 
partnership  agreement  is  required  to  be 
submitted  in  addition  to  the  narrative 
portion  of  the  application. 

Third,  Priority  2,  as  proposed,  would 
have  given  the  Secretary  discretion  to 
require  the  formal  agreement  to  include 
the  signatures  of  the  president  and  chief 
financial  officer  from  the  four-year  IHE 
and  the  two-year  community  college  or 
tribal  college.  However,  after  review,  we 
concluded  that  it  is  essential  that  the 
partnership  agreement  contain  the 
signatmes  of  the  president  and  chief 
financial  officer  of  both  parties,  and  we 
make  this  a  mandatory  component  of 
the  agreement.  In  addition,  we 
concluded  that  the  remaining  four 
elements  of  the  agreement  are  also 
critical  to  ensuring  that  the  partnership 
is  able  to  effectively  implement  the 
requirements  in  Priority  1  and  meet  the 
goal  of  the  Institute.  Therefore,  the 
partnership  agreement  described  in 
Priority  2  must  contain  all  four 
components,  three  of  which  we  revised 


to  clarify  and  streamline  the 
applications. 

Finally,  a  component  in  Priority  2,  as 
proposed,  required  the  formal 
agreement  to  include  in-kind  or 
financial  contributions  from  both 
parties.  However,  because  there  are  no 
matching  requirements  in  this  program, 
we  revised  this  component  to  make 
clear  that  these  contributions  are  not 
required.  Another  component  in  Priority 
2,  as  proposed,  required  the  formal 
agreement  to  include  a  plan  to  sustain 
the  partnership  after  the  Federal 
investment  ends.  We  revised  this 
requirement  for  the  partnership 
agreement  in  the  final  priority  to  require 
applicants  to  provide  a  brief  strategy  to 
sustain  the  partnership  after  the  Federal 
investment  ends. 

Change:  Priority  2  is  revised  to  clarify 
the  requirements  for  the  partnership 
between  a  four-year  IHE  and  two-year 
community  college  or  tribal  college, 
including  its  objective  of  delivering  a 
high-quality  structured  program  of 
training  on  foundational  VR  knowledge 
and  skills  in  a  culturally  appropriate 
manner.  Priority  2  also  is  revised  to 
require  a  partnership  agreement,  which 
must  be  signed  by  the  president  and 
chief  financial  officer  of  both  parties. 

The  required  partnership  agreement 
must  include  a  brief  description  of  how 
the  partnership  will  operate  each  year 
during  the  five-year  grant  period  of 
performance.  The  agreement  must  also 
describe  how  information  regarding  the 
progress  of  the  grant,  as  well  as  any 
issues  and  challenges,  will  be 
communicated;  what  steps  will  be  taken 
to  resolve  conflicts;  the  roles, 
responsibilities,  and  deliverables  of 
each  party;  and  the  arrangements,  if  any, 
for  supporting  the  program  with 
resources,  that  are  not  paid  for  by  the 
award;  and  include  a  brief  strategy  to 
sustain  the  partnership  and  the 
structured  training  program  after  the 
Federal  investment  ends. 

Final  Priorities 

Priority  1:  Vocational  Rehabilitation 
Training  Institute  for  the  Preparation  of 
Personnel  in  American  Indian 
Vocational  Rehabilitation  Services 
Projects 

The  Assistant  Secretary  for  Special 
Education  and  Rehabilitative  Services 
establishes  a  priority  to  support  one 
Institute  under  section  21(b)(2)(C)  of  the 
Rehabilitation  Act  of  1973,  as 
amended — the  Vocational  Rehabilitation 
(VR)  Training  Institute  for  the 
Preparation  of  Personnel  in  American 
Indian  Vocational  Rehabilitation 
Services  (AIVRS)  Projects  (the  Institute). 
The  Institute  will  provide  a  structured 


program  of  training  in  vocational 
rehabilitation  (VR)  to  current  personnel 
of  the  AIVRS  projects  to  improve  the 
delivery  of  VR  services  to  American 
Indians  with  disabilities.  The  Institute 
will  conduct  outreach  activities  and 
consult  with  appropriate  and  relevant 
entities  in  developing  and  providing 
training  and  TA  to  AIVRS  projects.  All 
products,  curricula,  and  deliverables 
developed  by  the  Institute  must  reflect 
the  AIVRS  population  and  diversity 
among  its  communities  to  the  maximum 
extent  possible.  The  Institute  will 
consist  of  a  series  of  trainings 
specifically  geared  towards  building 
foundational  skills  that,  when 
satisfactorily  completed,  will  lead  to  a 
VR  certificate  awarded  by  the  Institute. 
The  Institute  may  determine  whether 
the  VR  certificate  awarded  will  be 
academic  or  non-academic,  the 
requirements  for  obtaining  such  a 
certificate,  and  how  the  certificate  may 
be  used  by  participants  who  earn  it.  The 
series  of  trainings  may  be  offered  in  a 
traditional  classroom  setting,  through 
distance  learning,  through  week-long 
institutes,  at  regional  trainings 
throughout  the  country  as  an  extension 
of  national  conferences,  and  through 
other  delivery  methods,  as  appropriate, 
to  meet  the  needs  of  the  targeted 
audience.  In  addition,  grant  funds  may 
be  used  to  provide  reasonable  financial 
assistance  to  offset  costs  associated  with 
travel  for  participants  who  may  be 
located  in  remote  areas  of  the  country. 
The  Institute  will  conduct  an 
assessment  before  and  after  providing 
training  for  each  participant  in  order  to 
assess  strengths  and  specific  areas  for 
improvement,  educational  attainment 
and  application  of  skills,  and  any  issues 
or  challenges  to  be  addressed  post¬ 
training  to  ensure  improved  delivery  of 
VR  services  to  American  Indians  with 
disabilities.  The  Institute  will  provide 
follow-up  TA  to  participants  to  address 
any  issues  or  challenges  that  are 
identified  post-training  and  to  ensure 
that  the  training  they  received  is  applied 
effectively  in  their  work  setting.  Finally, 
the  Institute  will  conduct  an  evaluation 
to  obtain  feedback  on  the  training  and 
follow-up  TA  and  to  determine  whether 
this  improvement  contributed  to 
increased  employment  outcomes  for 
American  Indians  with  disabilities. 

The  Department  will  award  this  grant 
as  a  cooperative  agreement  to  ensure 
that  there  is  substantial  involvement 
(i.e.,  significant  communication  and 
collaboration)  between  RSA  and  the 
grantee  in  carrying  out  the  activities  of 
the  program  (34  CFR  75.200(b)(4)). 

In  coordination  with  the  Department, 
the  Institute  must,  in  a  culturally 
appropriate  manner: 
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(a)  Develop  a  structured  program  of 
training  on  foundational  VR  knowledge 
and  skills  that  will  lead  to  AIVRS 
personnel  earning  a  VR  certificate.  The 
training  would  include,  at  a  minimum: 
vocational  assessment,  determination  of 
applicant  eligibility,  development  of  an 
individualized  plan  for  employment 
(IPE),  the  acquisition  and  use  of 
assistive  technology,  and  obtaining  and 
using  up-to-date  labor  market 
information  to  understand  the  local 
economy  and  effectively  match  the 
skills  of  AIVRS  consumers  with  the 
needs  of  employers.  The  Institute  must 
provide  culturally  relevant  training  that 
goes  beyond  technical  compliance  with 
the  program  statute  and  regulations 
applicable  to  the  AIVRS  program 
(Section  121  of  the  Rehabilitation  Act, 

34  CFR  Parts  369  and  371,  and  EDGAR) 
and  focuses  on  providing  the  basic 
foundational  skills  necessary  to  improve 
counseling  and  VR  services  provided  by 
AIVRS  personnel.  The  training  topics 
must  include,  at  a  minimum: 

(1)  Introduction  to  VR:  An  orientation 
to  the  field  of  VR,  addressing  in  general 
terms  the  various  disabilities  a  VR 
counselor  is  apt  to  encounter  working  in 
an  AIVRS  project.  The  training 
developed  by  the  Institute  must  teach 
AIVRS  personnel  to  understand  the 
nature  of  a  significant  disability  and  the 
complexities  a  person  with  such  a 
disability  experiences  and  must  teach 
how  various  disabilities  affect  an 
individual’s  ability  to  participate  in 
competitive  employment: 

(2j  Effective  communication  with 
AIVRS  consumers  including: 
Identification  of  approaches  to, 
techniques  for,  and  relevant  examples  of 
developing  trust  and  rapport  with 
individuals  with  a  disability; 
appropriate  conduct  when  engaging 
with  individuals  with  a  disability;  and 
interacting  with  members  of  the  tribal 
council; 

(3)  Effective  commrmication  with 
business  including:  Identification  of 
approaches  to,  techniques  for,  and 
relevant  examples  of  building  and 
maintaining  relationships  with  all  types 
of  businesses,  especially  entrepreneurs, 
small  businesses,  and  cooperative 
businesses  that  may  offer  emerging 
employment  opportunities  for  tribal 
members  with  disabilities.  This  training 
topic  includes  educating  potential 
employers  about  how  reasonable 
accommodations  and  assistive 
technology  can  be  used  to  support 
effectively  the  employment  of 
individuals  with  disabilities.  The 
Institute  must  also  teach  participants 
how  to  obtain  accurate  labor  market 
information  on  available  employment 
opportunities  in  their  State  and  local 


area,  and  how  to  identify  education, 
technical  requirements,  and  necessary 
skill  sets  for  the  jobs  available; 

(4)  Conducting  a  vocational 
assessment  and  determining  eligibility: 
How  to  obtain  and  evaluate  necessary 
medical  and  other  documentation  and 
the  results  of  assessments  that  may  have 
been  conducted  by  entities  other  than 
the  AIVRS  project.  The  Institute  must 
teach  AIVRS  personnel  how  to  use 
appropriate  assessment  tools  that  assist 
in  determining  an  individual’s 
eligibility  for  VR  services  and  in 
developing  an  IPE; 

(5)  Managing  caseload:  How  to 
manage  cases  so  that  information  can  be 
retrieved  and  communicated  to  the 
AIVRS  consumer  in  a  timely  manner. 
The  Institute  must  teach  AIVRS 
personnel  how  to  create,  manage,  and 
appropriately  close  consumer  case  files; 

(6)  Development  of  an  IPE:  How  to 
plan  and  provide  VR  services  that  lead 
to  meaningful  employment 
opportunities  that  are  at  appropriate 
skill  levels  and  consistent  with  the 
consumer’s  abilities,  interests,  and 
informed  choice;  and 

(7)  Development  of  job-seeking  skills: 
Identification  of  approaches  to, 
techniques  for,  and  relevant  examples  of 
improving  job-seeking  skills.  This 
includes  resume  preparation,  practicing 
interview  skills,  networking,  navigating 
job  sites,  targeting  job  searches,  and 
other  effective  skills  that  will  lead  to  job 
placement  for  AIVRS  consumers. 

(b)  Develop  a  course  syllabus  that 
describes  the  proposed  sequence  of 
topical  training. 

(c)  Develop  a  training  module  for  one 
of  the  seven  topics  in  paragraph  (a)  to 
serve  as  an  example  for  how 
participants  will  be  trained  in  that  area. 

(d)  Develop  a  recruitment  and 
retention  plan  that  describes  how  the 
Institute  will  conduct  outreach  activities 
and  recruitment  efforts  to  enroll  current 
AIVRS  personnel  in  the  Institute. 

Current  AIVRS  staff  may  nominate 
themselves  or  be  nominated  by  the 
AIVRS  project  director  to  participate  in 
the  Institute.  The  plan  must  also 
describe  how  the  Institute  will  provide 
academic  support  and  counseling  for 
AIVRS  personnel  to  ensure  successful 
completion,  as  well  as  steps  that  will  be 
taken  to  provide  assistance  to  AIVRS 
personnel  who  are  not  performing  to 
their  fullest  potential  in  the  Institute’s 
structured  program  of  training. 

(e)  Identify  innovative  methods  and 
strategies  for  supporting  AIVRS 
personnel  when  they  have  completed 
the  training,  including  a  plan  for 
maintaining  regular  contact  with  AIVRS 
personnel  upon  successful  completion 
of  the  structured  program  of  training 


and  providing  follow-up  TA  on  various 
situations  and  settings  encountered  by 
AIVRS  personnel  in  working  with 
American  Indians  with  disabilities,  as 
well  as  TA  on  effective  programmatic 
and  fiscal  management  of  an  AIVRS 
project. 

(fj  Develop  an  assessment  tool  for  use 
by  the  Institute  before  and  after  the 
training.  The  assessment  must  identify 
the  strengths  and  specific  areas  in 
which  participants  need  to  improve 
prior  to  the  beginning  of  the  training.  In 
addition,  90  days  after  the  training  is 
completed,  the  assessment  must 
evaluate  the  attainment  of  skills, 
demonstrated  application  of  those  skill 
sets,  and  any  issues  or  challenges  for 
participating  AIVRS  personnel  that  may 
impact  improved  delivery  of  VR 
services  to  American  Indians  with 
disabilities.  The  Institute  must 
administer  the  assessment  tool  and 
provide  a  copy  to  participants.  The 
Institute  must  also  ensure  that  the 
results  are  reviewed  with  participating 
AIVRS  personnel  and  shared  with  their 
respective  Directors. 

(g)  Describe  a  plan  to  provide  follow¬ 
up  TA,  either  virtually  or  on-site,  to 
participants.  The  purpose  is  to  ensure 
that  the  training  that  AIVRS  personnel 
received  is  applied  effectively  in  their 
work  settings  and  addresses  any  issues 
or  challenges  identified  as  a  result  of  the 
assessment  that  is  conducted  90  days 
after  the  training  is  completed. 

(h)  Describe  how  the  Institute  will  be 
evaluated.  Such  a  description  must 
include: 

(1)  How  the  Institute  will  determine 
its  impact  over  a  period  of  time  on 
improving  the  delivery  of  VR  services  to 
American  Indians  with  disabilities  and 
increasing  employment  outcomes; 

(2)  How  input  from  AIVRS  project 
directors  will  be  included  in  the 
evaluation: 

(3)  How  feedback  from  American 
Indians  with  disabilities  will  be 
included  in  the  evaluation; 

(4)  How  the  data  and  results  from  the 
evaluation  will  be  used  to  make 
necessary  adjustments  and 
improvements  to  AIVRS  projects  and 
training  of  AIVRS  personnel. 

Priority  2:  Partnership  Between  a  Four- 
Year  Institution  of  Higher  Education 
and  a  Two-Year  Community  College  or 
Tribal  College 

Applicants  will  demonstrate,  in  the 
narrative  portion  of  their  application, 
that  the  Institute  reflects  a  collaboration 
of  knowledge,  experience,  skills, 
faculty,  curricula  resources,  and 
technology  between  a  four-year  IHE  and 
a  two-year  community  college  or  tribal 
college  in  order  to  deliver  a  high-quality 
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foundational  VR  knowledge  and  skills 
in  a  culturally  appropriate  manner. 

Applicants  are  required  to  submit  a 
partnership  agreement,  in  addition  to 
the  narrative  portion  of  their 
application.  The  partnership  agreement 
must  be  signed  by  the  president  and 
chief  financial  officer  of  both  parties. 
Applicants  must  include  a  brief 
description  in  the  partnership 
agreement  of  how  the  partnership  will 
operate  each  year  during  the  five-year 
grant  period  of  performance.  Applicants 
must  also  summarize  in  the  agreement 
how  information  regarding  the  progress 
of  the  grant,  as  well  as  any  issues  and 
challenges,  will  be  communicated;  what 
steps  will  be  taken  to  resolve  conflicts; 
the  roles,  responsibilities,  and 
deliverables  of  each  party;  and  the 
arrangements,  if  any,  for  supporting  the 
program  with  resources,  that  are  not 
paid  for  by  the  award.  Finally, 
applicants  must  provide  a  brief  strategy 
in  the  agreement  to  sustain  the 
partnership  and  the  structured  training 
program  after  the  Federal  investment 
ends. 

Types  of  Priorities: 

When  inviting  applications  for  a 
competition  using  one  or  more 
priorities,  we  designate  the  type  of  each 
priority  as  absolute,  competitive 
preference,  or  invitational  through  a 
notice  in  the  Federal  Register.  The 
effect  of  each  type  of  priority  follows: 

Absolute  priority:  Under  an  absolute 
priority,  we  consider  only  applications 
that  meet  the  priority  (34  CFR 
75.105(cK3)). 

Competitive  preference  priority: 

Under  a  competitive  preference  priority, 
we  give  competitive  preference  to  an 
application  by  (1)  awarding  additional 
points,  depending  on  the  extent  to 
which  the  application  meets  the  priority 
(34  CFR  75.105(c)(2)(i));  or  (2)  selecting 
an  application  that  meets  the  priority 
over  an  application  of  comparable  merit 
that  does  not  meet  the  priority  (34  CFR 
75.105(c)(2)(ii)). 

Invitational  priority:  Under  an 
invitational  priority,  we  are  particularly 
interested  in  applications  that  meet  the 
priority.  However,  we  do  not  give  an 
application  that  meets  the  priority  a 
preference  over  other  applications  (34 
CFR  75.105(c)(1)). 

This  notice  does  not  preclude  us  from 
proposing  additional  priorities, 
requirements,  definitions,  or  selection 
criteria,  subject  to  meeting  applicable 
rulemaking  requirements. 

Note:  This  notice  does  not  solicit 
applications.  In  any  year  in  which  we  choose 
to  use  these  priorities,  we  invite  applications 
through  a  notice  in  the  Federal  Register. 


Regulatory  Impact  Analysis 

Under  Executive  Order  12866,  the 
Secretary  must  determine  whether  this 
regulatory  action  is  “significant”  and, 
therefore,  subject  to  the  requirements  of 
the  Executive  order  and  subject  to 
review  by  the  Office  of  Management  and 
Budget  (0MB).  Section  3(f)  of  Executive 
Order  12866  defines  a  “significant 
regulatory  action”  as  an  action  likely  to 
result  in  a  rule  that  may — 

(1)  Have  an  annual  effect  on  the 
economy  of  $100  million  or  more,  or 
adversely  affect  a  sector  of  the  economy, 
productivity,  competition,  jobs,  the 
environment,  public  health  or  safety,  or 
State,  local,  or  tribal  governments  or 
communities  in  a  material  way  (also 
referred  to  as  an  “economically 
significant”  rule); 

(2)  Create  serious  inconsistency  or 
otherwise  interfere  with  an  action  taken 
or  planned  by  another  agency; 

(3)  Materially  alter  the  budgetary 
impacts  of  entitlement  grants,  user  fees, 
or  loan  programs  or  the  rights  and 
obligations  of  recipients  thereof;  or 

(4)  Raise  novel  legal  or  policy  issues 
arising  out  of  legal  mandates,  the 
President’s  priorities,  or  the  principles 
stated  in  the  Executive  order. 

This  final  regulatory  action  is  not  a 
significant  regulatory  action  subject  to 
review  by  0MB  under  section  3(f)  of 
Executive  Order  12866. 

We  have  also  reviewed  this  final 
regulatory  action  under  Executive  Order 
13563,  which  supplements  and 
explicitly  reaffirms  the  principles, 
structures,  and  definitions  governing 
regulatory  review  established  in 
Executive  Order  12866.  To  the  extent 
permitted  by  law.  Executive  Order 
13563  requires  that  an  agency — 

(1)  Propose  or  adopt  regulations  only 
upon  a  reasoned  determination  that 
their  benefits  justify  their  costs 
(recognizing  that  some  benefits  and 
costs  are  difficult  to  quantify); 

(2)  Tailor  its  regulations  to  impose  the 
least  burden  on  society,  consistent  with 
obtaining  regulatory  objectives  and 
taking  into  account — among  other  things 
and  to  the  extent  practicable — the  costs 
of  cumulative  regulations; 

(3)  In  choosing  among  alternative 
regulatory  approaches,  select  those 
approaches  that  maximize  net  benefits 
(including  potential  economic, 
environmental,  public  health  and  safety, 
and  other  advantages;  distributive 
impacts;  and  equity); 

(4)  To  tbe  extent  feasible,  specify 
performance  objectives,  ratber  than  the 
behavior  or  manner  of  compliance  a 
regulated  entity  must  adopt;  and 


alternatives  to  direct  regulation, 
including  economic  incentives — such  as 
user  fees  or  marketable  permits — to 
encourage  the  desired  behavior,  or 
provide  information  that  enables  tbe 
public  to  make  choices. 

Executive  Order  13563  also  requires 
an  agency  “to  use  the  best  available 
techniques  to  quantify  anticipated 
present  and  future  benefits  and  costs  as 
accurately  as  possible.”  The  Office  of 
Information  and  Regulatory  Affairs  of 
0MB  has  emphasized  that  these 
techniques  may  include  “identifying 
changing  future  compliance  costs  that 
might  result  from  technological 
innovation  or  anticipated  behavioral 
changes.” 

We  are  issuing  these  final  priorities 
only  on  a  reasoned  determination  that 
their  benefits  justify  their  costs.  In 
choosing  among  alternative  regulatory 
approaches,  we  selected  those 
approaches  that  maximize  net  benefits. 
Based  on  the  analysis  that  follows,  the 
Department  believes  that  this  regulatory 
action  is  consistent  with  the  principles 
in  Executive  Order  13563. 

We  also  have  determined  that  this 
final  regulatory  action  does  not  unduly 
interfere  with  State,  local,  and  tribal 
governments  in  the  exercise  of  their 
governmental  functions. 

In  accordance  with  both  Executive 
orders,  the  Department  has  assessed  the 
potential  costs  and  benefits,  both 
quantitative  and  qualitative,  of  this 
regulatory  action.  The  potential  costs 
are  those  resulting  from  statutory 
requirements  and  those  we  have 
determined  as  necessary  for 
administering  the  Department’s 
programs,  projects,  and  activities. 

Intergovernmental  Review:  This 
program  is  subject  to  Executive  Order 
12372  and  the  regulations  in  34  CFR 
part  79,  unless  the  applicant  is  a 
federally  recognized  Indian  tribe.  One  of 
the  objectives  of  the  Executive  order  is 
to  foster  an  intergovernmental 
partnership  and  a  strengthened 
federalism.  The  Executive  order  relies 
on  processes  developed  by  State  and 
local  governments  for  coordination  and 
review  of  proposed  Federal  financial 
assistance. 

This  document  provides  early 
notification  of  our  specific  plans  and 
actions  for  this  program. 

Accessible  Format:  Individuals  with 
disabilities  can  obtain  this  document  in 
an  accessible  format  (e.g.,  braille,  large 
print,  audiotape,  or  compact  disc)  by 
contacting  the  Grants  and  Contracts 
Services  Team,  U.S.  Department  of 
Education,  400  Maryland  Avenue  SW., 
Room  5075,  PCP,  Washington,  DC 
20202-2550.  Telephone:  (202)  245- 
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7363.  If  you  use  a  TDD  or  a  TTY,  call 
the  FRS,  toll  free,  at  1-800-877-8339. 

Electronic  Access  to  This  Document: 
The  official  version  of  this  document  is 
the  document  published  in  the  Federal 
Register.  Free  Internet  access  to  the 
official  edition  of  the  Federal  Register 
and  the  Code  of  Federal  Regulations  is 
available  via  the  Federal  Digital  System 
at:  www.gpo.gov/fdsys.  At  this  site  you 
can  view  this  document,  as  well  as  all 
other  documents  of  this  Department 
published  in  the  Federal  Register,  in 
text  or  Adobe  Portable  Document 
Format  (PDF).  To  use  PDF  you  must 
have  Adobe  Acrobat  Reader,  which  is 
available  free  at  the  site. 

You  may  also  access  documents  of  the 
Department  published  in  the  Federal 
Register  by  using  the  article  search 
feature  at:  www.federalregister.gov. 
Specifically,  through  the  advanced 
search  feature  at  this  site,  you  can  limit 
your  search  to  documents  published  by 
the  Department. 

Dated:  August  11, 2014. 

Michael  K.  Yudin, 

Acting  Assistant  Secretary  for  Special 
Education  and  Rehabilitative  Services. 

[FR  Doc.  2014-19285  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4000-01-P 


DEPARTMENT  OF  VETERANS 
AFFAIRS 

38  CFR  Part  3 

RIN  2900-A084 

Specially  Adapted  Housing  Eligibility 
for  Amyotrophic  Lateral  Sclerosis 
Beneficiaries 

AGENCY:  Department  of  Veterans  Affairs. 
ACTION:  Final  rule. 

SUMMARY:  The  Department  of  Veterans 
Affairs  (VA)  amended  by  interim  final 
rule  its  adjudication  regulation 
regarding  specially  adapted  housing 
(SAH)  to  authorize  automatic  issuance 
of  a  certificate  of  eligibility  for  SAH  to 
all  veterans  and  active-duty 
servicemembers  with  service-connected 
amyotrophic  lateral  sclerosis  (ALS) 
rated  totally  disabling  under  the  VA 
Schedule  for  Rating  Disabilities.  This 
document  adopts  as  a  final  rule,  without 
change,  the  interim  final  rule  published 
in  the  Federal  Register  on  December  3, 
2013. 

DATES:  Effective  date:  August  14,  2014. 

Applicability  date:  The  provisions  of 
this  regulatory  amendment  apply  to  all 
applications  for  SAH  pending  before  VA 
on  or  received  after  December  3,  2013. 
FOR  FURTHER  INFORMATION  CONTACT: 
Randy  A.  McKevitt,  Legal  Consultant, 


Regulations  Staff  (21  ID),  Compensation 
Service,  Veterans  Benefits 
Administration,  Department  of  Veterans 
Affairs,  810  Vermont  Avenue  NW., 
Washington,  DC  20420,  (202)  461-9700. 
This  is  not  a  toll-free  number. 

SUPPLEMENTARY  INFORMATION:  In  a 

document  published  in  the  Federal 
Register  on  December  3,  2013  (78  FR 
72573),  VA  amended  its  regulations 
concerning  SAH.  The  amendment 
authorized  automatic  issuance  of  a 
certificate  of  eligibility  for  SAH  to  all 
veterans  and  active-duty 
servicemembers  with  service-connected 
ALS  rated  totally  disabling  under  the 
VA  Schedule  for  Rating  Disabilities.  The 
comment  period  for  that  interim  final 
regulation  ended  February  3,  2014.  VA 
received  no  comments.  Based  on  the 
rationale  set  forth  in  the  interim  final 
rule,  we  are  adopting  the  provisions  of 
the  interim  final  rule  as  a  final  rule 
without  change. 

Administrative  Procedure  Act 

Pursuant  to  5  U.S.C.  553(b)(B)  and 
(d)(3),  VA  found  that  there  was  good 
cause  to  dispense  with  advance  public 
notice  and  opportunity  to  comment  on 
the  interim  final  rule  and  good  cause  to 
publish  that  rule  with  an  immediate 
effective  date.  The  interim  final  rule  was 
necessary  to  implement  immediately  the 
Secretary’s  decision  to  establish  SAH 
eligibility  for  all  persons  with  totally- 
disabling  service-connected  ALS.  Delay 
in  the  implementation  of  this  rule 
would  have  been  impracticable  and 
contrary  to  the  public  interest, 
particularly  to  veterans  and  active-duty 
servicemembers. 

Because  the  survival  period  for 
persons  suffering  from  ALS  is  generally 
18-48  months  or  less  from  the  onset  of 
symptoms,  any  delay  in  establishing 
SAH  eligibility  is  extremely  detrimental 
to  veterans  and  active-duty 
servicemembers  who  are  currently 
afflicted  with  ALS.  Any  delay  in 
implementation  until  after  a  public- 
comment  period  could  have  delayed 
modifying  the  regulated  certificate  of 
eligibility  process,  depriving  ALS 
veterans  and  active-duty 
servicemembers  of  quick  and  efficient 
access  to  SAH  benefits. 

For  the  foregoing  reasons,  the 
Secretary  issued  the  rule  as  an  interim 
final  rule  with  immediate  effect. 

Paperwork  Reduction  Act 

This  final  rule  contains  no  provisions 
constituting  a  collection  of  information 
under  the  Paperwork  Reduction  Act  of 
1995  (44  U.S.C.  3501-3521). 


Regulatory  Flexibility  Act 

The  Secretary  hereby  certifies  that 
this  final  rule  will  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities  as  they  are 
defined  in  the  Regulatory  Flexibility 
Act,  5  U.S.C.  601-612.  This  final  rule 
will  not  affect  any  small  entities.  Only 
VA  beneficiaries  will  be  directly 
affected.  Therefore,  pursuant  to  5  U.S.C. 
605(b),  this  final  rule  is  exempt  from  the 
initial  and  final  regulatory  flexibility 
analysis  requirements  of  sections  603 
and  604. 

Executive  Orders  12866  and  13563 

Executive  Orders  12866  and  13563 
direct  agencies  to  assess  the  costs  and 
benefits  of  available  regulatory 
alternatives  and,  when  regulation  is 
necessary,  to  select  regulatory 
approaches  that  maximize  net  benefits 
(including  potential  economic, 
environmental,  public  health  and  safety 
effects,  and  other  advantages; 
distributive  impacts;  and  equity). 
Executive  Order  13563  (Improving 
Regulation  and  Regulatory  Review) 
emphasizes  the  importance  of 
quantifying  both  costs  and  benefits, 
reducing  costs,  harmonizing  rules,  and 
promoting  flexibility.  Executive  Order 
12866  (Regulatory  Planning  and 
Review)  defines  a  “significant 
regulatory  action,’’  which  requires 
review  by  the  Office  of  Management  and 
Budget  (OMB),  as  “any  regulatory  action 
that  is  likely  to  result  in  a  rule  that  may: 
(1)  Have  an  annual  effect  on  the 
economy  of  $100  million  or  more  or 
adversely  affect  in  a  material  way  the 
economy,  a  sector  of  the  economy, 
productivity,  competition,  jobs,  the 
environment,  public  health  or  safety,  or 
State,  local,  or  tribal  governments  or 
communities;  (2)  Create  a  serious 
inconsistency  or  otherwise  interfere 
with  an  action  taken  or  planned  by 
another  agency;  (3)  Materially  alter  the 
budgetary  impact  of  entitlements, 
grants,  user  fees,  or  loan  programs  or  the 
rights  and  obligations  of  recipients 
thereof;  or  (4)  Raise  novel  legal  or  policy 
issues  arising  out  of  legal  mandates,  the 
President’s  priorities,  or  the  principles 
set  forth  in  this  Executive  Order.’’ 

The  economic,  interagency, 
budgetary,  legal,  and  policy 
implications  of  this  final  rule  have  been 
examined,  and  it  has  been  determined 
not  to  be  a  significant  regulatory  action 
under  Executive  Order  12866.  VA’s 
impact  analysis  can  be  found  as  a 
supporting  document  at  http:// 
www.regulations.gov,  usually  within  48 
hours  after  the  rulemaking  document  is 
published.  Additionally,  a  copy  of  the 
rulemaking  and  its  impact  analysis  are 
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available  on  VA’s  Web  site  at  http:// 
www’l. va.gov/orpm/,  by  following  the 
link  for  “VA  Regulations  Published.” 

Unfunded  Mandates 

The  Unfunded  Mandates  Reform  Act 
of  1995  requires,  at  2  U.S.C.  1532,  that 
agencies  prepare  an  assessment  of 
anticipated  costs  and  benefits  before 
issuing  any  rule  that  may  result  in  the 
expenditure  by  State,  local,  and  tribal 
governments,  in  the  aggregate,  or  by  the 
private  sector,  of  $100  million  or  more 
(adjusted  annually  for  inflation)  in  any 
one  year.  This  final  rule  will  have  no 
such  effect  on  State,  local,  and  tribal 
governments,  or  on  the  private  sector. 

Catalog  of  Federal  Domestic  Assistance 
Numbers  and  Titles 

The  Catalog  of  Federal  Domestic 
Assistance  program  numbers  and  titles 
for  this  rule  are  64.106,  Specially 
Adapted  Housing  for  Disabled  Veterans 
and  64.109,  Veterans  Compensation  for 
Service-Connected  Disability. 

Signing  Authority 

The  Secretary  of  Veterans  Affairs,  or 
designee,  approved  this  document  and 
authorized  the  imdersigned  to  sign  and 
submit  the  document  to  the  Office  of  the 
Federal  Register  for  publication 
electronically  as  an  official  document  of 
the  Department  of  Veterans  Affairs. 
Robert  A.  McDonald,  Secretary, 
Department  of  Veterans  Affairs, 
approved  this  document  on  August  6, 
2014,  for  publication. 

List  of  Subjects  in  38  CFR  Part  3 

Administrative  practice  and 
procedure.  Claims,  Disability  benefits, 
Health  care.  Pensions,  Radioactive 
materials.  Veterans,  Vietnam. 

Dated:  August  11,  2014. 

Robert  C.  McFetridge, 

Director.  Regulation  Policy  and  Management, 
Office  of  the  General  Counsel,  Department 
of  Veterans  Affairs. 

m  Accordingly,  the  interim  final  rule 
revising  38  CFR  part  3,  which  was 
published  at  78  FR  72573  on  December 
3,  2013,  is  adopted  as  a  final  rule 
without  change. 

(FR  Doc.  2014-19240  Filed  8-13-14;  8:45  am] 
BILLING  CODE  8320-01-P 


ENVIRONMENTAL  PROTECTION 
AGENCY 

40  CFR  Part  300 

[EPA-HQ-SFUND-1 990-001 1 ;  FRL-991 5- 
24-Region  6] 

National  Oil  and  Hazardous 
Substances  Pollution  Contingency 
Plan;  National  Priorities  List:  Direct 
Deletion  of  the  Monroe  Auto 
Equipment  (Paragould  Pit)  Superfund 
Site 

AGENCY:  Environmental  Protection 
Agency. 

ACTION:  Direct  final  rule. 

SUMMARY:  The  Environmental  Protection 
Agency  (EPA)  Region  6  is  publishing  a 
direct  final  Notice  of  Deletion  of  the 
Monroe  Auto  (Paragould  Pit)  Superfund 
Site  located  in  Paragould,  Greene 
County,  Arkansas,  from  the  National 
Priorities  List  (NPL).  The  NPL, 
promulgated  pursuant  to  section  105  of 
the  Comprehensive  Environmental 
Response,  Compensation,  and  Liability 
Act  (CERCLA)  of  1980,  as  amended,  is 
an  appendix  of  the  National  Oil  and 
Hazardous  Substances  Pollution 
Contingency  Plan  (NCP).  This  direct 
final  deletion  is  being  published  by  EPA 
with  the  concurrence  of  the  State  of 
Arkansas,  through  the  Arkansas 
Department  of  Environmental  Quality 
(ADEQ),  because  EPA  has  determined 
that  all  appropriate  response  actions 
under  CERCLA  have  been  completed. 
However,  this  deletion  does  not 
preclude  future  actions  under 
Superfund. 

DATES:  This  direct  final  deletion  is 
effective  October  14,  2014  unless  EPA 
receives  adverse  comments  by 
September  15,  2014.  If  adverse 
comments  are  received,  EPA  will 
publish  a  timely  withdrawal  of  the 
direct  final  deletion  in  the  Federal 
Register  informing  the  public  that  the 
deletion  will  not  take  effect. 

ADDRESSES:  Submit  your  comments, 
identified  by  Docket  ID  No.  EPA-HQ- 
SFUND-1 990-0011,  by  one  of  the 
following  methods: 

•  http://www.regulations.gov:  Follow 
internet  on-line  instructions  for 
submitting  comments. 

•  Email:  Brian  W.  Mueller, 
m  u  eller.  bri  an@epa  .gov. 

•  Fax.- 214-665-6660. 

•  Mail:  Brian  W.  Mueller;  U.S. 
Environmental  Protection  Agency, 

Region  6;  Superfund  Division  (6SF-RL); 
1445  Ross  Avenue,  Suite  1200;  Dallas, 
Texas  75202-7167. 

•  Hand  delivery:  U.S.  Environmental 
Protection  Agency,  Region  6;  1445  Ross 


Avenue,  Suite  700;  Dallas,  Texas  75202- 
2733;  Contact:  Brian  W.  Mueller  (214) 
665-7167.  Such  deliveries  are  only 
accepted  during  the  Docket’s  normal 
hours  of  operation,  and  special 
arrangements  should  be  made  for 
deliveries  of  boxed  information. 

Instructions:  Direct  your  comments  to 
Docket  ID  No.  EPA-HQ-SFUND-1 990- 
0011.  EPA’s  policy  is  that  all  comments 
received  will  be  included  in  the  public 
docket  without  change  and  may  be 
made  available  online  at  http:// 
wnvw. regulations. gov,  including  any 
personal  information  provided,  unless 
the  comment  includes  information 
claimed  to  be  Confidential  Business 
Information  (CBI)  or  other  information 
whose  disclosure  is  restricted  by  statute. 
Do  not  submit  information  that  you 
consider  to  be  CBI  or  otherwise 
protected  through  http:// 
Hnvw.regulations.gov  or  email.  The 
http://wH'w.regulations.gov'Weh  site  is 
an  “anonymous  access”  system,  which 
means  EPA  will  not  know  your  identity 
or  contact  information  unless  you 
provide  it  in  the  body  of  yom  comment. 
If  you  send  an  email  comment  directly 
to  EPA  without  going  through  http:// 
wH'w.regulations.gov,  your  email 
address  will  be  automatically  captured 
and  included  as  part  of  the  comment 
that  is  placed  in  the  public  docket  and 
made  available  on  the  Internet.  If  you 
submit  an  electronic  comment,  EPA 
recommends  that  you  include  your 
name  and  other  contact  information  in 
the  body  of  your  comment  and  with  any 
disk  or  CD-ROM  you  submit.  If  EPA 
cannot  read  your  comment  due  to 
technical  difficulties  and  cannot  contact 
you  for  clarification,  EPA  may  not  be 
able  to  consider  your  comment. 
Electronic  files  should  avoid  the  use  of 
special  characters,  any  form  of 
encr3q)tion,  and  be  free  of  any  defects  or 
viruses. 

Docket:  All  documents  in  the  docket 
are  listed  in  the  http:// 
www.reguIations.gov  index.  Although 
listed  in  the  index,  some  information  is 
not  publicly  available,  e.g.,  CBI  or  other 
information  whose  disclosure  is 
restricted  by  statute.  Certain  other 
material,  such  as  copyrighted  material, 
will  be  publicly  available  only  in  hard 
copy.  Publicly  available  docket 
materials  are  available  either 
electronically  in  http:// 
Hnvw.reguIations.gov  or  in  hard  copy  at: 
U.S.  Environmental  Protection  Agency, 
Region  6;  1445  Ross  Avenue,  Suite 
700;  Dallas,  Texas  75202-2733;  hours 
of  operation:  Monday  through  Friday, 
9:00  a.m.  to  12:00  p.m.  and  1:00  p.m. 
to  4:00  p.m.  Contact:  Brian  W. 

Mueller  (214)  665-7167. 
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Arkansas  Department  of  Environmental 
Quality,  5301  Northshore  Drive,  North 
Little  Rock,  Arkansas  72118;  Hours  of 
Operation:  Monday  through  Friday 
8:00  a.m.  until  4:30  p.m. 

Northeast  Arkansas  Regional  Library, 
located  at  120  North  12th  Street, 
Paragould,  Arkansas  72450;  Hours  of 
operation:  Monday  through  Thursday 
day  8:00  a.m.  until  6:00  p.m.,  Friday 
8:00  a.m.  until  4:00  p.m.,  and 
Saturday  8:00  a.m.  until  1:00  p.m. 

FOR  FURTHER  INFORMATION  CONTACT: 

Brian  W.  Mueller,  Remedial  Project 
Manager;  U.S.  Environmental  Protection 
Agency,  Region  6;  Superfund  Division 
(6SF-RL);  1445  Ross  Avenue,  Suite 
1200;  Dallas,  Texas  75202-2733,  (214) 
665-7167;  email:  mueller.brian® 
epa.gov. 

SUPPLEMENTARY  INFORMATION: 

Table  of  Contents 

I.  Introduction 

II.  Deletion  Criteria 

III.  Deletion  Procedures 

IV.  Basis  for  Site  Deletion 

V.  Deletion  Action 

I.  Introduction 

EPA  Region  6  is  publishing  this  direct 
final  Notice  of  Deletion  of  the  Monroe 
Auto  Pit.  Superfund  Site  (Site),  from  the 
National  Priorities  List  (NPL).  The  NPL 
constitutes  Appendix  B  of  40  CFR  Part 
300  which  is  the  Oil  and  Hazardous 
Substances  Pollution  Contingency  Plan 
(NCP),  which  EPA  promulgated 
pursuant  to  Section  105  of  the 
Comprehensive  Environmental 
Response,  Compensation  and  Liability 
Act  (CERCLA)  of  1980,  as  amended. 

EPA  maintains  the  NPL  as  the  list  of 
sites  that  appear  to  present  a  significant 
risk  to  public  health,  welfare,  or  the 
environment.  Sites  on  the  NPL  may  be 
the  subject  of  remedial  actions  financed 
by  the  Hazardous  Substance  Superfund 
(Fund).  As  described  in  §  300.425(e)(3) 
of  the  NCP,  sites  deleted  from  the  NPL 
remains  eligible  for  Fund-financed 
remedial  action  if  future  conditions 
warrant  such  actions. 

Because  EPA  considers  this  action  to 
be  noncontroversial  and  routine,  this 
action  will  be  effective  October  14,  2014 
unless  EPA  receives  adverse  comments 
by  September  15,  2014.  Along  with  this 
direct  final  Notice  of  Deletion,  EPA  is 
co-publishing  a  Notice  of  Intent  for 
Deletion  in  the  “Proposed  Rules” 
section  of  this  Federal  Register.  If 
adverse  comments  are  received  within 
the  30-day  public  comment  period  on 
this  deletion  action,  EPA  will  publish  a 
timely  withdrawal  of  this  direct  final 
Notice  of  Deletion  before  the  effective 
date  of  the  deletion  and  the  deletion 
will  not  take  effect.  EPA  will,  as 


appropriate,  prepare  a  response  to 
comments  and  continue  with  the 
deletion  process  on  the  basis  of  the 
Notice  of  Intent  for  Deletion  and  the 
comments  already  received.  There  will 
be  no  additional  opportunity  to 
comment. 

Section  II  of  this  document  explains 
the  criteria  for  deleting  sites  from  the 
NPL.  Section  III  discusses  procedures 
that  EPA  is  using  for  this  action.  Section 
IV  discusses  the  Monroe  Auto  Pit 
Superfund  Site  and  demonstrates  how  it 
meets  the  deletion  criteria.  Section  V 
discusses  EPA’s  action  to  delete  the  Site 
from  the  NPL  unless  adverse  comments 
are  received  during  the  public  comment 
period. 

II.  NPL  Deletion  Criteria 

The  NCP  establishes  the  criteria  that 
EPA  uses  to  delete  sites  from  the  NPL. 

In  accordance  with  40  CFR  300.425(e), 
sites  may  be  deleted  from  the  NPL 
where  no  further  response  is 
appropriate.  In  making  such  a 
determination  pursuant  to  40  CFR 
300.425(e),  EPA  will  consider,  in 
consultation  with  the  State,  whether  any 
of  the  following  criteria  have  been  met: 

i.  Responsible  parties  or  other  persons 
have  implemented  all  appropriate 
response  actions  required; 

ii.  All  appropriate  Fund-financed 
response  under  CERCLA  has  been 
implemented,  and  no  further  response 
action  by  responsible  parties  is 
appropriate;  or 

lii.  The  remedial  investigation  has 
shown  that  the  release  poses  no 
significant  threat  to  public  health  or  the 
environment  and,  therefore,  the  taking 
of  remedial  measures  is  not  appropriate. 

III.  Deletion  Procedures 

The  following  procedures  apply  to  the 
deletion  of  the  Site: 

(1)  EPA  has  consulted  with  the  state 
of  Arkansas  prior  to  developing  this 
direct  final  Notice  of  Deletion  and  the 
Notice  of  Intent  for  Deletion  co¬ 
published  in  the  “Proposed  Rules” 
section  of  this  Federal  Register. 

(2)  EPA  has  provided  the  state  30 
working  days  for  review  of  this  notice 
and  the  parallel  Notice  of  Intent  to 
Delete  prior  to  their  publication  today, 
and  the  state,  through  the  Arkansas 
Department  of  Environmental  Quality, 
has  concurred  on  this  deletion  of  the 
Site  from  the  NPL. 

(3)  Concurrently  with  the  publication 
of  this  direct  final  Notice  of  Deletion,  a 
notice  of  the  availability  of  the  parallel 
Notice  of  Intent  for  Deletion  is  being 
published  in  a  major  local  newspaper, 
the  Paragould  Daily  Press.  The 
newspaper  notice  announces  the  30-day 
public  comment  period  concerning  the 


Notice  of  Intent  for  Deletion  of  the  Site 
from  the  NPL. 

(4)  The  EPA  placed  copies  of 
documents  supporting  the  deletion  in 
the  deletion  docket  and  made  these 
items  available  for  public  inspection 
and  copying  at  the  Site  information 
repositories  identified  above. 

(5)  If  adverse  comments  are  received 
within  the  30-day  public  comment 
period  on  this  deletion  action,  EPA  will 
publish  a  timely  notice  of  withdrawal  of 
this  direct  final  Notice  of  Deletion 
before  its  effective  date  and  will  prepare 
a  response  to  comments  and  continue 
with  the  deletion  process  on  the  basis  of 
the  Notice  of  Intent  for  Deletion  and  the 
comments  already  received. 

Deletion  of  a  site  from  the  NPL  does 
not  itself  create,  alter,  or  revoke  any 
individual’s  rights  or  obligations. 
Deletion  of  a  site  from  the  NPL  does  not 
in  any  way  alter  EPA’s  right  to  take 
enforcement  actions,  as  appropriate. 

The  NPL  is  designed  primarily  for 
informational  purposes  and  to  assist 
EPA  management.  Section  300.425(e)(3) 
of  the  NCP  states  that  the  deletion  of  a 
site  from  the  NPL  does  not  preclude 
eligibility  for  further  response  actions, 
should  future  conditions  warrant  such 
actions. 

IV.  Basis  for  Site  Deletion 

The  following  information  provides 
EPA’s  rationale  for  deleting  the  Site 
from  the  NPL. 

Site  Background  and  History 

The  Monroe  Auto  Equipment 
(Paragould  Pit)  Superfund  Site 
(CERCLIS  ID  ARD980864110)  is  located 
in  northeastern  Arkansas  in  an 
unincorporated  portion  of  Greene 
County,  approximately  three  miles 
southwest  of  Paragould,  Arkansas.  The 
site  lies  immediately  west  of  Arkansas 
Highway  358,  approximately  three  miles 
west  of  its  intersection  with  U.S. 
Highway  49.  The  site  lies  in  the 
Northwest  Quarter  of  the  Northeast 
Quarter  of  Section  17,  Township  16 
North,  Range  5  East,  in  the  Paragould 
West  7.5-minute  quadrangle.  The 
southwestern  comer  of  the  site  is  at 
latitude  36°01'0"and  longitude 
90°34'30".  The  site  occupies  seven  (7) 
acres  of  a  former  sand  and  gravel  borrow 
pit.  The  area  is  rural  and  lightly 
populated  with  private  residences 
located  immediately  south,  north,  and 
northeast  of  the  site. 

Monroe  Auto  Equipment  Company 
(now  Tenneco  Automotive,  Inc.) 
purchased  the  described  property  for 
disposal  of  alum  and  lime  electroplating 
sludge  that  originated  from  settling 
ponds  used  for  the  treatment  of 
wastewater  from  Monroe  Auto 
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Equipment’s  Paragould  manufacturing 
plant.  The  waste  material  was  placed  on 
the  site  from  1973  to  1978,  resulting  in 
over  10,000  cubic  yards  (CY)  of  sludge 
at  the  site  in  the  sand  and  gravel  pit.  In 
July  1987,  the  EPA  conducted  a  Site 
Assessment  inspection  to  assess  the 
potential  for  public  exposure  to 
contaminants  being  released  from  the 
site.  Principal  pollutants  in  groundwater 
identified  by  the  EPA  included  solvents 
and  degreasing  agents  such  as  1,1- 
Dichloroethane  (1,1-DCA),  1,2- 
Dichloroethene  (1,2-DCE),  Xylenes,  and 
metals.  As  an  interim  action,  Tenneco 
initiated  sampling  of  private  residential 
wells  located  within  one-half  mile  of  the 
site  beginning  in  July  1987.  The  EPA 
proposed  that  the  Site  be  added  to  the 
National  Priorities  List  (NPL)  on 
October  26,  1989  and  was  finalized  to 
the  NPL  on  August  30,  1990.  On-site 
monitoring  wells  and  a  private  drinking 
water  well  300  feet  southeast  (down- 
gradient)  of  the  pit  are  contaminated 
with  1,1-dichloroethane  and  1,2- 
dichloroethylene,  according  to  tests 
conducted  in  1987-88  by  the  Arkansas 
Department  of  Health  and  a  Monroe 
consultant.  The  consultant  also  found 
arsenic,  nickel,  and  lead  in  the 
monitoring  wells.  An  estimated  2,100 
people  obtain  drinking  water  from 
private  wells  within  3  miles  of  the  site. 

Hemedial  Investigation  and  Feasibility 
Study 

A  Potentially  Responsible  Party  (PRP) 
search  conducted  in  1990  under 
CERCLA  Section  104  (e)  42  U.S.C. 
9604(e),  indicated  that  Monroe  Auto 
Equipment  was  the  only  PRP  for  the 
site.  On  March  14,  1991,  the  EPA  issued 
notice  of  an  impending  Remedial 
Investigation  and  Feasibility  Study  (RI/ 
FS)  to  the  PRP.  Monroe  Auto 
Equipment,  now  Tenneco,  responded  to 
the  notice  with  a  good  faith  offer  to 
perform  the  RI/FS.  On  June  28, 1991, 
Monroe  Auto  Equipment  Company 
entered  into  an  Administrative  Order  on 
Consent  with  the  EPA  to  conduct  a  RI/ 

FS  under  CERCLA.  The  RI  was 
completed  in  August  1993,  and  the  FS 
was  completed  in  April  1995.  The  RI/FS 
identified  the  types,  quantities,  and 
locations  of  contaminants  found  at  the 
Site  and  developed  ways  to  address  the 
contamination.  A  Human  Health  Risk 
Assessment  and  an  Ecological  Risk 
Assessment  were  performed  to 
determine  the  current  and  future  effects 
of  contaminants  on  human  health  and 
the  environment. 

Remedy  Components 

Remedial  Action  Objectives  (RAOs) 
were  developed  for  Site  to  address  the 
contaminated  soils  and  ground  water. 


The  remedy  is  comprised  of  the 
following  major  components  as 
stipulated  in  the  Remedial  Action 
Workplan: 

•  Excavate,  segregate  and  stage 
sludge,  stained  soils,  and  overburden 
(clean  soil)  and  unstained  soils; 

•  Stockpile  overburden  and 
unstained  soils  for  use  as  backfill; 

•  Stabilize  sludge  material  with  5  to 
10  percent  lime  addition; 

•  Analyze  stained  soil  and  solidified 
sludge; 

•  Transport  and  dispose  of  stained 
soil  that  exhibits  concentrations  of 
constituents  of  concern  (COC)  below 
toxicity  characteristic  leaching 
procedure  (TCLP)  levels  and  EPA 
Region  VI  Medium  Specific  Health 
Based  Screening  Levels  in  a  Subtitle  D 
landfill; 

•  Stockpile  stabilized  sludge  in  an 
on-site  lined  containment  cell; 

•  Apply  for  de-listing  of  stabilized 
sludge; 

•  Verily  removal  of  impacted 
materials  from  the  sludge  pit  through 
analytical  testing  of  the  bottom  and 
sides  of  the  excavation  area; 

•  Restore  the  site  by  backfilling, 
grading  and  seeding; 

•  Transport  and  dispose  of  stabilized 
sludge  in  accordance  with  the  results  of 
the  de-listing  petition;  and 

•  Conduct  groundwater  monitoring  to 
ensure  the  effectiveness  of  the  RA. 

In  order  to  achieve  these  RAOs, 
numerical  risk-based  cleanup  levels 
were  established  for  each  environmental 
medium  based  on  the  residential 
scenario. 

Soil/Sludge 

•  Prevent  exposure  to  current  and 
future  human  and  ecological  receptors 
through  ingestion,  dermal  contact,  and 
inhalation  of  contaminated  soil/sludge 
containing  trichloroethylene,  vinyl 
chloride,  antimony,  arsenic,  beryllium, 
chromium  VI,  and  lead. 

Groundwater 

•  Prevent  exposure  to  current  and 
future  human  and  ecological  receptors 
through  ingestion,  dermal  contact,  and 
inhalation  of  contaminated  groundwater 
containing  cis-l,2-Dichloroethylene, 
trans-1 ,2-Dichloroethylene,  bis(2- 
Ethylhexyl)phthalate,  beryllium, 
chromium,  lead,  manganese. 

In  order  to  achieve  these  RAOs, 
numerical  risk-based  cleanup  levels 
were  established  for  each  environmental 
medium  based  on  the  residential 
scenario. 

Selected  Remedy 

A  proposed  plan  for  the  Site  was 
issued  on  July  17,  1995,  presenting  the 


preferred  alternative  of  capping  the 
sludge  disposal  area,  installing  a 
groundwater  interception  system 
(french  drain),  and  addressing  the 
groundwater  contamination  through 
natural  attenuation,  degradation  and 
monitoring.  On  September  26,  1996,  the 
Record  of  Decision  (ROD)  was  issued 
and  signed  for  the  Site. 

Remedy  Modification 

In  February  1998,  the  ADPC&E 
(current  ADEQ)  signed  a  Consent 
Administrative  Order  directing  Tenneco 
to  conduct  the  Remedial  Design/ 
Remedial  Action  (RD/PIA)  under 
ADPC&E  oversight  presenting  the 
preferred  alternative  of  excavation  and 
offsite  disposal  for  the  waste, 
contaminated  soil,  and  contaminated 
sediment  at  the  Site. 

In  1999,  Tenneco  submitted  a  petition 
to  modify  the  ROD  to  change  the 
method  of  contaminated  soil 
remediation  from  containment  of  the 
contaminated  soil  and  sludge,  to 
excavation  and  treatment  as  required  by 
the  Resource  Conservation  and 
Recovery  Act  for  removal  and  disposal 
of  contaminated  soil  and  sludge  in  an 
off-site  permitted  secure  Subtitle  D 
disposal  facility.  The  amended  ROD  was 
signed  by  the  ADEQ  on  September  15, 
2000,  and  by  the  EPA  on  November  9, 
2000.  The  amendment  to  the  ROD  did 
not  alter  the  Remedial  Action  Objectives 
established  by  the  1996  ROD,  or  the 
Applicable  or  Relevant  and  Appropriate 
Requirements  listed  in  the  1996  ROD. 
The  revised  soil  remedy  did  not  alter 
the  previous  requirement  of  monitored 
natural  attenuation  of  constituents  in 
the  groundwater.  The  new  remedy  was 
consistent  with  the  statements  and 
expressed  wishes  regarding  remediation 
activities  from  nearby  residents.  By 
treatment  and  removal  of  the  waste  from 
the  site,  the  site  is  available  for  future 
development.  The  amended  soil  or 
source  remedy  included:  Excavation  of 
sludge  and  stained  soils;  verifying 
removal  of  impacted  materials  from  the 
sludge  disposal  area;  transporting  and 
disposing  of  stained  soil  in  a  Subtitle  D 
landfill;  solidifying  and  stabilizing 
sludge  material;  stockpiling  stabilized 
sludge;  applying  for  de-listing  of 
stabilized  sludge  and  transporting  and 
disposing  of  stabilized  sludge  in 
accordance  with  the  results  of  the 
delisting  petition. 

The  final  remedy  is  detailed  in  the 
Remedial  Design  Submittal  Quality 
Assurance  Project  Plan,  Remedial 
Action  Workplan,  Remedial  Design 
Submittal  Sampling  and  Analysis  Plan 
(SAP),  and  Remedial  Design  Submittal 
Health  and  Safety  Plan.  The  final 
remedy  represents  the  culmination  of 
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activities  that  resulted  from  the 
preliminary  site  investigation  completed 
in  1988,  the  RI/FS,  the  ROD  and 
Amended  ROD. 

Response  Actions 

Tenneco  began  on-site  Remedial 
Action  construction  in  September  1999. 
The  soil  remedial  action  consisted  of  the 
excavation  and  segregation  of  14,633 
cubic  yards  of  soil  and  started  in 
September  1999.  Based  on  field 
calculations,  a  total  of  3,348  cubic  yards 
of  overburden  (clean  fill  material),  8,553 
cubic  yards  of  stained  soil  and  2,732 
yards  of  sludge  (prior  to  stabilization 
and  consolidation)  were  removed 
during  the  excavation  activities. 

The  overburden  was  removed, 
stockpiled,  sampled  and  confirmed  to 
meet  the  RA  goals  for  soil  and  used  as 
backfill.  In  accordance  with  the  SAP, 
one  grab  sample  was  collected  for  every 
2,000  cubic  yards  of  overburden, 
unstained  soil  or  clean  backfill.  A  total 
of  8,160  cubic  yards  of  additional  soil 
was  imported  for  use  as  backfill, 
yielding  a  total  of  11,508  yards  of 
backfill  used  to  replace  the  stained  soil 
and  sludge  removed  from  the  site.  The 
site  was  recontoured  to  provide  better 
drainage,  enabling  use  of  a  smaller 
amount  of  soil  required  for  backfill 
(11,508  cubic  yards  backfilled  as 
compared  to  14,633  cubic  yards 
removed).  A  total  of  seven  samples  were 
collected  from  the  overburden  and 
imported  backfill  and  confirmed  the 
backfill  material  met  the  soil  remedial 
clean-up  requirements  for  the  Site. 

The  8,553  cubic  yards  of  stained  soil 
was  stockpiled,  sampled  to  confirm 
disposal  in  accordance  with  ADEQ 
requirements  and  disposed  in  two 
Subtitle  D  Landfills  upon  confirmation 
of  soil  constituent  levels.  In  accordance 
with  the  SAP,  at  a  minimum,  one  grab 
sample  was  collected  for  every  500 
cubic  yards  of  stained  soil.  A  total  of  26 
samples  were  collected  from  the  stained 
soil  to  confirm  this  material  met  the 
disposal  requirements  for  the  permitted 
landfill.  The  weigh  tickets  from  the 
Subtitle  D  Landfills  confirm  the 
disposal  of  the  8,553  cubic  yards  or 
14,599  tons  (1.7  tons/cubic  yard)  of 
stained  soil  as  part  of  the  Soil  RA.  A 
total  of  11,621  tons  of  stained  soil  was 
transported  and  disposed  at  the  Butler 
County  Landfill  in  Poplar  Bluff, 

Missomi  and  2,978  tons  of  stained  soil 
were  transported  and  disposed  at  the 
Waste  Management — Two  Pines 
Landfill  in  North  Little  Rock,  Arkansas. 

The  2,732  cubic  yards  of  sludge 
removed  was  stabilized  with 
approximately  241  tons  of  quicklime 
and  stockpiled  in  an  on-site  lined 
containment  cell.  In  accordance  with 


the  SAP,  at  a  minimum,  one  grab 
sample  was  collected  for  every  500 
cubic  yards  of  stabilized  sludge.  A  total 
of  seven  samples  were  collected  from 
the  stabilized  sludge  to  provide  the 
basis  for  preparation  of  a  petition  for  de- 
listing  of  this  material.  The  2,723  cubic 
yards  of  sludge  removed  was  based  on 
field  measurements  prior  to 
stabilization.  Surveying  of  this  material 
after  stabilization  and  consolidation 
over  several  months  after  placement  in 
the  containment  cell  yielded  a  volume 
of  1,798  cubic  yards.  A  De-listing 
Petition  (Petition)  was  prepared  by  the 
PRP  in  August  2000.  The  Petition  was 
approved  by  EPA  and  subsequently  by 
the  ADEQ  in  an  August  27,  2001  letter 
entitled  Exclusion  of  F006  Waste  at  the 
Tenneco/Monroe  Facility  from  the 
Definition  of  Hazardous  Waste.  Upon 
approval  of  the  Petition,  the  1,798  cubic 
yards  or  3,243  tons  (1.8  tons/cubic  yard) 
of  stabilized  sludge  was  transported  and 
disposed  of  at  the  Waste  Management — 
Two  Pines  Landfill  in  North  Little  Rock, 
Arkansas.  The  bottom  and  sidewalls  of 
the  sludge  pit  excavation  were  extended 
until  the  visually  impacted  material  had 
been  removed.  Prior  to  the  collection  of 
verification  samples,  an  additional  1- 
foot  of  material  was  removed  and 
disposed  as  stained  soil.  In  accordance 
with  the  SAP,  a  verification  soil  sample 
was  collected  for  every  500  square  feet 
of  sidewall  or  floor.  A  total  of  81 
verification  samples  were  collected 
which  confirmed  that  the  excavation 
activities  met  the  RA  Goals  for  Soil  at 
the  site.  In  accordance  with  oral  field 
instructions  by  the  EPA  Remedial 
Project  Manager  (RPM),  and  later 
included  in  the  amendment  to  the  ROD, 
the  PRP  excavated  all  of  the  stained  soil 
and  sludge  until  levels  were  at  or  below 
tbe  RA  Goals  for  Soil  at  the  site.  The 
stained  soil  that  had  concentrations  of 
the  COGs  below  the  TGLP  levels  and  the 
EPA  Region  6’s  Medium  Specific  Health 
Based  Screening  Levels  was  excavated 
and  disposed  in  a  Subtitle  D  Landfill. 
The  final  shipment  of  stained  soil  was 
on  December  16,  1999.  The  contractor 
also  stabilized  all  of  the  contaminated 
soil  and  sludge  which  exhibited 
contaminant  levels  above  the  TGLP 
levels.  The  final  shipment  of  the 
stabilized  material  was  on  September 
13,  2001.  The  final  inspection  was 
conducted  on  September  14,  2001,  and 
the  Preliminary  Close  Out  Report  was 
signed  on  September  19,  2001. 

Groundwater  Remedial  Implementation 
History 

Natural  attenuation  and  monitoring 
was  tbe  remedy  selected  in  the  ROD  to 
address  the  groundwater  contamination 
on  and  offsite.  The  ROD  amendment  did 


not  change  the  groundwater  remedy. 
The  ROD  required  the  PRP  to  develop 
and  implement  a  Groundwater 
Monitoring  Plan  (GMP)  and  beginning 
in  September  2001,  semiannual 
monitoring  of  eighteen  (18)  wells  began. 
The  PRP  conducted  groundwater 
monitoring  events  through  March  2009. 
The  PRP  has  discontinued  monitoring 
groundwater  at  the  Site. 

The  Groundwater  Remedy  portion  of 
the  September  26,  1996  ROD  and  the 
2000  ROD  Amendment  included 
conducting  long-term  groundwater 
monitoring  of  wells  at  the  Site  and  local 
private  wells  located  in  the  vicinity  of 
the  Site.  As  part  of  the  Groundwater 
Remedy,  a  Groundwater  Monitoring 
Plan  (GMP)  was  prepared  for  the  Site. 
The  GMP  specified  procedures  to  be 
followed  for  long-term  groundwater 
monitoring  to  ensure  compliance  with 
the  requirements  of  the  ROD  and  the 
ROD  Amendment.  Tenneco  initiated 
GMP  activities  in  September  2001.  The 
GMP  also  specified  quality  assurance 
and  quality  control  (QA/QC)  protocols 
for  ground  water  sampling.  The  EPA 
Remedial  Project  Manager  and  State 
regulators  visited  the  site  during  ground 
water  monitoring  activities  to  observe 
ground  water  sampling.  ADEQ  also  took 
independent  samples  to  that  confirmed 
the  results  of  the  samples  taken  by  the 
PRP.  No  deviations  or  non-adherence  to 
QA/QG  protocols,  or  specifications  were 
identified. 

Based  on  analysis  of  semi-annual 
groundwater  sampling  results  since 
March  2001,  a  request  was  made  and 
approved  to  reduce  the  number  of 
groundwater  monitoring  wells  and 
GOGs  included  in  the  Site  GMP.  The 
requested  revised  GMP  focused  only  on 
volatile  organic  chemicals  (VOGs)  at  six 
select  groundwater  monitoring  well 
locations.  A  request  to  remove  the 
requirements  for  sampling  of  the  private 
wells  was  submitted  to  EPA  and  ADEQ 
on  March  31,  2002.  The  request  was 
approved  following  submittal  of  the 
Private  Well  Report  in  2004.  The  Private 
Well  Report  provided  a  summary  of 
available  information  for  each  of  the 
twenty-nine  (29)  wells  and  presented  a 
comparative  analysis  of  the  analytical 
results  from  over  ten  (10)  years  of 
sampling  the  private  wells  relative  to 
the  maximum  contaminant  levels 
(MGLs).  Based  on  the  findings  presented 
in  the  report,  no  VOGs  were  detected  in 
any  of  the  private  wells  above  tbe  MGLs 
over  the  past  ten  (10)  years.  Select 
inorganics,  primarily  lead,  were 
detected  at  varying  concentrations, 
periodically  exceeding  the  respective 
MCL  in  select  samples  collected  prior  to 
1996.  These  detections  of  lead  however 
were  within  background  concentration 
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levels  for  the  surrounding  area  and  not 
believed  to  have  resulted  from 
contamination  at  the  site.  Based  on  the 
data  review  presented  in  the  Private 
Well  Report,  none  of  the  private  wells 
located  within  one-half  mile  of  the  site 
have  been  impacted  by  contamination 
from  the  site. 

The  results  of  the  semi-annual/annual 
sampling  events  are  presented  in 
respective  Semi-Annual/Annual 
Sampling  Reports.  Based  on  the  most 
recent  groundwater  sampling  results 
from  the  site  groundwater  monitoring 
wells,  presented  in  the  March  2009 
Comprehensive  Summary  Report 
Annual  Groundwater  Sampling  Event 
for  the  Monroe  Superfund  Site,  the 
concentrations  of  VOCs  continue  to 
remain  below  the  remedial  goals  for  the 
Site  in  all  of  the  groundwater 
monitoring  wells  sampled  with  the 
approved  groundwater  monitoring 
program.  The  concentrations  in  all  of 
the  Site  groundwater  monitoring  wells 
have  continued  to  exhibit 
concentrations  of  VOCs  below  the 
remedial  goals  established  in  the  ROD 
over  the  past  eight  semi-annual  and  two 
annual  sampling  events.  The  results  of 
the  groundwater  monitoring  since  July 
2003  confirm  the  effectiveness  of  the 
completed  soil  remedy  and 
demonstrates  site  RA  goals  for 
groundwater  are  maintained  through 
natural  degradation  and  attenuation. 

Demonstration  That  Remedial  Activities 
Met  Cleanup  Criteria  for  Soils/Sludges 

The  soil/sludge  remedial  action  at  the 
Site  consisted  of  the  sampling, 
excavation,  solidification,  and  proper 
disposal  of  contaminated  soils/sludges. 
The  EPA  and  ADEQ  reviewed  the 
remedial  action  report  and  the 
construction  work  for  compliance  with 
quality  assurance  and  quality  control 
(QA/QC)  protocols.  Construction 
activities  at  the  Site  were  determined  to 
be  consistent  with  the  ROD  and  ROD 
Amendment  and  adhered  to  the 
approved  quality  assurance  plan  which 
incorporated  all  EPA  and  State 
requirements.  Confirmatory  inspections, 
independent  testing,  audits,  and 
evaluations  of  materials  and 
workmanship  were  performed  in 
accordance  with  the  technical 
specifications  and  plans.  The  EPA 
Remedial  Project  Manager  and  State 
regulators  visited  the  site  during 
construction  activities  to  review 
construction  progress  and  evaluate  and 
review  the  results  of  QA/QC  activities. 
No  deviations  or  non-adherence  to  QA/ 
QC  protocols,  or  specifications  were 
identified. 

The  Remedial  Design  contained 
provisions  for  performing  sampling 


during  all  remedial  activities  in  order  to 
verify  that  remedial  objectives  were  met, 
to  ensure  quality  control  and  assurance 
for  all  excavation  and  construction 
activity,  and  to  ensure  protection  and 
safety  of  the  public,  the  environment, 
and  the  onsite  worker.  Sampling  was 
conducted  in  accordance  with  the  Site 
Field  Sampling  Plan  and  all  analytical 
results  are  below  the  established 
cleanup  levels  for  a  residential  reuse 
scenario.  In  addition,  all  backfill 
confirmation  sample  results  met  the 
established  cleanup  levels  for  a 
residential  reuse  scenario.  All  analytical 
data  was  independently  validated,  and 
the  EPA  and  the  State  determined  that 
analytical  results  were  acciuate  to  the 
degree  needed  to  assure  satisfactory 
execution  of  the  RA. 

Operation  and  Maintenance 

The  ROD  specified  monitored  natural 
attenuation  as  the  remedy  for  ground 
water  remediation  based  on 
implementation  of  a  containment  onsite 
of  contaminated  soils.  The  soil  remedy 
was  modified  in  the  ROD  Amendment 
to  include  removal  of  stained  soil  and 
sludge  from  the  site  to  below  the  Site 
RA  Goals  for  Soil.  The  results  of 
groundwater  monitoring  since  removal 
of  the  stained  soil  and  sludge 
demonstrate  that  the  natural  attenuation 
remedy  was  effective  and  that  the 
remedial  goals  for  the  groundwater  as 
stated  in  the  ROD  have  been  achieved. 
Groundwater  monitoring  at  the  Site  was 
discontinued  after  the  Second  Five  Year 
Review  in  2009.  The  monitoring  wells 
were  properly  plugged  and  abandoned 
in  2010.  There  are  no  operation  and 
maintenance  activities  required  at  the 
Site. 

Institutional  Controls 

The  ROD  required  that  restrictions  on 
the  use  of  ground  water  be  placed  on  the 
Site.  A  deed  notice/covenant  identifying 
restrictions  on  the  Site  was  filed  by  the 
PRP  with  the  Greene  County  Clerk  in 
November  2003.  The  covenant 
prohibited  the  installation  of  any 
private,  commercial,  industrial  or  other 
water  well  or  other  device  for  the 
removal  or  extraction  of  subsurface 
water.  The  only  ground  water  allowed 
to  be  extracted  from  beneath  the 
property  is  for  the  purpose  or  purposes 
associated  with  environmental  sampling 
and  testing  of  the  property.  The  RA 
goals  for  the  groundwater  have  been  met 
and  the  monitor  wells  have  been 
removed.  No  restrictions  on  the  use  or 
sale  of  the  property  are  necessar}^  and 
the  existing  restrictions  may  be  removed 
by  the  PRP. 


Five-Year  Review 

Five-Year  Reviews  were  statutorily 
required  because  hazardous  substances, 
pollutants,  or  contaminants  remained  at 
the  Site  above  levels  that  allow  for 
unlimited  use  and  unrestricted 
exposure.  There  have  been  two  five-year 
reviews  conducted  at  the  Site,  with  the 
last  one  in  2009.  The  United  States 
Environmental  Protection  Agency  (EPA) 
Region  6  and  the  ADEQ  conducted  the 
second  five-year  review  for  the  response 
action  implemented  at  the  Monroe  Auto 
Pit  Superfund  Site.  Also  participating  in 
the  five-year  inspection  were 
representatives  of  Tenneco. 

The  2009  Five  Year  Review  found  that 
all  hazardous  substances  in  the 
groundwater  had  naturally  attenuated  at 
the  Site  below  clean  up  levels.  The 
remedial  action  of  natural  attenuation 
for  the  groundwater  is  completed  and 
no  hazardous  substances,  pollutants  or 
contaminants  remain  above  levels  that 
could  prevent  unlimited  use  and 
unrestricted  exposure.  Per  the  2009  Five 
Year  Review,  unlimited  use  and 
unrestricted  exposure  has  been 
achieved:  therefore,  additional  Five 
Year  Reviews  will  not  be  required  for 
the  Site  after  its  deletion  from  the  NPL. 

Community  Involvement 

Public  participation  activities  have 
been  satisfied  as  required  in  CERCLA 
Section  113(k),  42  U.S.C.  9613(k)  and 
CERGLA  Section  117,  42  U.S.C.  9617. 
Throughout  the  Site’s  history,  the 
community  has  been  interested  and 
involved  with  Site  activity.  The  EPA  has 
kept  the  community  and  other 
interested  parties  updated  on  Site 
activities  through  informational 
meetings,  fact  sheets,  and  public 
meetings.  Documents  in  the  deletion 
docket  which  the  EPA  relied  on  for 
recommendation  for  the  deletion  from 
the  NPL  are  available  to  the  public  in 
the  information  repositories,  and  a 
notice  of  availability  of  the  Notice  of 
Intent  for  Deletion  has  been  published 
in  the  Paragould  Daily  Press  to  satisfy 
public  participation  procedures 
required  by  40  CFR  300.425(e)(4). 

Determination  That  the  Criteria  for 
Deletion  Have  Reen  Met 

The  implemented  remedy  achieves 
the  degree  of  cleanup  specified  in  the 
ROD  and  ROD  Amendment  for  all 
pathways  of  exposure.  All  selected 
remedial  action  objectives  and  clean-up 
goals  are  consistent  with  agency  policy 
and  guidance.  No  further  Superfund 
responses  are  needed  to  protect  human 
health  and  the  environment  at  the  Site. 

In  accordance  with  40  CFR 
300.425(e),  sites  may  be  deleted  from 
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the  NPL  where  no  further  response  is 
appropriate. 

V.  Deletion  Action 

The  EPA,  with  concurrence  of  the 
State  of  Arkansas,  through  the  ADEQ, 
has  determined  that  all  appropriate 
response  actions  under  CERCLA  have 
been  completed.  Therefore,  EPA  is 
deleting  the  Site  from  the  NPL. 

Because  EPA  considers  this  action  to 
be  noncontroversial  and  routine,  EPA  is 
taking  it  without  prior  publication.  This 
action  will  be  effective  October  14,  2014 
unless  EPA  receives  adverse  comments 
by  September  15,  2014.  If  adverse 
comments  are  received  within  the  30- 
day  public  comment  period,  EPA  will 
publish  a  timely  withdrawal  of  this 
direct  final  notice  of  deletion  before  the 
effective  date  of  the  deletion  and  it  will 
not  take  effect.  EPA  will  prepare  a 
response  to  comments  and  continue 
with  the  deletion  process  on  the  basis  of 
the  notice  of  intent  to  delete  and  the 
comments  already  received.  There  will 
be  no  additional  opportunity  to 
comment. 

List  of  Subjects  in  40  CFR  Part  300 

Environmental  protection.  Air 
pollution  control.  Chemicals,  Hazardous 
substances.  Hazardous  waste. 
Intergovernmental  relations.  Penalties, 
Reporting  and  recordkeeping 
requirements.  Superfund,  Water 
pollution  control.  Water  supply. 

Dated:  August  6,  2014, 

Samuel  Coleman, 

Acting  Regional  Administrator,  Region  6. 

For  the  reasons  set  out  in  this 
document,  40  CFR  Part  300  is  amended 
as  follows: 

PART  300— [AMENDED] 

■  1.  The  authority  citation  for  part  300 
continues  to  read  as  follows: 

Authority:  33  U.S.C.  1321(cK2):  42  U.S.C. 
9601-9657;  E.O.  13626,  77  FR  56749,  3  CFR, 
2013  Comp.,  p.  306;  E.O.  12777,  56  FR  54757, 
3  CFR,  1991  Comp.,  p.  351;  E.O.  12580,  52 
FR  2923,  3  CFR,  1987  Comp.,  p.  193. 


Appendix  B  to  Part  300 — [Amended] 

■  2.  Table  1  of  Appendix  B  to  Part  300 
is  amended  by  removing  the  entry 
“AR”,  “Monroe  Auto  Equipment 
(Paragould  Pit),”  ’’Paragould.” 

[FR  Doc.  2014-19270  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  TRANSPORTATION 

National  Highway  Traffic  Safety 
Administration 

49  CFR  Part  579 

[Docket  No.  NHTSA-201 2-0068;  Notice  7] 
RIN  2127-AK72 

Early  Warning  Reporting,  Foreign 
Defect  Reporting,  and  Motor  Vehicle 
and  Equipment  Recall  Regulations; 
Delay  of  Effective  Date;  Correction 

AGENCY:  National  Highway  Traffic 
Safety  Administration  (NHTSA), 
Department  of  Transportation  (DOT). 
ACTION:  Final  rule;  delay  of  effective 
date;  correction. 

SUMMARY:  On  August  20,  2013,  NHTSA 
published  a  final  rule  amending  its 
Early  Warning  Rule  (EWR)  with  an 
effective  date  of  August  20,  2014.  On 
July  28,  2014,  NHTSA  published  a  rule 
which,  in  part,  attempted  to  delay  the 
effective  date  of  the  provisions  until 
January  1,  2015.  However,  the 
information  in  the  DATES  section  of  the 
July  28  rule  did  not  adequately  project 
that  action.  This  document  corrects  that 
error. 

DATES:  This  correction  is  effective 
August  20,  2014.  The  effective  date  for 
the  amendments  to  49  CFR  579.21  and 
579.22,  published  August  20,  2013  (78 
FR  51382),  and  effective  August  20, 
2014,  is  delayed  until  January  1,  2015. 
FOR  FURTHER  INFORMATION  CONTACT:  For 
non-legal  issues  concerning  early 
warning  provisions,  contact  Leo  Yon, 
Safety  Defects  Engineer,  Early  Warning 
Reporting  Division,  NHTSA,  telephone 
202-366-7028,  email  leo.yon@dot.gov. 
For  legal  issues,  contact  Andrew 


DiMarsico,  Office  of  Chief  Counsel, 
NHTSA,  telephone  202-366-1834. 

SUPPLEMENTARY  INFORMATION:  On  August 
20,  2013,  NHTSA  published  a  final  rule 
amending  certain  provisions  of  the  EWR 
regulations  at  49  CFR  part  579  Subpart 
C  “Reporting  of  Early  Warning 
Information.”  78  FR  51382.  In  summary, 
the  new  provisions: 

•  Require  light  vehicle  manufacturers 
to  specify  the  vehicle  type  and  the  fuel 
and/or  propulsion  system  type  in  their 
quarterly  EWR  reports. 

•  Add  new  component  categories  for 
reporting  on  light  vehicles:  Electronic 
stability  control,  forward  collision 
avoidance,  lane  departure  prevention, 
and  backover  prevention,  foundation 
brakes,  and  automatic  brake  controls. 

•  Add  one  new  component  category 
for  buses,  emergency  vehicles,  and 
medium-heavy  vehicle  manufacturers; 
Electronic  stability  control/roll  stability 
control. 

Need  for  Correction 

The  final  rule  stated  that  these  new 
provisions  will  be  effective  August  20, 
2014.  On  July  28,  2014,  at  79  FR  43670, 
NHTSA  intended  to  delay  the  effective 
date  of  the  amendments  to  §§  579.21 
and  579.22  until  January  1,  2015,  but 
did  not  correctly  state  that  in  the  DATES 
section. 

In  FR  Doc.  2014-17497  appearing  on 
page  43671  in  the  Federal  Register  of 
Monday,  July  28,  2014,  the  following 
corrections  are  made: 

In  the  DATES  section  in  the  left 
column,  revise  the  second  paragraph  to 
read  as  follows: 

“The  effective  date  for  the 
amendments  to  49  CFR  579.21  in  this 
final  rule  is  January  1,  2015.  The 
effective  date  for  the  amendments  to  49 
CFR  579.21  and  579.22,  published 
August  20,  2013  (78  FR  51382),  and 
effective  August  20,  2014,  is  delayed 
until  January  1,  2015.” 

Nancy  L.  Lewis, 

Associate  Administrator  for  Enforcement. 

[FR  Doc.  2014-19091  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4910-59-P 
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Federal  Register 
Vol.  79,  No.  157 
Thursday,  August  14,  2014 


This  section  of  the  FEDERAL  REGISTER 
contains  notices  to  the  public  of  the  proposed 
issuance  of  rules  and  regulations.  The 
purpose  of  these  notices  is  to  give  interested 
persons  an  opportunity  to  participate  in  the 
rule  making  prior  to  the  adoption  of  the  final 
rules. 


DEPARTMENT  OF  TRANSPORTATION 
Federal  Aviation  Administration 
14CFR  Part  39 

[Docket  No.  FAA-201 4-0566;  Directorate 
Identifier  2014-NM-041-AD] 

RiN  2120-AA64 

Airworthiness  Directives;  Dassauit 
Aviation  Airpianes 

AGENCY:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Notice  of  proposed  rulemaking 
(NPRM). 


SUMMARY:  We  propose  to  adopt  a  new 
airworthiness  directive  (AD)  for  certain 
Dassault  Aviation  Model  FALCON  2000 
and  FALCON  2000EX  airplanes.  This 
proposed  AD  wms  prompted  by  a  design 
review',  which  revealed  that  the  forw'ard 
servicing  compartment  (FSC)  is 
configured  wdth  tie-dowm  points.  This 
proposed  AD  would  require  inspecting 
the  FSC  for  installed  tie-dowm  points, 
and  removing  those  tie-dowm  points.  We 
are  proposing  this  AD  to  detect  and 
correct  installed  tie-dowm  points,  w'hich 
could  lead  to  inadvertent  use  of  the  FSC 
as  a  cargo  compartment,  which  could 
result  in  damage  to  the  structure  of  the 
airplane  or  potential  risk  of  fire. 

DATES:  We  must  receive  comments  on 
this  proposed  AD  by  September  29, 

2014. 

ADDRESSES:  You  may  send  comments, 
using  the  procedures  found  in  14  CFR 
11.43  and  11.45,  by  any  of  the  following 
methods: 

•  Federal  eRulemaking  Portal:  Go  to 
http://wv['w.reguIations.gov.  Follow  the 
instructions  for  submitting  comments. 

•  Fax;  202-493-2251. 

•  Mail:  U.S.  Department  of 
Transportation,  Docket  Operations,  M- 
30,  West  Building  Ground  Floor,  Room 
W12-140,  1200  New  Jersey  Avenue  SE., 
Washington,  DC  20590. 

•  Hand  Delivery:  U.S.  Department  of 
Transportation,  Docket  Operations,  M- 
30,  West  Building  Ground  Floor,  Room 


W12-140,  1200  New  Jersey  Avenue  SE., 
Washington,  DC,  between  9  a.m.  and  5 
p.m.,  Monday  through  Friday,  except 
Federal  holidays. 

For  service  information  identified  in 
this  proposed  AD,  contact  Dassault 
Falcon  Jet,  P.O.  Box  2000,  South 
Hackensack,  NJ  07606;  telephone  201- 
440-6700;  Internet  http:// 
wwnv. dassaultfalcon.com.  You  may 
view  this  referenced  service  information 
at  the  FAA,  Transport  Airplane 
Directorate,  1601  Lind  Avenue  SW., 
Renton,  WA.  For  information  on  the 
availability  of  this  material  at  the  FAA, 
call  425-227-1221. 

Examining  the  AD  Docket 

You  may  examine  the  AD  docket  on 
the  Internet  at  http:// 
www.regulations.gov  by  searching  for 
and  locating  Docket  No.  FAA-2014- 
0566;  or  in  person  at  the  Docket 
Management  Facility  betw'een  9  a.m. 
and  5  p.m.,  Monday  through  Friday, 
except  Federal  holidays.  The  AD  docket 
contains  this  proposed  AD,  the 
regulatory  evaluation,  any  comments 
received,  and  other  information.  The 
street  address  for  the  Docket  Operations 
office  (telephone  800-647-5527)  is  in 
the  ADDRESSES  section.  Comments  wdll 
be  available  in  the  AD  docket  shortly 
after  receipt. 

FOR  FURTHER  INFORMATION  CONTACT:  Tom 

Rodriguez,  Aerospace  Engineer, 
International  Branch,  ANM-116, 
Transport  Airplane  Directorate,  FAA, 
1601  Lind  Avenue  SW.,  Renton,  WA 
98057-3356;  telephone  (425)  227-1137; 
fax  (425)  227-1149. 

SUPPLEMENTARY  INFORMATION: 

Comments  Invited 

We  invite  you  to  send  any  written 
relevant  data,  views,  or  arguments  about 
this  proposed  AD.  Send  your  comments 
to  an  address  listed  under  the 
ADDRESSES  section.  Include  “Docket  No. 
FAA-2014-0566;  Directorate  Identifier 
2014-NM-041-AD”  at  the  beginning  of 
your  comments.  We  specifically  invite 
comments  on  the  overall  regulatory, 
economic,  environmental,  and  energy 
aspects  of  this  proposed  AD.  We  will 
consider  all  comments  received  by  the 
closing  date  and  may  amend  this 
proposed  AD  based  on  those  comments. 

We  will  post  all  comments  we 
receive,  wdthout  change,  to  http:// 
mvw.regulations.gov,  including  any 
personal  information  you  provide.  We 


will  also  post  a  report  summarizing  each 
substantive  verbal  contact  we  receive 
about  this  proposed  AD. 

Discussion 

The  European  Aviation  Safety  Agency 
(EASA),  which  is  the  Technical  Agent 
for  the  Member  States  of  the  European 
Community,  has  issued  EASA 
Airworthiness  Directive  2014-0027R1, 
dated  February  5,  2014  (referred  to  after 
this  as  the  Mandatory  Continuing 
Airworthiness  Information,  or  “the 
MCAI”),  to  correct  an  unsafe  condition 
for  certain  Dassault  Aviation  Model 
FALCON  2000  and  FALCON  2000EX 
airplanes.  The  MCAI  states: 

The  Forward  Servicing  Compartment  (FSC) 
of  the  Falcon  2000  is  an  unpressurized 
service  compartment  located  between 
fuselage  frames  26  and  33.  This  compartment 
is  accessible  from  a  lockable  external  door 
located  in  the  lower  aft  fuselage. 

A  design  review  has  brought  to  light  that 
the  compartment  is  configured  with  tie-down 
points,  which  were  used  by  operators  to  fix 
loads  (e.g.  ski  or  golf  bags)  in  that 
compartment.  However,  the  FSC  has  not  been 
designed  and  consequently  demonstrated  as 
being  compliant  with  cargo  compartment 
airworthiness  requirements. 

This  condition,  if  not  corrected,  could  lead 
to  inadvertent  use  of  the  FSC  as  [a]  cargo 
compartment,  which  could  result  in  damage 
to  the  structure  of  the  aeroplane  or  potential 
risk  of  fire. 

To  address  this  potential  unsafe  condition, 
Dassault  Aviation  issued  Service  Bulletin 
(SB)  F2000-407  and  SB  F2000EX-289,  as 
applicable,  which  provide  instructions  for 
removal  of  the  tie-down  points. 

For  the  reasons  described  above,  this 
[EASA]  AD  requires  removal  of  the  tie-down 
points  from  the  FSC. 

Note:  Operators  are  also  reminded  about 
the  intended  function  of  the  FSC. 

This  [EASA]  AD  is  revised  to  clarify  the 
AD  Applicability  and  to  correct  the  [type 
certificate  data  sheet]  TCDS  Number. 

Required  actions  include  inspecting 
for  installed  tie-down  points.  You  may 
examine  the  MCAI  in  the  AD  docket  on 
the  Internet  at  http:// 
www.regulations.govhy  searching  for 
and  locating  Docket  No.  FAA-2014- 
0566. 

Relevant  Service  Information 

Dassault  Aviation  has  issued  Dassault 
Service  Bulletin  F2000-407,  Revision  1, 
dated  January  29,  2014;  and  Dassault 
Service  Bulletin  F2000EX-289,  Revision 
1,  dated  January  29,  2014.  The  actions 
described  in  this  service  information  are 
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intended  to  correct  the  unsafe  condition 
identified  in  the  MCAI. 

FAA’s  Determination  and  Requirements 
of  This  Proposed  AD 

This  product  has  been  approved  by 
the  aviation  authority  of  another 
country,  and  is  approved  for  operation 
in  the  United  States.  Pursuant  to  our 
bilateral  agreement  with  the  State  of 
Design  Authority,  we  have  been  notified 
of  the  unsafe  condition  described  in  the 
MCAI  and  service  information 
referenced  above.  We  are  proposing  this 
AD  because  we  evaluated  all  pertinent 
information  and  determined  an  unsafe 
condition  exists  and  is  likely  to  exist  or 
develop  on  other  products  of  these  same 
type  designs. 

“Contacting  the  Manufacturer” 
Paragraph  in  This  Proposed  AD 

Since  late  2006,  we  have  included  a 
standard  paragraph  titled  “Airworthy 
Product”  in  all  MCAI  ADs  in  which  the 
FAA  develops  an  AD  based  on  a  foreign 
authority’s  AD. 

The  MCAI  or  referenced  service 
information  in  an  FAA  AD  often  directs 
the  owner/operator  to  contact  the 
manufacturer  for  corrective  actions, 
such  as  a  repair.  Briefly,  the  Airworthy 
Product  paragraph  allowed  owners/ 
operators  to  use  corrective  actions 
provided  by  the  manufacturer  if  those 
actions  were  FAA-approved.  In 
addition,  the  paragraph  stated  that  any 
actions  approved  by  the  State  of  Design 
Authority  (or  its  delegated  agent)  are 
considered  to  be  FAA-approved. 

In  an  NPRM  having  Directorate 
Identifier  2012-NM-101-AD  (78  FR 
78285,  December  26,  2013),  we 
proposed  to  prevent  the  use  of  repairs 
that  were  not  specifically  developed  to 
correct  the  unsafe  condition,  by 
requiring  that  the  repair  approval 
provided  by  the  State  of  Design 
Authority  or  its  delegated  agent 
specifically  refer  to  the  FAA  AD.  This 
change  was  intended  to  clarify  the 
method  of  compliance  and  to  provide 
operators  with  better  visibility  of  repairs 
that  are  specifically  developed  and 
approved  to  correct  the  unsafe 
condition.  In  addition,  we  proposed  to 
change  the  phrase  “its  delegated  agent” 
to  include  a  design  approval  holder 
(DAH)  with  State  of  Design  Authority 
design  organization  approval  (DOA),  as 
applicable,  to  refer  to  a  DAH  authorized 
to  approve  required  repairs  for  the 
proposed  AD. 

One  commenter  to  the  NPRM  having 
Directorate  Identifier  2012-NM-101-AD 
(78  FR  78285,  December  26,  2013)  stated 
the  following:  “The  proposed  wording, 
being  specific  to  repairs,  eliminates  the 
interpretation  that  Airbus  messages  are 


acceptable  for  approving  minor 
deviations  (corrective  actions)  needed 
during  accomplishment  of  an  AD 
mandated  Airbus  service  bulletin.” 

This  comment  has  made  the  FAA 
aware  that  some  operators  have 
misunderstood  or  misinterpreted  the 
Airworthy  Product  paragraph  to  allow 
the  owmer/operator  to  use  messages 
provided  by  the  manufacturer  as 
approval  of  deviations  during  the 
accomplishment  of  an  AD-mandated 
action.  The  Airworthy  Product 
paragraph  does  not  approve  messages  or 
other  information  provided  by  the 
manufacturer  for  deviations  to  the 
requirements  of  the  AD-mandated 
actions.  The  Airworthy  Product 
paragraph  only  addresses  the 
requirement  to  contact  the  manufacturer 
for  corrective  actions  for  the  identified 
unsafe  condition  and  does  not  cover 
deviations  from  other  AD  requirements. 
However,  deviations  to  AD-required 
actions  are  addressed  in  14  CFR  39.17, 
and  anyone  may  request  the  approval 
for  an  alternative  method  of  compliance 
to  the  AD-required  actions  using  the 
procedures  found  in  14  CFR  39.19. 

To  address  this  misunderstanding  and 
misinterpretation  of  the  Airworthy 
Product  paragraph,  we  have  changed  the 
paragraph  and  retitled  it  “Contacting  the 
Manufacturer.”  This  paragraph  now 
clarifies  that  for  any  requirement  in  this 
proposed  AD  to  obtain  corrective 
actions  from  a  manufacturer,  the  actions 
must  be  accomplished  using  a  method 
approved  by  the  FAA,  the  EASA,  or 
Dassault  Aviation’s  EASA  DOA. 

The  Contacting  the  Manufacturer 
paragraph  also  clarifies  that,  if  approved 
by  the  DOA,  the  approval  must  include 
the  DOA-authorized  signature.  The  DOA 
signature  indicates  that  the  data  and 
information  contained  in  the  document 
are  EASA-approved,  which  is  also  FAA- 
approved.  Messages  and  other 
information  provided  by  the 
manufacturer  that  do  not  contain  the 
DOA-authorized  signatme  approval  are 
not  EASA-approved,  unless  EASA 
directly  approves  the  manufacturer’s 
message  or  other  information. 

This  clarification  does  not  remove 
flexibility  previously  afforded  by  the 
Airworthy  Product  paragraph. 

Consistent  with  long-standing  FAA 
policy,  such  flexibility  was  never 
intended  for  required  actions.  This  is 
also  consistent  with  the 
recommendation  of  the  Airworthiness 
Directive  Implementation  Aviation 
Rulemaking  Committee  to  increase 
flexibility  in  complying  with  ADs  by 
identifying  those  actions  in 
manufacturers’  service  instructions  that 
are  “Required  for  Compliance”  with 
ADs.  We  continue  to  work  with 


manufacturers  to  implement  this 
recommendation.  But  once  we 
determine  that  an  action  is  required,  any 
deviation  from  the  requirement  must  be 
approved  as  an  alternative  method  of 
compliance. 

Costs  of  Compliance 

We  estimate  that  this  proposed  AD 
affects  247  airplanes  of  U.S.  registry. 

We  also  estimate  that  it  would  take 
about  2  work-hours  per  product  to 
comply  with  the  basic  requirements  of 
this  proposed  AD.  The  average  labor 
rate  is  $85  per  work-hour.  Required 
parts  would  cost  about  $5  per  product. 
Based  on  these  figures,  we  estimate  the 
cost  of  this  proposed  AD  on  U.S. 
operators  to  be  $43,225,  or  $175  per 
product. 

According  to  the  manufacturer,  some 
of  the  costs  of  this  proposed  AD  may  be 
covered  under  warranty,  thereby 
reducing  the  cost  impact  on  affected 
individuals.  We  do  not  control  warranty 
coverage  for  affected  individuals.  As  a 
result,  we  have  included  all  costs  in  our 
cost  estimate. 

Authority  for  This  Rulemaking 

Title  49  of  the  United  States  Code 
specifies  the  FAA’s  authority  to  issue 
rules  on  aviation  safety.  Subtitle  I, 
section  106,  describes  the  authority  of 
the  FAA  Administrator.  “Subtitle  VII: 
Aviation  Programs,”  describes  in  more 
detail  the  scope  of  the  Agency’s 
authority. 

We  are  issuing  this  rulemaking  under 
the  authority  described  in  “Subtitle  VII, 
Part  A,  Subpart  III,  Section  44701: 

General  requirements.”  Under  that 
section.  Congress  charges  the  FAA  with 
promoting  safe  flight  of  civil  aircraft  in 
air  commerce  by  prescribing  regulations 
for  practices,  methods,  and  procedures 
the  Administrator  finds  necessary  for 
safety  in  air  commerce.  This  regulation 
is  within  the  scope  of  that  authority 
because  it  addresses  an  unsafe  condition 
that  is  likely  to  exist  or  develop  on 
products  identified  in  this  rulemaking 
action. 

Regulatory  Findings 

We  determined  that  this  proposed  AD 
would  not  have  federalism  implications 
under  Executive  Order  13132.  This 
proposed  AD  would  not  have  a 
substantial  direct  effect  on  the  States,  on 
the  relationship  between  the  national 
Government  and  the  States,  or  on  the 
distribution  of  power  and 
responsibilities  among  the  various 
levels  of  government. 

For  the  reasons  discussed  above,  I 
certify  this  proposed  regulation: 

1.  Is  not  a  “significant  regulatory 
action”  under  Executive  Order  12866; 
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2.  Is  not  a  “significant  rule”  under  the 
DOT  Regulatory  Policies  and  Procedures 
(44  FR  11034,  February  26,  1979); 

3.  Will  not  affect  intrastate  axdation  in 
Alaska;  and 

4.  Will  not  have  a  significant 
economic  impact,  positive  or  negative, 
on  a  substantial  number  of  small  entities 
under  the  criteria  of  the  Regulatory 
Flexibility  Act. 

List  of  Subjects  in  14  CFR  Part  39 

Air  transportation.  Aircraft,  Aviation 
safety.  Incorporation  by  reference. 

Safety. 

The  Proposed  Amendment 

Accordingly,  under  the  authority 
delegated  to  me  by  the  Administrator, 
the  FAA  proposes  to  amend  14  CFR  part 
39  as  follows: 

PART  39— AIRWORTHINESS 
DIRECTIVES 

■  1.  The  authority  citation  for  part  39 
continues  to  read  as  follows: 

Authority:  49  U.S.C.  106(g),  40113,  44701. 

§39.13  [Amended] 

■  2.  The  FAA  amends  §  39.13  by  adding 
the  following  new  airworthiness 
directive  (AD): 

Dassault  Aviation:  Docket  No.  FAA-2014- 
0566;  Directorate  Identifier  2014-NM- 
041-AD. 

(a)  Comments  Due  Date 

We  must  receive  comments  by  September 
29,  2014. 

(b)  Affected  ADs 
None. 

(c)  Applicability 

This  AD  applies  to  the  Dassault  Aviation 
airplanes  identified  in  paragraphs  (c)(1)  and 

(c) (2)  of  this  AD,  certificated  in  any  category. 

(1)  Dassault  Aviation  Model  FALCON  2000 
airplanes,  having  serial  numbers  (S/Ns)  1 
through  231  inclusive. 

(2)  Dassault  Aviation  Model  FALCON 
2000EX  airplanes,  having  S/Ns  1  through  262 
inclusive,  and  S/Ns  601  through  604 
inclusive. 

(d)  Subject 

Air  Transport  Association  (ATA)  of 
America  Code  25,  Equipment/Furnishings. 

(e)  Reason 

This  AD  was  prompted  by  a  design  review, 
which  revealed  that  the  forward  servicing 
compartment  (FSC)  is  configured  with  tie¬ 
down  points.  We  are  issuing  this  AD  to 
detect  and  correct  installed  tie-down  points, 
which  could  lead  to  inadvertent  use  of  the 
FSC  as  a  cargo  compartment,  which  could 
result  in  damage  to  the  structure  of  the 
airplane  or  potential  risk  of  fire. 


(f)  Compliance 

Comply  with  this  AD  within  the 
compliance  times  specified,  unless  already 
done. 

(g)  Inspection  and  Removal 

(1)  Within  440  flight  hours  or  9  months 
after  the  effective  date  of  this  AD,  whichever 
occurs  first,  inspect  the  FSC  for  installed  tie¬ 
down  points,  in  accordance  with  the 
Accomplishment  Instructions  of  Dassault 
Service  Bulletin  F2000— 407,  Revision  1, 
dated  January  29,  2014;  or  Dassault  Service 
Bulletin  F2000EX-289,  Revision  1,  dated 
January  29,  2014;  as  applicable. 

(2)  If  it  is  determined  from  the  inspection 
required  by  paragraph  (g)(1)  of  this  AD  that 
tie-down  points  are  installed,  within  the 
compliance  time  specified  in  paragraph  (g)(1) 
of  this  AD,  remove  the  tie-down  points  from 
the  FSC,  in  accordance  with  the 
Accomplishment  Instructions  of  Dassault 
Service  Bulletin  F2000-^07,  Revision  1, 
dated  January  29,  2014;  or  Dassault  Service 
Bulletin  F2000EX-289,  Revision  1,  dated 
January  29,  2014;  as  applicable. 

(h)  Credit  for  Previous  Actions 

This  paragraph  provides  credit  for  actions 
required  by  paragraphs  (g)(1)  and  (g)(2)  of 
this  AD,  if  those  actions  were  performed 
before  the  effective  date  of  this  AD  using 
Dassault  Service  Bulletin  F2000-407,  dated 
December  17,  2013;  or  Dassault  Service 
Bulletin  F2000EX-289,  dated  December  17, 
2013;  which  are  not  incorporated  by 
reference  in  this  AD. 

(i)  Other  FAA  AD  Provisions 

The  following  provisions  also  apply  to  this 
AD: 

(1)  Alternative  Methods  of  Compliance 
(AMOCs):  The  Manager,  International 
Branch,  ANM-116,  FAA,  has  the  authority  to 
approve  AMOCs  for  this  AD,  if  requested 
using  the  procedures  found  in  14  CFR  39.19. 
In  accordance  with  14  CFR  39.19,  send  j'our 
request  to  your  principal  inspector  or  local 
Flight  Standards  District  Office,  as 
appropriate.  If  sending  information  directly 
to  the  International  Branch,  send  it  to  ATTN: 
Tom  Rodriguez,  Aerospace  Engineer, 
International  Branch,  ANM-116,  Transport 
Airplane  Directorate,  FAA,  1601  Lind 
Avenue  SW.,  Renton,  WA  98057-3356; 
telephone  (425)  227-1137;  fax  (425)  227- 
1149.  Information  may  be  emailed  to: 
9-ANM-ll  6-AMOC-REQUESTS@faa.gov. 
Before  using  any  approved  AMOC,  notify 
your  appropriate  principal  inspector,  or 
lacking  a  principal  inspector,  the  manager  of 
the  local  flight  standards  district  office/ 
certificate  holding  district  office.  The  AMOC 
approval  letter  must  specifically  reference 
this  AD. 

(2)  Contacting  the  Manufacturer:  For  any 
requirement  in  this  AD  to  obtain  corrective 
actions  from  a  manufacturer,  the  action  must 
be  accomplished  using  a  method  approved 
by  the  Manager,  International  Branch,  ANM- 
116,  Transport  Airplane  Directorate,  FAA;  or 
the  European  Aviation  Safety  Agency 
(EASA);  or  Dassault  Aviation’s  EASA  Design 
Organization  Approval  (DOA).  If  approved  by 
the  DOA,  the  approval  must  include  the 
DOA-authorized  signature. 


(j)  Related  Information 

(1)  Refer  to  Mandatory  Continuing 
Airworthiness  Information  (MCAI)  European 
Aviation  Safety  Agency  Airworthiness 
Directive  2014-0027R1,  dated  February  5, 
2014,  for  related  information.  This  MCAI 
may  be  found  in  the  AD  docket  on  the 
Internet  at  http://\\n\'w.regulations. gov  by 
searching  for  and  locating  Docket  No.  FAA- 
2014-0566. 

(2)  For  service  information  identified  in 
this  AD,  contact  Dassault  Falcon  Jet,  P.O.  Box 
2000,  South  Hackensack,  NJ  07606; 
telephone  201-440-6700;  Internet  http:// 
w'wnv. dassaultfalcon.com.  You  may  view  this 
service  information  at  the  FAA,  Transport 
Airplane  Directorate,  1601  Lind  Avenue  SW., 
Renton,  WA.  For  information  on  the 
availability  of  this  material  at  the  FAA,  call 
425-227-1221. 

Issued  in  Renton,  Washington,  on  August 
4,  2014. 

Jeffrey  E.  Duven, 

Manager,  Transport  Airplane  Directorate, 
Aircraft  Certification  Service. 

IFR  Doc.  2014-19249  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  TRANSPORTATION 
Federal  Aviation  Administration 
14  CFR  Part  39 

[Docket  No.  FAA-20 14-0567;  Directorate 
Identifier  201 4-NM-1 24-AD] 

RIN2120-AA64 

Airworthiness  Directives;  Bombardier, 
Inc.  Airplanes 

AGENCY:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Notice  of  proposed  rulemaking 
(NPRM). 

SUMMARY:  We  propose  to  adopt  a  new 
airworthiness  directive  (AD)  for  certain 
Bombardier,  Inc.  Model  CL-600-2B19 
(Regional  Jet  Series  100  &  440) 
airplanes.  This  proposed  AD  was 
prompted  by  issuance  of  revised 
certification  maintenance  requirements 
(CMR)  for  the  horizontal  stabilizer  trim 
actuator  (HSTA).  This  proposed  AD 
would  require  revising  the  maintenance 
or  inspection  program.  We  are 
proposing  this  AD  to  detect  and  correct 
premature  wear  and  cracking  of  the 
HSTAs,  which  could  result  in  reduced 
structural  integrity  and  reduced  control 
of  the  airplane  due  to  the  failure  of 
system  components. 

DATES:  We  must  receive  comments  on 
this  proposed  AD  by  September  29, 
2014. 

ADDRESSES:  You  may  send  comments, 
using  the  procedures  found  in  14  CFR 
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11.43  and  11.45,  by  any  of  the  following 
methods: 

•  Federal  eRulemaking  Portal:  Go  to 
http://www.regulations.gov.  Follow  the 
instructions  for  submitting  comments. 

•  Fax:  202-493-2251. 

•  Mail:  U.S.  Department  of 
Transportation,  Docket  Operations,  M- 
30,  West  Building  Ground  Floor,  Room 
W1 2-140,  1200  New  Jersey  Avenue  SE., 
Washington,  DG  20590. 

•  Hand  Delivery:  U.S.  Department  of 
Transportation,  Docket  Operations,  M- 
30,  West  Building  Ground  Floor,  Room 
Wl  2-140,  1200  New  Jersey  Avenue  SE., 
Washington,  DC,  between  9  a.m.  and  5 
p.m.,  Monday  through  Friday,  except 
Federal  holidays. 

For  service  information  identified  in 
this  proposed  AD,  contact  Bombardier, 
Inc.,  400  Cote-Vertu  Road  West,  Dorval, 
Quebec  H4S  1Y9,  Canada;  telephone 
514-855-5000;  fax  514-855-7401;  email 
thd.crj@aero.bombardier.com;  Internet 
http://www.bombardier.com.  You  may 
view  this  referenced  service  information 
at  the  FAA,  Transport  Airplane 
Directorate,  1601  Lind  Avenue  SW., 
Renton,  WA.  For  information  on  the 
availability  of  this  material  at  the  FAA, 
call  425-227-1221. 

Examining  the  AD  Docket 

You  may  examine  the  AD  docket  on 
the  Internet  at  http:// 
wnvw. regulations. gov  by  searching  for 
and  locating  Docket  No.  FAA-2014- 
0567;  or  in  person  at  the  Docket 
Management  Facility  between  9  a.m. 
and  5  p.m.,  Monday  through  Friday, 
except  Federal  holidays.  The  AD  docket 
contains  this  proposed  AD,  the 
regulatory  evaluation,  any  comments 
received,  and  other  information.  The 
street  address  for  the  Docket  Operations 
office  (telephone  800-647-5527J  is  in 
the  ADDRESSES  section.  Comments  will 
be  available  in  the  AD  docket  shortly 
after  receipt. 

FOR  FURTHER  INFORMATION  CONTACT: 

Cesar  Gomez,  Aerospace  Engineer, 
Airframe  and  Mechanical  Systems 
Branch,  ANE-171,  FAA,  New  York 
Aircraft  Certification  Office,  1600 
Stewart  Avenue,  Suite  410,  Westbury, 
New  York  11590;  telephone  (516J  228- 
7318;  fax  (516)  794-5531. 

SUPPLEMENTARY  INFORMATION: 

Comments  Invited 

We  invite  you  to  send  any  written 
relevant  data,  views,  or  arguments  about 
this  proposed  AD.  Send  your  comments 
to  an  address  listed  under  the 
ADDRESSES  section.  Include  “Docket  No. 
FAA-2014-0567;  Directorate  Identifier 
2014-NM-124-AD”  at  the  beginning  of 
your  comments.  We  specifically  invite 


comments  on  the  overall  regulatory, 
economic,  environmental,  and  energy 
aspects  of  this  proposed  AD.  We  will 
consider  all  comments  received  by  the 
closing  date  and  may  amend  this 
proposed  AD  based  on  those  comments. 

We  will  post  all  comments  we 
receive,  without  change,  to  http:// 
www.regulations.gov ,  including  any 
personal  information  you  provide.  We 
will  also  post  a  report  summarizing  each 
substantive  verbal  contact  we  receive 
about  this  proposed  AD. 

Discussion 

Transport  Canada  Civil  Aviation 
(TCCAJ,  which  is  the  aviation  authority 
for  Canada,  has  issued  Canadian 
Airworthiness  Directive  CF-2014-13, 
dated  April  17,  2014  (referred  to  after 
this  as  the  Mandatory  Continuing 
Airworthiness  Information,  or  “the 
MCAI”),  to  correct  an  unsafe  condition 
for  certain  Bombardier,  Inc.  Model  CL- 
600-2B19  (Regional  Jet  Series  100  & 

440)  airplanes.  The  MCAI  states: 

A  revision  has  been  made  to  Part  2  of  the 
Canadair  Regional  Jet  Maintenance 
Requirements  Manual  (MRM),  Appendix  A — 
Certification  Maintenance  Requirements 
which  introduces  a  new  task  for  the  HSTA. 
Failure  to  comply  with  the  CMR  task  could 
lead  to  an  unsafe  condition. 

This  [Canadian]  AD  is  issued  to  ensure  that 
premature  wear  and  cracking  of  the  affected 
components  are  detected  and  corrected.  (This 
condition  could  result  in  reduced  structural 
integrity  and  reduced  control  of  the  airplane 
due  to  the  failure  of  system  components.] 

You  may  examine  the  MCAI  in  the 
AD  docket  on  the  Internet  at  http:// 
www.regulations.gov  by  searching  for 
and  locating  Docket  No.  FAA-2014- 
0567. 

Relevant  Service  Information 

Bombardier  has  issued  Temporary 
Revision  2A-58,  dated  January  31,  2014, 
to  Appendix  A — Certification 
Maintenance  Requirements,  of  Part  2,  of 
Bombardier  CL-600-2B19  Maintenance 
Requirements  Manual.  The  actions 
described  in  this  service  information  are 
intended  to  correct  the  unsafe  condition 
identified  in  the  MCAI. 

FAA’s  Determination  and  Requirements 
of  This  Proposed  AD 

This  product  has  been  approved  by 
the  aviation  authority  of  another 
country,  and  is  approved  for  operation 
in  the  United  States.  Pursuant  to  our 
bilateral  agreement  with  the  State  of 
Design  Authority,  we  have  been  notified 
of  tbe  unsafe  condition  described  in  the 
MCAI  and  service  information 
referenced  above.  We  are  proposing  this 
AD  because  we  evaluated  all  pertinent 
information  and  determined  an  unsafe 


condition  exists  and  is  likely  to  exist  or 
develop  on  other  products  of  the  same 
type  design. 

“Contacting  the  Manufacturer” 
Paragraph  in  This  Proposed  AD 

Since  late  2006,  we  have  included  a 
standard  paragraph  titled  “Airworthy 
Product”  in  all  MCAI  ADs  in  which  the 
FAA  develops  an  AD  based  on  a  foreign 
authority’s  AD. 

The  MCAI  or  referenced  service 
information  in  an  FAA  AD  often  directs 
the  owner/operator  to  contact  the 
manufacturer  for  corrective  actions, 
such  as  a  repair.  Briefly,  the  Airworthy 
Product  paragraph  allowed  owners/ 
operators  to  use  corrective  actions 
provided  by  the  manufacturer  if  those 
actions  were  FAA-approved.  In 
addition,  the  paragraph  stated  that  any 
actions  approved  by  the  State  of  Design 
Authority  (or  its  delegated  agent)  are 
considered  to  be  FAA-approved. 

In  an  NPRM  having  Directorate 
Identifier  2012-NM-101-AD  (78  FR 
78285,  December  26,  2013),  we 
proposed  to  prevent  the  use  of  repairs 
that  were  not  specifically  developed  to 
correct  the  unsafe  condition,  by 
requiring  that  the  repair  approval 
provided  by  the  State  of  Design 
Authority  or  its  delegated  agent 
specifically  refer  to  the  FAA  AD.  This 
change  was  intended  to  clarify  the 
method  of  compliance  and  to  provide 
operators  with  better  visibility  of  repairs 
that  are  specifically  developed  and 
approved  to  correct  the  unsafe 
condition.  In  addition,  we  proposed  to 
change  the  phrase  “its  delegated  agent” 
to  include  a  design  approval  holder 
(DAH)  with  State  of  Design  Authority 
design  organization  approval  (DOA),  as 
applicable,  to  refer  to  a  DAH  authorized 
to  approve  required  repairs  for  the 
proposed  AD. 

One  commenter  to  the  NPRM  having 
Directorate  Identifier  20 12-NM-l 01-AD 
(78  FR  78285,  December  26,  2013)  stated 
the  following:  “The  proposed  wording, 
being  specific  to  repairs,  eliminates  the 
interpretation  that  Airbus  messages  are 
acceptable  for  approving  minor 
deviations  (corrective  actions)  needed 
during  accomplishment  of  an  AD 
mandated  Airbus  service  bulletin.” 

This  comment  has  made  the  FAA 
aware  that  some  operators  have 
misunderstood  or  misinterpreted  the 
Airworthy  Product  paragraph  to  allow 
the  owner/operator  to  use  messages 
provided  by  the  manufacturer  as 
approval  of  deviations  during  the 
accomplishment  of  an  AD-mandated 
action.  The  Airworthy  Product 
paragraph  does  not  approve  messages  or 
other  information  provided  by  the 
manufacturer  for  deviations  to  the 
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requirements  of  the  AD-mandated 
actions.  The  Airwmrthy  Product 
paragraph  only  addresses  the 
requirement  to  contact  the  manufacturer 
for  corrective  actions  for  the  identified 
unsafe  condition  and  does  not  cover 
deviations  from  other  AD  requirements. 
However,  deviations  to  AD-required 
actions  are  addressed  in  14  CFR  39.17, 
and  anyone  may  request  the  approval 
for  an  alternative  method  of  compliance 
to  the  AD-required  actions  using  the 
procedures  found  in  14  CFR  39.19. 

To  address  this  misunderstanding  and 
misinterpretation  of  the  Airworthy 
Product  paragraph,  we  have  changed  the 
paragraph  and  retitled  it  “Contacting  the 
Manufacturer.”  This  paragraph  now 
clarifies  that  for  any  requirement  in  this 
proposed  AD  to  obtain  corrective 
actions  from  a  manufacturer,  the  actions 
must  be  accomplished  using  a  method 
approved  by  the  FAA,  TCCA,  or 
Bombardier,  Inc.’s  TCCA  Design 
Approval  Organization  (DAO). 

The  Contacting  the  Manufacturer 
paragraph  also  clarifies  that,  if  approved 
by  the  DAO,  the  approval  must  include 
the  DAO-authorized  signature.  The  DAO 
signature  indicates  that  the  data  and 
information  contained  in  the  document 
are  TCCA-approved,  which  is  also  FAA- 
approved.  Messages  and  other 
information  provided  by  the 
manufacturer  that  do  not  contain  the 
DAO-authorized  signature  approval  are 
not  TCCA-approved,  unless  TCCA 
directly  approves  the  manufacturer’s 
message  or  other  information. 

This  clarification  does  not  remove 
flexibility  previously  afforded  by  the 
Airworthy  Product  paragraph. 

Consistent  with  long-standing  FAA 
policy,  such  flexibility  was  never 
intended  for  required  actions.  This  is 
also  consistent  with  the 
recommendation  of  the  Airworthiness 
Directive  Implementation  Aviation 
Rulemaking  Committee  to  increase 
flexibility  in  complying  with  ADs  by 
identifying  those  actions  in 
manufacturers’  service  instructions  that 
are  “Required  for  Compliance”  with 
ADs.  We  continue  to  work  with 
manufacturers  to  implement  this 
recommendation.  But  once  we 
determine  that  an  action  is  required,  any 
deviation  from  the  requirement  must  be 
approved  as  an  alternative  method  of 
compliance. 

We  also  have  decided  not  to  include 
a  generic  reference  to  either  the 
“delegated  agent”  or  “design  approval 
holder  (DAH)  with  State  of  Design 
Authority  design  organization 
approval,”  but  instead  we  have 
provided  the  specific  delegation 
approval  granted  by  the  State  of  Design 


Authority  for  the  DAH  throughout  this 
proposed  AD. 

Costs  of  Compliance 

We  estimate  that  this  proposed  AD 
affects  416  airplanes  of  U.S.  registry. 

We  also  estimate  that  it  would  take 
about  1  work-hour  per  product  to 
comply  with  the  basic  requirements  of 
this  proposed  AD.  The  average  labor 
rate  is  $85  per  work-hour.  Required 
parts  would  cost  about  $0  per  product. 
Based  on  these  figures,  we  estimate  the 
cost  of  this  proposed  AD  on  U.S. 
operators  to  be  $35,360,  or  $85  per 
product. 

Authority  for  This  Rulemaking 

Title  49  of  the  United  States  Code 
specifies  the  FAA’s  authority  to  issue 
rules  on  aviation  safety.  Subtitle  I, 
section  106,  describes  the  authority  of 
the  FAA  Administrator.  “Subtitle  VII: 
Aviation  Programs,”  describes  in  more 
detail  the  scope  of  the  Agency’s 
authority. 

We  are  issuing  this  rulemaking  under 
the  authority  described  in  “Subtitle  VII, 
Part  A,  Subpart  III,  Section  44701: 
General  requirements.”  Under  that 
section.  Congress  charges  the  FAA  with 
promoting  safe  flight  of  civil  aircraft  in 
air  commerce  by  prescribing  regulations 
for  practices,  methods,  and  procedures 
the  Administrator  finds  necessary  for 
safety  in  air  commerce.  This  regulation 
is  within  the  scope  of  that  authority 
because  it  addresses  an  unsafe  condition 
that  is  likely  to  exist  or  develop  on 
products  identified  in  this  rulemaking 
action. 

Regulatory  Findings 

We  determined  that  this  proposed  AD 
would  not  have  federalism  implications 
under  Executive  Order  13132.  This 
proposed  AD  would  not  have  a 
substantial  direct  effect  on  the  States,  on 
the  relationship  between  the  national 
Government  and  the  States,  or  on  the 
distribution  of  power  and 
responsibilities  among  the  various 
levels  of  government. 

For  the  reasons  discussed  above,  I 
certify  this  proposed  regulation: 

1.  Is  not  a  “significant  regulatory 
action”  under  Executive  Order  12866; 

2.  Is  not  a  “significant  rule”  under  the 
DOT  Regulatory  Policies  and  Procedures 
(44  FR  11034,  February  26,  1979); 

3.  Will  not  affect  intrastate  aviation  in 
Alaska:  and 

4.  Will  not  have  a  significant 
economic  impact,  positive  or  negative, 
on  a  substantial  number  of  small  entities 
under  the  criteria  of  the  Regulatory 
Flexibility  Act. 


List  of  Subjects  in  14  CFR  Part  39 

Air  transportation,  Aircraft,  Aviation 
safety.  Incorporation  by  reference. 
Safety. 

The  Proposed  Amendment 

Accordingly,  under  the  authority 
delegated  to  me  by  the  Administrator, 
the  FAA  proposes  to  amend  14  CFR  part 
39  as  follows: 

PART  39— AIRWORTHINESS 
DIRECTIVES 

■  1 .  The  authority  citation  for  part  39 
continues  to  read  as  follows: 

Authority:  49  U.S.C.  106(g),  40113,  44701. 

§39.13  [Amended] 

■  2.  The  FAA  amends  §  39.13  by  adding 
the  following  new  airworthiness 
directive  (AD): 

Bombardier,  Inc.:  Docket  No.  FAA-2014- 
0567;  Directorate  Identifier  2014-NM- 
1 24-AD. 

(a)  Comments  Due  Date 

We  must  receive  comments  by  September 
29,  2014. 

(b)  Affected  ADs 
None. 

(c)  Applicability 

This  AD  applies  to  Bombardier,  Inc.  Model 
CL-600-2B19  (Regional  Jet  Series  100  &  440) 
airplanes,  certificated  in  any  category, 
equipped  with  horizontal  stabilizer  trim 
actuator  (HSTA)  part  number  (P/N) 
601R92305-7  (vendor  P/N  8396-5). 

(d)  Subject 

Air  Transport  Association  (ATA)  of 
America  Code  55,  Stabilizers. 

(e)  Reason 

This  AD  was  prompted  by  issuance  of 
revised  certification  maintenance 
requirements  (CMR)  for  the  horizontal 
stabilizer  trim  actuator  (HSTA).  We  are 
issuing  this  AD  to  detect  and  correct 
premature  wear  and  cracking  of  certain 
HSTAs,  which  could  result  in  reduced 
structural  integrity  and  reduced  control  of 
the  airplane  due  to  the  failure  of  system 
components. 

(f)  Compliance 

Comply  with  this  AD  within  the 
compliance  times  specified,  unless  already 
done. 

(g)  Maintenance  or  Inspection  Program 
Revision 

Within  30  days  after  the  effective  date  of 
this  AD,  revise  the  maintenance  or  inspection 
program,  as  applicable,  to  incorporate  tbe 
information  specified  in  Task  C27-40-103- 
05  of  Bombardier  Temporary  Revision  (TR) 
2A-58,  dated  January  31,  2014,  into 
Appendix  A — CMR,  of  Part  2,  of  Bombardier 
CL-600-2B19  MRM.  The  initial  compliance 
time  for  accomplishing  CMR  Task  C27-40- 
103-05  is  at  the  applicable  phase-in  time 
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specified  in  Bombardier  TR  2A-58,  dated 
January  31,  2014,  or  within  30  days  after  the 
effective  date  of  this  AD,  whichever  occurs 
later.  The  revision  required  by  paragraph  (g) 
of  this  AD  may  be  done  by  inserting  a  copy 
of  Bombardier  TR  2A-58,  dated  January  31 , 
2014,  into  Appendix  A — CMR,  of  Part  2,  of 
Bombardier  CL— 600-2B19  MRM.  When  TR 
2A-58,  dated  January  31,  2014,  has  been 
included  in  general  revisions  of  the  MRM, 
the  general  revisions  may  be  inserted  in  the 
MRM,  provided  the  relevant  information  in 
the  general  revision  is  identical  to  that  in  TR 
2A-58,  dated  January  31,  2014. 

(h)  No  Alternative  Actions  and  Intervals 

After  accomplishing  the  revision  required 

hy  paragraph  (g)  of  this  AD,  no  alternative 
actions  (e.g.,  inspections!  or  intervals  may  be 
used  unless  the  actions  or  intervals  are 
approved  as  an  alternative  method  of 
compliance  (AMOC)  in  accordance  with  the 
procedures  specified  in  paragraph  (ijjlj  of 
this  AD. 

(i)  Other  FAA  AD  Provisions 

The  following  provisions  also  apply  to  this 
AD: 

(1)  Alternative  Methods  of  Compliance 
(AMOCs):  The  Manager,  New  York  Aircraft 
Certification  Office  (ACO),  ANE-170,  FAA, 
has  the  authority  to  approve  AMOCs  for  this 
AD,  if  requested  using  the  procedures  found 
in  14  CFR  39.19.  In  accordance  with  14  CFR 
39.19,  send  your  request  to  your  principal 
inspector  or  local  Flight  Standards  District 
Office,  as  appropriate.  If  sending  information 
directly  to  the  ACO,  send  it  to  Program 
Manager,  Continuing  Operational  Safety, 
FAA,  New  York  ACO,  1600  Stewart  Avenue, 
Suite  410,  Westbury,  NY  11590;  telephone 
(516J  228-7300;  fax  (516j  794-5531.  Before 
using  any  approved  AMOC,  notify  your 
appropriate  principal  inspector,  or  lacking  a 
principal  inspector,  the  manager  of  the  local 
flight  standards  district  office/certificate 
holding  district  office.  The  AMOC  approval 
letter  must  specifically  reference  this  AD. 

(2)  Contacting  the  Manufacturer:  For  any 
requirement  in  this  AD  to  obtain  corrective 
actions  from  a  manufacturer,  the  action  must 
be  accomplished  using  a  method  approved 
by  the  Manager,  New  York  ACO,  ANE-170, 
Engine  and  Propeller  Directorate,  FAA;  or 
Transport  Canada  Civil  Aviation  (TCCAJ;  or 
Bombardier,  Inc.’s  TCCA  Design  Approval 
Organization  (DAO).  If  approved  by  the  DAO, 
the  approval  must  include  the  DAO- 
authorized  signature. 

(j)  Related  Information 

(1)  Refer  to  Mandatory  Continuing 
Airworthiness  Information  (MCAI)  Canadian 
Airworthiness  Directive  CF-2014-13,  dated 
April  17,  2014,  for  related  information.  This 
MCAI  may  be  found  in  the  AD  docket  on  the 
Internet  at  http://ww'w.reguIations.gov  hy 
searching  for  and  locating  Docket  No.  FAA— 
2014-0567. 

(2)  For  service  information  identified  in 
this  AD,  contact  Bombardier,  Inc.,  400  Cote- 
Vertu  Road  West,  Dorval,  Quebec  H4S  1Y9, 
Canada;  telephone  514-855-5000;  fax  514- 
855-7401;  email  thd.crj® 
aero.bombardier.com;  Internet  http:// 
wwn\'. bombardier. com.  You  may  view  this 
service  information  at  the  FAA,  Transport 


Airplane  Directorate,  1601  Lind  Avenue  SW., 
Renton,  WA.  For  information  on  the 
availability  of  this  material  at  the  FAA,  call 
425-227-1221. 

Issued  in  Renton,  Washington,  on  August 
7,  2014. 

Victor  Wicklund, 

Acting  Manager,  Transport  Airplane 
Directorate,  Aircraft  Certification  Service. 
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DEPARTMENT  OF  TRANSPORTATION 
Federal  Aviation  Administration 
14  CFR  Part  39 

[Docket  No.  FAA-201 4-0571;  Directorate 
Identifier  201 4-NM-059-AD] 

RIN  2120-AA64 

Airworthiness  Directives;  The  Boeing 
Company  Airplanes 

AGENCY:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Notice  of  proposed  rulemaking 
(NPRIVI). 

SUMMARY:  We  propose  to  adopt  a  new 
airworthiness  directive  (AD)  for  certain 
The  Boeing  Company  Model  767-200, 
-300,  and  -400ER  series  airplanes.  This 
proposed  AD  was  prompted  by  a  report 
of  the  engine  indication  and  crew 
alerting  system  (EICAS)  display  system 
malfunctioning  during  flight.  This 
proposed  AD  would  require  an 
inspection  for  plastic  couplings, 
corrective  actions  if  necessary,  and 
installation  of  new  spray  shrouds.  We 
are  proposing  this  AD  to  prevent  an 
uncontrolled  water  leak  from  a  defective 
potable  water  system  coupling,  which 
could  cause  the  main  equipment  center 
(MEC)  line  replaceable  units  (LRUs)  to 
become  wet,  resulting  in  an  electrical 
short  and  potential  loss  of  several 
functions  essential  for  safe  flight. 

DATES:  We  must  receive  comments  on 
this  proposed  AD  by  September  29, 

2014. 

ADDRESSES:  You  may  send  comments, 
using  the  procedures  found  in  14  CFR 
11.43  and  11.45,  by  any  of  the  following 
methods: 

•  Federal  eRulemaking  Portal:  Go  to 
http://www.reguIations.gov.  Follow  the 
instructions  for  submitting  comments. 

•  Fax;  202-493-2251. 

•  Mail:  U.S.  Department  of 
Transportation,  Docket  Operations,  M- 
30,  West  Building  Ground  Floor,  Room 
W12-140,  1200  New  Jersey  Avenue  SE., 
Washington,  DC  20590. 

•  Hand  Delivery:  Deliver  to  Mail 
address  above  between  9  a.m.  and  5 


p.m.,  Monday  through  Friday,  except 
Federal  holidays. 

For  service  information  identified  in 
this  proposed  AD,  contact  Boeing 
Commercial  Airplanes,  Attention:  Data 
&  Services  Management,  P.O.  Box  3707, 
MC  2H-65,  Seattle,  WA  98124-2207; 
telephone  206-544-5000,  extension  1; 
fax  206-766-5680;  Internet  https:// 
wnvw.myboeingfleet.corn.  You  may  view 
this  referenced  service  information  at 
the  FAA,  Transport  Airplane 
Directorate,  1601  Lind  Avenue  SW., 
Renton,  WA.  For  information  on  the 
availability  of  this  material  at  the  FAA, 
call  425-227-1221. 

Examining  the  AD  Docket 

You  may  examine  the  AD  docket  on 
the  Internet  at  http:// 
www.regulations.gov  by  searching  for 
and  locating  Docket  No.  FAA-2014- 
0571;  or  in  person  at  the  Docket 
Management  Facility  between  9  a.m. 
and  5  p.m.,  Monday  through  Friday, 
except  Federal  holidays.  The  AD  docket 
contains  this  proposed  AD,  the 
regulatory  evaluation,  any  comments 
received,  and  other  information.  The 
street  address  for  the  Docket  Office 
(phone:  800-647-5527)  is  in  the 
ADDRESSES  section.  Comments  will  be 
available  in  the  AD  docket  shortly  after 
receipt. 

FOR  FURTHER  INFORMATION  CONTACT: 

Stanley  Chen,  Aerospace  Engineer, 
Cabin  Safety  and  Environmental 
Systems  Branch,  ANM-150S,  FAA, 
Seattle  Aircraft  Certification  Office 
(ACO),  1601  Lind  Avenue  SW.,  Renton, 
WA  98057-3356;  phone:  425-917-6585; 
fax:  425-917-6590;  email: 

Stanley,  chen@faa.gov. 

SUPPLEMENTARY  INFORMATION: 

Comments  Invited 

We  invite  you  to  send  any  written 
relevant  data,  views,  or  arguments  about 
this  proposal.  Send  your  comments  to 
an  address  listed  under  the  ADDRESSES 
section.  Include  “Docket  No.  FAA- 
2014-0571;  Directorate  Identifier  2014- 
NM-059-AD’’  at  the  beginning  of  your 
comments.  We  specifically  invite 
comments  on  the  overall  regulatory, 
economic,  environmental,  and  energy 
aspects  of  this  proposed  AD.  We  will 
consider  all  comments  received  by  the 
closing  date  and  may  amend  this 
proposed  AD  because  of  those 
comments. 

We  will  post  all  comments  we 
receive,  without  change,  to  http:// 
www.regulations.gov,  including  any 
personal  information  you  provide.  We 
will  also  post  a  report  summarizing  each 
substantive  verbal  contact  we  receive 
about  this  proposed  AD. 
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Discussion 

We  received  a  report  of  the  EICAS 
display  system  malfunctioning  during 
flight.  An  investigation  determined  that 
the  problems  were  caused  by  a  water 
leak  from  a  fractured  plastic  potable 
water  coupling.  We  are  proposing  this 
AD  to  prevent  an  uncontrolled  water 
leak  from  a  defective  potable  water 
system  coupling.  This  condition,  if  not 
corrected,  could  cause  the  MEC  LRUs  to 
become  wet,  resulting  in  an  electrical 
short  and  potential  loss  of  several 
functions  essential  for  safe  flight. 

Relevant  Service  Information 

We  reviewed  Boeing  Alert  Service 
Bulletin  767-38A0073,  dated  November 
12,  2013.  For  information  on  the 
procedures  and  compliance  times,  see 
this  service  information  at  http:// 
m\'Vi'.regulations.gov  by  searching  for 
and  locating  Docket  No.  FAA-2014- 
0571. 

FAA’s  Determination 

We  are  proposing  this  AD  because  we 
evaluated  all  the  relevant  information 
and  determined  the  unsafe  condition 
described  previously  is  likely  to  exist  or 


develop  in  other  products  of  these  same 
type  designs. 

Proposed  AD  Requirements 

This  proposed  AD  would  require 
accomplishing  the  actions  specified  in 
the  service  information  described 
previously. 

The  phrase  “corrective  actions”  is 
used  in  this  proposed  AD.  “Corrective 
actions”  are  actions  that  correct  or 
address  any  condition  found.  Corrective 
actions  in  an  AD  could  include,  for 
example,  repairs. 

Explanation  of  “RC”  Steps  in  Service 
Information 

The  FAA  worked  in  conjunction  with 
industry,  under  the  Airworthiness 
Directives  Implementation  Aviation 
Rulemaking  Committee,  to  enhance  the 
AD  system.  One  enhancement  was  a 
new  process  for  annotating  which  steps 
in  the  service  information  are  required 
for  compliance  with  an  AD. 
Differentiating  these  steps  from  other 
tasks  in  the  service  information  is 
expected  to  improve  an  owner’s/ 
operator’s  understanding  of  crucial  AD 
requirements  and  help  provide 


consistent  judgment  in  AD  compliance. 
The  actions  specified  in  the  service 
information  described  previously 
include  steps  that  are  labeled  as  RC 
(required  for  compliance)  because  these 
steps  have  a  direct  effect  on  detecting, 
preventing,  resolving,  or  eliminating  an 
identified  unsafe  condition. 

As  noted  in  the  specified  service 
information,  steps  labeled  as  RC  must  be 
done  to  comply  with  the  proposed  AD. 
However,  steps  that  are  not  labeled  as 
RC  are  recommended.  Those  steps  that 
are  not  labeled  as  RC  may  be  deviated 
from,  done  as  part  of  other  actions,  or 
done  using  accepted  methods  different 
from  those  identified  in  the  service 
information  without  obtaining  approval 
of  an  AMOC,  provided  the  steps  labeled 
as  RC  can  be  done  and  the  airplane  can 
be  put  back  in  a  serviceable  condition. 
Any  substitutions  or  changes  to  steps 
labeled  as  RC  will  require  approval  of 
an  alternative  method  of  compliance. 

Costs  of  Compliance 

We  estimate  that  this  proposed  AD 
affects  139  airplanes  of  U.S.  registry. 

We  estimate  the  following  costs  to 
comply  with  this  proposed  AD: 


Estimated  Costs 


Action 

Labor  cost 

] 

Parts  cost 

Cost  per 
product 

Cost  on  U.S. 
operators 

Part  1 — General  visual  Inspec- 

Up  to  3  work-hours  x  $85  per  hour  =  $255  . 

$0 

$255 

$35,445 

tion. 

Part  2 — General  visual  inspec- 

2  work-hours  x  85  per  hour  =  170  . 

0 

170 

5,440 

tion  (Groups  9  and  10). 

Install  spray  shrouds . 

3  work-hours  x  85  per  hour  =  255  . 

330 

585 

81,315 

We  estimate  the  following  costs  to  do  be  required  based  on  the  results  of  the  determining  the  number  of  aircraft  that 
any  necessary  replacements  that  would  proposed  inspection.  We  have  no  way  of  might  need  this  replacement: 

On-Condition  Costs 


Action 

Labor  cost 

Parts  cost 

Cost  per 
product 

Replacement  of  coupling  . 

1  work-hour  x  $85  per  hour  =  $85  . 

$53 

$183 

According  to  the  manufacturer,  some 
of  the  costs  of  this  proposed  AD  may  be 
covered  under  warranty,  thereby 
reducing  the  cost  impact  on  affected 
individuals.  We  do  not  control  warranty 
coverage  for  affected  individuals.  As  a 
result,  we  have  included  all  costs  in  our 
cost  estimate. 

Authority  for  This  Rulemaking 

Title  49  of  the  United  States  Code 
specifies  the  FAA’s  authority  to  issue 
rules  on  aviation  safety.  Subtitle  I, 
section  106,  describes  the  authority  of 
the  FAA  Administrator.  Subtitle  VII: 


Aviation  Programs,  describes  in  more 
detail  the  scope  of  the  Agency’s 
authority. 

We  are  issuing  this  rulemaking  under 
the  authority  described  in  Subtitle  VII, 
Part  A,  Subpart  III,  Section  44701: 
“General  requirements.”  Under  that 
section,  Congress  charges  the  FAA  with 
promoting  safe  flight  of  civil  aircraft  in 
air  commerce  by  prescribing  regulations 
for  practices,  methods,  and  procedures 
the  Administrator  finds  necessary  for 
safety  in  air  commerce.  This  regulation 
is  within  the  scope  of  that  authority 
because  it  addresses  an  unsafe  condition 


that  is  likely  to  exist  or  develop  on 
products  identified  in  this  rulemaking 
action. 

Regulatory  Findings 

We  determined  that  this  proposed  AD 
would  not  have  federalism  implications 
under  Executive  Order  13132.  This 
proposed  AD  would  not  have  a 
substantial  direct  effect  on  the  States,  on 
the  relationship  between  the  national 
Government  and  the  States,  or  on  the 
distribution  of  power  and 
responsibilities  among  the  various 
levels  of  government. 
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For  the  reasons  discussed  above,  I 
certify  this  proposed  regulation: 

(1)  Is  not  a  “significant  regulatory 
action”  under  Executive  Order  12866, 

(2)  Is  not  a  “significant  rule”  under 
the  DOT  Regulatory  Policies  and 
Procedures  (44  FR  11034,  February  26, 
1979), 

(3)  Will  not  affect  intrastate  aviation 
in  Alaska,  and 

(4)  Will  not  have  a  significant 
economic  impact,  positive  or  negative, 
on  a  substantial  number  of  small  entities 
under  the  criteria  of  the  Regulatory 
Flexibility  Act. 

List  of  Subjects  in  14  CFR  Part  39 

Air  transportation.  Aircraft,  Aviation 
safety.  Incorporation  by  reference. 

Safety. 

The  Proposed  Amendment 

Accordingly,  under  the  authority 
delegated  to  me  by  the  Administrator, 
the  FAA  proposes  to  amend  14  CFR  part 
39  as  follows: 

PART  39— AIRWORTHINESS 
DIRECTIVES 

■  1 .  The  authority  citation  for  part  39 
continues  to  read  as  follows: 

Authority:  49  U.S.C.  106(g),  40113,  44701. 

§39.13  [Amended] 

■  2.  The  FAA  amends  §  39.13  by  adding 
the  following  new  airworthiness 
directive  (AD): 

The  Boeing  Company:  Docket  No.  FAA- 
2014-0571;  IDirectorate  Identifier  2014- 
NM-059-AD. 

(a)  Comments  Due  Date 

We  must  receive  comments  by  September 
29,  2014. 

(b)  Affected  ADs 
None. 

(c)  Applicability 

This  AD  applies  to  The  Boeing  Company 
Model  767-200,-300,  and-400ER  series 
airplanes,  certificated  in  any  category,  as 
identified  in  Boeing  Alert  Service  Bulletin 
767-38A0073,  dated  November  12,  2013. 

(d)  Subject 

Air  Transport  Association  (ATA)  of 
America  Code  38,  Water/Waste. 

(e)  Unsafe  Condition 

This  AD  was  prompted  by  a  report  of  the 
engine  indication  and  crew  alerting  system 
(EICAS)  display  system  malfunctioning 
during  flight.  We  are  issuing  this  AD  to 
prevent  an  uncontrolled  water  leak  from  a 
defective  potable  water  system  coupling, 
which  could  cause  the  main  equipment 
center  (MEC)  line  replaceable  units  (LRUs)  to 
become  wet,  resulting  in  an  electrical  short 
and  potential  loss  of  several  functions 
essential  for  safe  flight. 


(f)  Compliance 

Comply  with  this  AD  within  the 
compliance  times  specified,  unless  already 
done. 

(g)  Inspection  and  Installation 

At  the  applicable  times  identified  in 
paragraph  I.E.,  “Compliance,”  of  Boeing 
Alert  Service  Bulletin  767-38A0073,  dated 
November  12,  2013,  except  as  required  by 
paragraph  (h)  of  this  AD:  Do  a  general  visual 
inspection  for  plastic  potable  water 
couplings,  do  all  applicable  corrective 
actions,  and  install  new  spray  shrouds 
(including  a  new  hose  assembly,  as 
applicable),  in  accordance  with  the 
Accomplishment  Instructions  of  Boeing  Alert 
Service  Bulletin  767-38A0073,  dated 
November  12,  2013.  Do  all  applicable 
corrective  actions  within  the  compliance 
time  identified  in  paragraph  I.E., 
“Compliance,”  of  Boeing  Alert  Service 
Bulletin  767-38A0073,  dated  November  12, 
2013,  except  as  required  by  paragraph  (h)  of 
this  AD. 

(h)  Exception  to  the  Service  Information 

Where  paragraph  I.E.,  “Compliance,”  of 

Boeing  Alert  Service  Bulletin  767-38A0073, 
dated  November  12,  2013,  specifies  a 
compliance  time  “after  the  original  issue  date 
of  this  service  bulletin,”  this  AD  requires 
compliance  within  the  specified  compliance 
time  after  the  effective  date  of  this  AD. 

(i)  Parts  Installation  Prohibition 

As  of  the  effective  date  of  this  AD,  no 
person  may  install  any  plastic  potable  water 
coupling  having  part  number  (P/N)  CA620  or 
P/N  CA625  on  any  airplane. 

(j)  Alternative  Methods  of  Compliance 
(AMOCs) 

(1)  The  Manager,  Seattle  Aircraft 
Certification  Office  (AGO),  FAA,  has  the 
authority  to  approve  AMOCs  for  this  AD,  if 
requested  using  the  procedures  found  in  14 
CFR  39.19.  In  accordance  with  14  CFR  39.19, 
send  your  request  to  your  principal  inspector 
or  local  Flight  Standards  District  Office,  as 
appropriate.  If  sending  information  directly 
to  the  manager  of  the  AGO,  send  it  to  the 
attention  of  the  person  identified  in 
paragraph  (k)(l)  of  this  AD.  Information  may 
be  emailed  to:  9-ANM-SeattIe-ACO-AMOC- 
Requests@faa.gov. 

(2)  Before  using  any  approved  AMOC, 
notify  your  appropriate  principal  inspector, 
or  lacking  a  principal  inspector,  the  manager 
of  the  local  flight  standards  district  office/ 
certificate  holding  district  office. 

(3)  If  the  service  information  contains  steps 
that  are  labeled  as  RC  (Required  for 
Compliance),  those  steps  must  be  done  to 
comply  with  this  AD;  any  steps  that  are  not 
labeled  as  RC  are  recommended.  Those  steps 
that  are  not  labeled  as  RC  may  be  deviated 
from,  done  as  part  of  other  actions,  or  done 
using  accepted  methods  different  from  those 
identified  in  the  specified  service 
information  without  obtaining  approval  of  an 
AMOC,  provided  the  steps  labeled  as  RC  can 
be  done  and  the  airplane  can  be  put  back  in 

a  serviceable  condition.  Any  substitutions  or 
changes  to  steps  labeled  as  RC  require 
approval  of  an  AMOC. 


(k)  Related  Information 

(1)  For  more  information  about  this  AD, 
contact  Stanley  Chen,  Aerospace  Engineer, 
Cabin  Safety  and  Environmental  Systems 
Branch,  ANM-150S,  FAA,  Seattle  Aircraft 
Certification  Office  (AGO),  1601  Lind  Avenue 
SW.,  Renton,  WA  98057-3356;  phone:  425- 
917-6585;  fax:  425-917-6590;  email: 
stanley.chen@faa.gov. 

(2)  For  service  information  identified  in 
this  AD,  contact  Boeing  Commercial 
Airplanes,  Attention:  Data  &  Services 
Management,  P.O.  Box  3707,  MC  2H-65, 
Seattle,  WA  98124-2207;  telephone  206- 
544-5000,  extension  1;  fax  206-766-5680; 
Internet  https://www.nriyboeingfleet.com.  You 
may  view  this  referenced  service  information 
at  the  FAA,  Transport  Airplane  Directorate, 
1601  Lind  Avenue  SW.,  Renton,  WA.  For 
information  on  the  availability  of  this 
material  at  the  FAA,  call  425-227-1221. 

Issued  in  Renton,  Washington,  on  August 
4,  2014. 

Jeffrey  E.  Duven, 

Manager,  Transport  Airplane  Directorate, 
Aircraft  Certification  Service. 

(FR  Doc.  2014-19248  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-1 3-P 


DEPARTMENT  OF  COMMERCE 
Bureau  of  Economic  Analysis 

15  CFR  Part  801 

[Docket  No.  140613502-4502-01] 

BIN  0691-XC026 

Direct  Investment  Surveys:  BE-10, 
Benchmark  Survey  of  U.S.  Direct 
Investment  Abroad 

agency:  Bureau  of  Economic  Analysis, 
Commerce. 

ACTION:  Notice  of  proposed  rulemaking. 

SUMMARY:  This  proposed  rule  would 
amend  regulations  of  the  Department  of 
Commerce’s  Bureau  of  Economic 
Analysis  (BEA)  to  reinstate  reporting 
requirements  for  the  2014  BE-10, 
Benchmark  Survey  of  U.S.  Direct 
Investment  Abroad.  Benchmark  surveys 
are  conducted  every  five  years;  the  prior 
survey  covered  2009.  The  benchmark 
survey  covers  the  universe  of  U.S.  direct 
investment  abroad,  and  is  BEA’s  most 
comprehensive  survey  of  such 
investment  in  terms  of  subject  matter. 
For  the  2014  benchmark  survey,  BEA 
proposes  changes  in  the  data  items 
collected.  No  changes  are  proposed  to 
the  reporting  requirements  for  the 
survey.  This  mandatory  survey  would 
be  conducted  under  the  authority  of  the 
International  Investment  and  Trade  in 
Services  Survey  Act  (the  Act).  Unlike 
most  other  BEA  surveys  conducted 
pursuant  to  the  Act,  a  response  would 
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be  required  from  persons  subject  to  the 
reporting  requirements  of  the  BE-10, 
Benchmark  Sruvey  of  U.S.  Direct 
Investment  Abroad,  whether  or  not  they 
are  contacted  by  BEA,  in  order  to  insure 
that  respondents  subject  to  the 
requirements  for  U.S.  direct  investment 
abroad  are  identified. 

DATES:  Comments  on  this  proposed  rule 
will  receive  consideration  if  submitted 
in  WTiting  on  or  before  5:00  p.m. 

October  14,  2014. 

ADDRESSES:  You  may  submit  comments, 
identified  by  RIN  0691-XC026,  and 
referencing  the  agency  name  (Bureau  of 
Economic  Analysis),  by  any  of  the 
following  methods: 

•  Federal  eRulemaking  Portal:  http:// 
w'ww.regulations.gov.  Follow  the 
instructions  for  submitting  comments. 
For  Keyword  or  ID,  enter  “EAB-2014- 
0002.” 

•  Email:  Barbara.Hubbard@bea.gov. 

•  Fax:  Office  of  the  Chief,  Direct 
Investment  Division,  (202)  606-2894. 

•  Mail:  Office  of  the  Chief,  Direct 
Investment  Division,  U.S.  Department  of 
Commerce,  Bureau  of  Economic 
Analysis,  BE-50,  Washington,  DC 
20230. 

•  Hand  Delivery/Courier:  Office  of  the 
Chief,  Direct  Investment  Division,  U.S. 
Department  of  Commerce,  Bureau  of 
Economic  Analysis,  BE-50,  Shipping 
and  Receiving,  Section  MlOO,  1441  L 
Street  NW.,  Washington,  DC  20005. 

Written  comments  regarding  the 
burden-hour  estimates  or  other  aspects 
of  the  collection-of-information 
requirements  contained  in  the  proposed 
rule  should  be  sent  to  both  BEA  through 
any  of  the  methods  above  and  to  the 
Office  of  Management  and  Budget 
(OMB),  OIRA,  Paperwork  Reduction 
Project  0608-0049,  Attention  PRA  Desk 
Officer  for  BEA,  via  email  at  pbugg@ 
omb.eop.gov,  or  by  FAX  at  202-395- 
7245. 

Public  Inspection:  All  comments 
received  are  a  part  of  the  public  record 
and  will  generally  be  posted  to  http:// 
wnvw.regulations.gov  without  change. 

All  personal  identifying  information  (for 
example,  name,  address,  etc.) 
voluntarily  submitted  by  the  commenter 
may  be  publicly  accessible.  Do  not 
submit  confidential  business 
information  or  otherwise  sensitive  or 
protected  information.  BEA  will  accept 
anonymous  comments  (enter  N/A  in 
required  fields  if  you  wish  to  remain 
anonymous).  Attachments  to  electronic 
comments  will  be  accepted  in  Microsoft 
Word,  Excel,  or  Adobe  portable 
document  file  (pdf)  formats  only. 

FOR  FURTHER  INFORMATION  CONTACT: 
Barbara  K.  Hubbard,  Acting  Chief, 

Direct  Investment  Division  (BE-50), 


Bureau  of  Economic  Analysis,  U.S. 
Department  of  Commerce,  Washington, 
DC  20230;  phone  (202)  606-9846. 
SUPPLEMENTARY  INFORMATION:  The  BE- 
10,  Benchmark  Survey  of  U.S.  Direct 
Investment  Abroad,  is  a  mandatory 
survey  and  is  conducted  once  every  five 
years  by  BEA  under  the  International 
Investment  and  Trade  in  Services 
Survey  Act,  22  U.S.C.  3101-3108  (the 
Act).  Section  3103(b)  of  the  Act 
provides  that  “with  respect  to  United 
States  direct  investment  abroad,  the 
President  shall  conduct  a  benchmark 
survey  covering  year  1982,  a  benchmark 
sur\'ey  covering  year  1989,  and 
benchmark  surveys  covering  every  fifth 
year  thereafter.”  In  Section  3  of 
Executive  Order  11961,  as  amended  by 
Executive  Orders  12318  and  12518,  the 
President  delegated  responsibility  for 
performing  functions  under  the  Act 
concerning  direct  investment  to  the 
Secretary  of  Commerce,  who  has 
redelegated  it  to  BEA. 

Section  3103(b)  also  instructs  BEA  to: 

(1)  Identify  the  location,  nature,  and 
magnitude  of,  and  changes  in  total 
investment  by  any  parent  in  each  of  its 
affiliates  and  the  financial  transactions 
between  any  parent  and  each  of  its 
affiliates; 

(2)  Obtain  (A)  information  on  the 
balance  sheet  of  parents  and  affiliates 
and  related  financial  data,  (B)  income 
statements,  including  the  gross  sales  by 
primary  line  of  business  (with  as  much 
product  line  detail  as  is  necessary  and 
feasible)  of  parents  and  affiliates  in  each 
country  in  which  they  have  significant 
operations,  and  (C)  related  information 
regarding  trade,  including  trade  in  both 
goods  and  services,  between  a  parent 
and  each  of  its  affiliates  and  between 
each  parent  or  affiliate  and  any  other 
person; 

(3)  Collect  employment  data  showing 
both  the  number  of  United  States  and 
foreign  employees  of  each  parent  and 
affiliate  and  the  levels  of  compensation, 
by  country,  industry,  and  skill  level; 

(4)  Obtain  information  on  tax 
payments  by  parents  and  affiliates  by 
country;  and 

(5)  Determine,  by  industrj^  and 
country,  the  total  dollar  amount  of 
research  and  development  expenditures 
by  each  parent  and  affiliate,  payments 
or  other  compensation  for  the  transfer  of 
technology  between  parents  and  their 
affiliates,  and  payments  or  other 
compensation  received  by  parents  or 
affiliates  from  the  transfer  of  technology 
to  other  persons. 

By  rule  issued  in  2012  (77  FR  24373), 
BEA  established  guidelines  for 
collecting  data  on  international  trade  in 
services  and  direct  investment  through 


notices,  rather  than  through  rulemaking. 
This  proposed  rule  would  amend  the 
regulations  to  require  a  response  from 
persons  subject  to  the  reporting 
requirements  of  the  BE-10,  whether  or 
not  they  are  contacted  by  BEA,  in  order 
to  ensure  complete  coverage  of  U.S. 
direct  investment  abroad. 

The  benchmark  sru-vey  covers  the  U.S. 
direct  investment  abroad  universe  and 
is  BEA’s  most  comprehensive  survey  of 
such  investment  in  terms  of  subject 
matter.  U.S.  direct  investment  abroad  is 
defined  as  the  ownership  or  control, 
directly  or  indirectly,  by  one  U.S. 
person  of  10  percent  or  more  of  the 
voting  securities  of  an  incorporated 
foreign  business  enterprise  or  an 
equivalent  interest  in  an  unincorporated 
foreign  business  enterprise,  including  a 
branch. 

The  purpose  of  the  benchmark  survey 
is  to  obtain  universe  data  on  the 
financial  and  operating  characteristics 
of,  and  on  positions  and  transactions 
between,  U.S.  parent  companies  and 
their  foreign  affiliates.  The  data  are 
needed  to  measure  the  size  and 
economic  significance  of  U.S.  direct 
investment  abroad,  measure  changes  in 
such  investment,  and  assess  its  impact 
on  the  U.S.  and  foreign  economies. 

These  data  are  used  to  derive  current 
universe  estimates  of  direct  investment 
from  sample  data  collected  in  other  BEA 
surveys  in  non-benchmark  years.  In 
particular,  they  would  serve  as 
benchmarks  for  the  quarterly  direct 
investment  estimates  included  in  the 
U.S.  international  transactions, 
international  investment  position,  and 
national  income  and  product  accounts, 
and  for  annual  estimates  of  the 
operations  of  U.S.  parent  companies  and 
their  foreign  affiliates. 

This  proposed  rule  would  amend  15 
CFR  part  801  by  adding  a  new  section 
801.8  to  set  forth  the  reporting 
requirements  for  the  BE-10,  Benchmark 
Survey  of  U.S.  Direct  Investment 
Abroad.  The  Department  of  Commerce, 
as  part  of  its  continuing  effort  to  reduce 
paperwork  and  respondent  burden, 
invites  the  general  public  and  other 
Federal  agencies  to  comment  on 
proposed  and/or  continuing  information 
collections,  as  required  by  the 
Paperwork  Reduction  Act  of  1995,  44 
U.S.C.  3501-3520  (PRA). 

Description  of  Changes 

The  proposed  changes  would  amend 
the  regulations  and  the  survey  forms  for 
the  BE-10  benchmark  survey.  These 
amendments  include  changes  in  the 
data  items  collected  and  questionnaire 
design. 

If  this  proposed  rule  is  made  final, 
unlike  most  other  BEA  surveys 
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conducted  pursuant  to  the  Act,  persons 
subject  to  the  reporting  requirements  of 
the  BE-10,  Survey  of  U.S.  Direct 
Investment  Abroad,  would  be  required 
to  respond  whether  or  not  they  are 
contacted  by  BEA. 

BEA  proposes  to  add  and  delete  some 
items  on  the  benchmark  survey  forms. 
Most  of  the  additions  are  proposed  in 
response  to  suggestions  from  data  users. 
The  following  items  would  be  added  to 
the  benchmark  survey: 

(1)  For  U.S.  parent  companies, 
questions  will  be  added  to  collect  data 
on  the  U.S.  imports  of  goods  by  the 
intended  use  of  the  goods  and  by 
whether  the  shipper  of  the  goods  is  a 
foreign  affiliate  or  an  unaffiliated 
foreign  entity. 

(2)  For  larger  U.S.  parent  companies 
(those  with  assets,  sales,  or  net  income 
greater  than  $300  million),  questions 
will  be  added  to  collect  information  on 
assets,  liabilities,  and  interest  receipts 
and  payments  that  are  related  to 
banking  activities.  These  questions  are 
collected  on  the  Annual  Survey  of  U.S. 
Direct  Investment  Abroad  (BE-11). 

(3)  A  question  will  be  added  to 
identify  the  city  in  which  each  foreign 
affiliate  is  located. 

(4)  For  majority-owned  foreign 
affiliates  with  assets,  sales,  or  net 
income  greater  than  $80  million,  a 
question  will  be  added  to  the  balance 
sheet  to  collect  data  on  cash  and  cash 
equivalents. 

(5)  For  larger  majority-owned  foreign 
affiliates  (those  with  assets,  sales,  or  net 
income  greater  than  $300  million), 
questions  will  be  added  to  the  section 
to  collect  sales  data  on  the  top  five 
countries  (besides  the  U.S.  and  the 
country  of  the  affiliate)  to  which  the 
affiliates  made  sales.  For  each  country, 
sales  will  be  categorized  by  customer: 
“other  foreign  affiliates  of  the  U.S. 
Reporter(s)”  and  “unaffiliated 
customers.”  An  “all  other”  item  will 
also  be  added  after  the  top  five 
countries.  Questions  on  sales  by  region 
of  destination  will  be  retained. 

(6)  For  majority-owned  foreign 
affiliates  with  assets,  sales,  or  net 
income  greater  than  $80  million, 
questions  will  be  added  to  the  section 
on  royalties  and  license  fees  to  collect 
receipts  from  U.S.  parents,  receipts  from 
other  U.S.  persons,  payments  to  U.S. 
parents,  and  payments  to  other  U.S. 
persons.  On  the  previous  benchmark 
survey,  this  section  only  included 
receipts  from  and  payments  to  foreign 
persons. 

(7)  For  foreign  affiliates  with  assets, 
sales,  or  net  income  greater  than  $25 
million,  several  check-box  questions 
will  be  added  to  ensure  that  certain 
types  of  finance  companies  do  not 


report  intercompany  debt  to  BEA  that  is 
already  reported  on  Treasury 
International  Capital  surveys.  Similar 
questions  are  included  in  the  Quarterly 
Survey  of  U.S.  Direct  Investment 
Abroad  (BE-577). 

(8)  For  foreign  affiliates  with  assets, 
sales,  or  net  income  between  $25 
million  and  $80  million,  a  question  will 
be  added  to  collect  expenditures  for 
research  and  development  performed  by 
the  foreign  affiliate. 

Several  questions  will  be  modified: 

(1)  Questions  on  contract 
manufacturing  will  be  updated  to 
incorporate  improved  wording. 

(2)  The  cash  item  on  the  balance  sheet 
for  U.S.  parent  companies  will  be 
modified  to  include  cash  equivalents. 

BEA  proposes  to  eliminate  the 
following  items  from  the  benchmark 
survey  because  they  are  no  longer  used: 

(1)  Official  foreign  identification 
numbers  issued  by  host-country 
governments  to  foreign  affiliates  on  BE- 
lOB. 

(2)  Withholding  taxes  on  interest 
received  from  and  paid  to  U.S.  parent 
companies  by  foreign  affiliates  on  BE- 
lOB. 

In  addition,  BEA  plans  to  redesign  the 
survey  questionnaires.  The  new  design 
will  incorporate  improvements  made  to 
other  BEA  surveys.  Survey  instructions 
and  data  item  descriptions  will  be 
changed  to  improve  clarity  and  make 
the  benchmark  survey  forms  more 
consistent  with  those  of  other  BEA 
surv^eys. 

Executive  Order  12866 

This  proposed  rule  has  been 
determined  to  be  not  significant  for 
purposes  of  E.O.  12866. 

Executive  Order  13132 

This  proposed  rule  does  not  contain 
policies  with  Federalism  implications 
sufficient  to  warrant  preparation  of  a 
Federalism  assessment  under  E.O. 

13132. 

Paperwork  Reduction  Act 

This  proposed  rule  contains  a 
collection-of-information  requirement 
subject  to  review  and  approval  by  0MB 
under  the  PRA.  The  requirement  will  be 
submitted  to  0MB  for  approval  as  a 
reinstatement,  with  change,  of  a 
previously  approved  collection  under 
OMB  control  number  0608-0049. 

Notwithstanding  any  other  provisions 
of  the  law,  no  person  is  required  to 
respond  to,  nor  shall  any  person  be 
subject  to  a  penalty  for  failure  to  comply 
with,  a  collection  of  information  subject 
to  the  requirements  of  the  PRA  unless 
that  collection  displays  a  currently  valid 
OMB  control  number. 


The  BE-10  survey,  as  proposed,  is 
expected  to  result  in  the  filing  of  reports 
from  approximately  3,900  respondents. 
The  respondent  burden  for  this 
collection  of  information  will  vary  from 
one  company  to  another,  but  is 
estimated  to  average  144  hours  per 
response,  including  time  for  reviewing 
instructions,  searching  existing  data 
sources,  gathering  and  maintaining  the 
data  needed,  and  completing  and 
reviewing  the  collection  of  information. 
Thus  the  total  respondent  burden  for 
this  survey  is  estimated  at  561,100 
hours,  compared  to  459,400  hours  for 
the  previous  (2009)  benchmark  survey. 
The  increase  in  burden  hours  is  due  to 
an  increase  in  the  size  of  the  respondent 
universe. 

Comments  are  requested  concerning: 

(a)  Whether  the  proposed  collection  of 
information  is  necessary  for  the  proper 
performance  of  the  functions  of  the 
agency,  including  whether  the 
information  will  have  practical  utility; 

(b)  The  accuracy  of  the  burden  estimate; 

(c)  Ways  to  enhance  the  quality,  utility, 
and  clarity  of  the  information  collected; 
and  (d)  Ways  to  minimize  the  burden  of 
the  collection  of  information  on  the 
respondents,  including  the  use  of 
automated  collection  techniques  or 
other  forms  of  information  technology. 

Written  comments  regarding  the 
burden-hour  estimates  or  other  aspects 
of  the  collection-of-information 
requirements  contained  in  the  proposed 
rule  should  be  sent  to  both  BEA  and 
OMB  following  the  instructions  given  in 
the  ADDRESSES  section  above. 

Regulatory  Flexibility  Act 

The  Chief  Counsel  for  Regulation, 
Department  of  Commerce,  has  certified 
to  the  Chief  Counsel  for  Advocacy, 

Small  Business  Administration,  under 
the  provisions  of  the  Regulatory 
Flexibility  Act  (RFA),  5  U.S.C.  605(b), 
that  this  proposed  rulemaking,  if 
adopted,  will  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities.  The  changes 
proposed  in  this  rule  are  discussed  in 
the  preamble  and  are  not  repeated  here. 

A  BE-10  report  is  required  of  any  U.S. 
company  that  had  a  foreign  affiliate — 
that  is,  that  had  direct  or  indirect 
ownership  or  control  of  at  least  10 
percent  of  the  voting  stock  of  an 
incorporated  foreign  business 
enterprise,  or  an  equivalent  interest  in 
an  unincorporated  foreign  business 
enterprise,  including  a  branch — at  any 
time  during  the  U.S.  company’s  2014 
fiscal  year.  U.S.  companies  that  have 
direct  investments  abroad  tend  to  be 
quite  large,  and  few  small  U.S. 
businesses  are  subject  to  the  reporting 
requirements  of  this  survey.  Also,  U.S. 
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businesses  that  meet  the  SBA  small 
business  standards  tend  to  have  few 
foreign  affiliates  and  the  foreign 
affiliates  that  they  do  OA\m  are  small. 
BEA  estimates  that  approximately  800 
of  the  approximately  3,900  U.S.  parent 
companies  that  will  be  required  to 
respond  to  the  BE-10  benchmark  survey 
are  small  businesses  according  to  the 
standards  established  by  the  SBA.  The 
number  of  items  required  to  be  reported 
for  a  foreign  affiliate  is  determined  by 
the  size  of  the  affiliate’s  assets,  sales, 
and  net  income.  In  the  BE-10  sur\7ey, 
for  the  smallest  foreign  affiliates — those 
with  total  assets,  sales  or  gross  operating 
revenues,  and  net  income  of  less  than  or 
equal  to  $25  million  (positive  or 
negative) — only  a  few  selected  items 
would  be  reported  on  a  schedule-type 
form.  Form  BE-IOD.  To  further  ease  the 
reporting  burden  on  smaller  U.S. 
companies,  U.S.  Reporters  with  total 
assets,  sales  or  gross  operating  revenues, 
and  net  income  less  than  or  equal  to 
$300  million  (positive  or  negative)  are 
required  to  report  only  selected  items  on 
the  BE-lOA  form  for  U.S.  Reporters,  in 
addition  to  forms  they  may  be  required 
to  file  for  their  foreign  affiliates.  Further, 
public  reporting  burden  for  the  BE-10 
collection  of  information  is  estimated  to 
vary  from  14  hours  for  the  smallest  and 
least  complex  U.S.  Reporter  with  only 
one  foreign  affiliate,  to  approximately 
18,000  hours  for  a  very  large  U.S. 
Reporter  with  up  to  800  affiliates  with 
a  wide  range  of  activities.  We  estimate 
that  most  small  reporters  that  will  be 
subject  to  this  rule  will  cluster  around 
the  14  hour  reporting  burden. 

Because  a  very  small  percentage  of  the 
over  5  million  U.S.  small  businesses  are 
impacted  by  this  rule  (.016  percent  or 
less  than  2/ 100th  of  1  percent  of  all 
small  businesses),  and  because  those 
small  businesses  that  will  be  impacted 
will  be  subject  to  only  minimal 
reporting  burdens,  the  Chief  Counsel  for 
Regulation  certifies  that  this  proposed 
rule  will  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities. 

List  of  Subjects  in  15  CFR  Part  801 

Economic  statistics.  International 
transactions.  Multinational  companies. 
Penalties,  Reporting  and  record  keeping 
requirements,  U.S.  direct  investment 
abroad. 

Dated:  July  30,  2014. 

Brian  C.  Moyer, 

Acting  Director,  Bureau  of  Economic 
Analysis. 

For  reasons  set  forth  in  the  preamble, 
BEA  proposes  to  amend  15  CFR  part  801 
as  follows: 


PART  801— SURVEYOR 
INTERNATIONAL  TRADE  IN  SERVICES 
BETWEEN  U.S.  AND  FOREIGN 
PERSONS  AND  SURVEYS  OF  DIRECT 
INVESTMENT 

■  1.  The  authority  citation  for  15  CFR 
part  801  continues  to  read  as  follows: 

Authority:  5  U.S.C.  301;  15  U.S.C.  4908; 

22  U.S.C.  3101-3108;  E.O.  11961  (3  CFR, 
1977  Comp.,  p.  86),  as  amended  by  E.O. 
12318  (3  CFR,  1981  Comp.  p.  173);  and  E.O. 
12518  (3  CFR,  1985  Comp.  p.  348). 

■  2.  Revise  §  801.3  to  read  as  follows: 

§801.3  Reporting  requirements. 

Except  for  surveys  subject  to 
rulemaking  in  §§  801.7  and  801.8, 
reporting  requirements  for  all  other 
surveys  conducted  by  the  Bureau  of 
Economic  Analysis  shall  be  as  follows: 

(a)  Notice  of  specific  reporting 
requirements,  including  who  is  required 
to  report,  the  information  to  be  reported, 
the  manner  of  reporting,  and  the  time 
and  place  of  filing  reports,  will  be 
published  by  the  Director  of  the  Bureau 
of  Economic  Analysis  in  the  Federal 
Register  prior  to  the  implementation  of 
a  sur\^ey; 

(b)  In  accordance  with  section 
3104(b)(2)  of  title  22  of  the  United  States 
Code,  persons  notified  of  these  surveys 
and  subject  to  tbe  jurisdiction  of  the 
United  States  shall  furnish,  under  oath, 
any  report  containing  information 
which  is  determined  to  be  necessary  to 
carry  out  the  surveys  and  studies 
provided  for  by  the  Act;  and 

(c)  Persons  not  notified  in  witing  of 
their  filing  obligation  by  the  Bureau  of 
Economic  Analysis  are  not  required  to 
complete  the  survey. 

■  3.  Add  §  801.8  to  read  as  follows: 

§  801 .8  Rules  and  regulations  for  the  BE- 
10,  Benchmark  Survey  of  U.S.  Direct 
Investment  Abroad — 201 4. 

A  BE-10,  Benchmark  Survey  of  U.S. 
Direct  Investment  Abroad  will  be 
conducted  covering  2014.  All  legal 
authorities,  provisions,  definitions,  and 
requirements  contained  in  §§  801.1 
through  801.2  and  §§  801.4  through 
801.6  are  applicable  to  this  survey. 
Specific  additional  rules  and  regulations 
for  the  BE-10  survey  are  given  in 
paragraphs  (a)  through  (d)  of  this 
section.  More  detailed  instructions  are 
given  on  the  report  forms  and 
instructions. 

(a)  Response  required.  A  response  is 
required  from  persons  subject  to  the 
reporting  requirements  of  the  BE-10, 
Benchmark  Survey  of  U.S.  Direct 
Investment  Abroad — 2014,  contained 
herein,  whether  or  not  they  are 
contacted  by  BEA.  Also,  a  person,  or 
their  agent,  that  is  contacted  by  BEA 


about  reporting  in  this  survey,  either  by 
sending  them  a  report  form  or  by 
■vwitten  inquiry,  must  respond  in  writing 
pursuant  this  section.  This  may  be 
accomplished  by: 

(1)  Certifying  in  writing,  by  the  due 
date  of  the  survey,  to  the  fact  that  the 
person  had  no  direct  investment  within 
the  purview  of  the  reporting 
requirements  of  the  BE-10  survey: 

(2)  Completing  and  returning  the 
“BE-10  Claim  for  Not  Filing’’  by  tbe  due 
date  of  the  survey;  or 

(3)  Filing  the  properly  completed  BE- 
10  report  (comprising  Form  BE-lOA  and 
Form(s)  BE-lOB,  BE-IOC,  and/or  BE- 
lOD)  by  May  29,  2015,  or  June  30,  2015, 
as  required. 

(b)  Who  must  report.  (1)  A  BE-10 
report  is  required  of  any  U.S.  person 
that  had  a  foreign  affiliate — that  is,  that 
had  direct  or  indirect  ownership  or 
control  of  at  least  10  percent  of  the 
voting  stock  of  an  incorporated  foreign 
business  enterprise,  or  an  equivalent 
interest  in  an  unincorporated  foreign 
business  enterprise,  including  a 
branch — at  any  time  during  the  U.S. 
person’s  2014  fiscal  year. 

(2)  If  the  U.S.  person  had  no  foreign 
affiliates  during  its  2014  fiscal  year,  a 
“BE-10  Claim  for  Not  Filing’’  must  be 
filed  by  the  due  date  of  the  survey;  no 
other  forms  in  the  survey  are  required. 

If  the  U.S.  person  had  any  foreign 
affiliates  during  its  2014  fiscal  year,  a 
BE-10  report  is  required  and  the  U.S. 
person  is  a  U.S.  Reporter  in  this  survey. 

(3)  Reports  are  required  even  if  the 
foreign  business  enterprise  was 
established,  acquired,  seized, 
liquidated,  sold,  expropriated,  or 
inactivated  during  the  U.S.  person’s 
2014  fiscal  year. 

(4)  The  amount  and  type  of  data 
required  to  be  reported  vary  according 
to  the  size  of  the  U.S.  Reporters  or 
foreign  affiliates,  and,  for  foreign 
affiliates,  whether  they  are  majority- 
owned  or  minority-owned  by  U.S.  direct 
investors.  For  purposes  of  the  BE-10 
survey,  a  “majority-owned”  foreign 
affiliate  is  one  in  which  the  combined 
direct  and  indirect  ownership  interest  of 
all  U.S.  parents  of  the  foreign  affiliate 
exceeds  50  percent;  all  other  affiliates 
are  referred  to  as  “minority-owned” 
affiliates. 

(c)  Forms  to  be  filed.  (1)  Form  BE-lOA 
must  be  completed  by  a  U.S.  Reporter. 

If  the  U.S.  Reporter  is  a  corporation. 

Form  BE-lOA  is  required  to  cover  the 
fully  consolidated  U.S.  domestic 
business  enterprise.  It  must  also  file 
Form(s)  BE-lOB,  C,  and/or  D  for  its 
foreign  affiliates,  whether  held  directly 
or  indirectly. 

(2)  Form  BE-lOB  must  be  filed  for 
each  majority-owned  foreign  affiliate  for 
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which  any  of  the  following  three 
items — total  assets,  sales  or  gross 
operating  revenues  excluding  sales 
taxes,  or  net  income  after  provision  for 
foreign  income  taxes — was  greater  than 
$80  million  (positive  or  negative)  at  any 
time  during  the  affiliate’s  2014  fiscal 
year. 

(3)  Form  BE-IOC  must  be  filed: 

(i)  For  each  majority-owned  foreign 
affiliate  for  which  any  one  of  the  three 
items  listed  in  paragraph  (c)(2)  of  this 
section  was  greater  than  $25  million  but 
for  which  none  of  these  items  was 
greater  than  $80  million  (positive  or 
negative),  at  any  time  during  the 
affiliate’s  2014  fiscal  year,  and 

(ii)  For  each  minority-owned  foreign 
affiliate  for  which  any  one  of  the  three 
items  listed  in  (c)(2)  of  this  section  was 
greater  than  $25  million  (positive  or 
negative),  at  any  time  during  the 
affiliate’s  2014  fiscal  year. 

(4)  Form  BE-IOD  must  be  filed  for 
majority-  or  minority-owned  foreign 
affiliates  for  which  none  of  the  three 
items  listed  in  paragraph  (c)(2)  of  this 
section  was  greater  than  $25  million 
(positive  or  negative)  at  any  time  during 
the  affiliate’s  2014  fiscal  year.  Form  BE- 
lOD  is  a  schedule;  a  U.S.  Reporter 
would  submit  one  or  more  pages  of  the 
form  depending  on  the  number  of 
affiliates  that  are  required  to  be  filed  on 
this  form. 

(d)  Due  date.  A  fully  completed  and 
certified  BE-10  report  comprising  Form 
BE-lOA  and  Form(s)  BE-lOB,  C,  and/or 
D  (as  required)  is  due  to  be  filed  with 
BEA  not  later  than  May  29,  2015,  for 
those  U.S.  Reporters  filing  fewer  than 
50,  and  June  30,  2015,  for  those  U.S. 
Reporters  filing  50  or  more,  foreign 
affiliate  Forms  BE-lOB,  C,  and/or  D.  If 
the  U.S.  person  had  no  foreign  affiliates 
during  its  2014  fiscal  year,  it  must  file 
a  BE-10  Claim  for  Not  Filing  by  May  29, 
2015. 

(FR  Doc.  2014-18623  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-06-P 


DEPARTMENT  OF  ENERGY 

Federal  Energy  Regulatory 
Commission 

18CFR  Part  40 

[Docket  No.  RM1 4-7-000] 

Modeling,  Data,  and  Anaiysis 
Reliability  Standards 

AGENCY:  Federal  Energy  Regulatory 
Commission. 

ACTION:  Notice  of  proposed  rulemaking: 
correction. 


SUMMARY:  This  document  contains 
corrections  to  the  proposed  rule  (RM14- 
7-000)  which  was  published  in  the 
Federal  Register  of  Thursday,  June  26, 
2014  (79  FR  36269).  The  regulations 
propose  to  approve  Modeling,  Data,  and 
Analysis  Reliability  Standard  MOD- 
001-2  developed  by  the  North  American 
Electric  Reliability  Corporation. 

DATES:  Comments  are  due  August  25, 
2014. 

FOR  FURTHER  INFORMATION  CONTACT: 

Michael  Gandolfo  (Technical 
Information),  Office  of  Electric 
Reliability,  Federal  Energy  Regulatory 
Commission,  888  First  Street  NE., 
Washington,  DC  20426,  Telephone: 

(202)  502-6817,  Michael.Gandolfo® 
ferc.gov.  Robert  T.  Stroh  (Legal 
Information),  Office  of  the  General 
Counsel,  Federal  Energy  Regulatory 
Commission,  888  First  Street  NE., 
Washington,  DC  20426,  Telephone: 

(202)  502-8473,  Robert.Stroh@ferc.gov. 
SUPPLEMENTARY  INFORMATION: 

Need  for  Correction 

On  June  19,  2014,  the  Commission 
issued  a  “Notice  of  Proposed 
Rulemaking’’  in  the  above-captioned 
proceeding,  Modeling,  Data,  and 
Analysis  Reliability  Standards,  147 
FERC  'D  61,208  (2014)  (NOPR). 

This  errata  notice  serves  to  correct 
paragraphs  17  and  19. 

In  proposed  rule  FR  Doc.  2014-14850, 
beginning  on  page  36269  in  the  issue  of 
June  26,  2014,  make  the  following 
corrections: 

In  paragraph  17  on  page  36271  in  the 
third  column,  the  following  is  inserted 
as  a  footnote  at  the  end  of  the  first 
sentence:  “The  proposed  Reliability 
Standard  MOD-001-2  will  increase 
paperwork  bvuden  and  the  number  of 
responses  to  FERC-725L  (OMB  Control 
No.  1902-0261)  and  the  retirement  of 
the  current  MOD  Reliability  Standards 
will  decrease  the  paperwork  burden  and 
the  number  of  responses  to  FERC-725A 
(OMB  Control  No.  1902-0244).’’ 
Accordingly,  all  subsequent  footnote 
numbers  are  numerically  revised  to 
reflect  this  additional  footnote. 

In  addition,  on  page  36272  of  the 
NOPR  in  the  first  column,  “changes  to 
FERC-725A  and’’  is  inserted  after 
“Proposed’’  in  the  “Action”  field,  and 
“1902-0244  and”  is  inserted  into  the 
“OMB  Control  No.”  field  before  the 
OMB  control  number  that  is  already 
present. 

In  paragraph  19  on  page  36272  in  the 
third  column,  in  the  last  sentence, 
remove  “FERC-725Q”  and  insert  the 
following  “FERC-725A  (OMB  Control 
No.  1902-0244),  FERC-725L  (OMB 
Control  No.  1902-0261).” 


Dated:  August  6,  2014. 

Kimberly  D.  Bose, 

Secretary. 

[FR  Doc.  2014-19226  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6717-01-P 


DEPARTMENT  OF  JUSTICE 
Parole  Commission 

28  CFR  Part  2 

[Docket  No.  USPC-2014-01] 

Paroling,  Recommitting  and 
Supervising  Federal  Prisoners 
Prisoners  Serving  Sentences  Under 
the  United  States  and  District  of 
Coiumbia  Codes 

agency:  United  States  Parole 
Commission,  Justice. 

ACTION:  Notice  of  proposed  rulemaking. 

SUMMARY:  The  United  States  Parole 
Commission  proposes  to  revise  its  rules 
pertaining  to  decisions  to  revoke  terms 
of  supervision  without  a  hearing. 
Specifically,  we  propose  a  rule  that 
would  allow  a  releasee  charged  with 
only  administrative  violations  or 
specifically  identified  misdemeanor 
crimes  to  apply  for  a  prison  sanction  of 
8  months  or  less.  If  a  releasee  qualifies 
and  applies  for  a  sanction  under  this 
section,  the  Commission  may  approve  a 
revocation  decision  that  includes  no 
more  than  8  months  of  imprisonment 
without  using  its  normal  guidelines  for 
decision-making. 

DATES:  Submit  Comments  on  or  before 
October  14,  2014. 

ADDRESSES:  Submit  your  comments, 
identified  by  docket  identification 
number  USPC-2014-01  by  one  of  the 
following  methods: 

1.  Federal  eRulemaking  Portal: 
http://www.reguIations.gov.  Follow  the 
online  instructions  for  submitting 
comments  . 

2.  Mail:  Office  of  the  Case  Operations, 
U.S.  Parole  Commission,  attention: 
Stephen  J.  Husk,  Case  Operations 
Administrator,  90  K  Street,  NE., 
Washington,  DC  20530. 

3.  Fax:  (202)  357-1086. 

FOR  FURTHER  INFORMATION  CONTACT: 
Stephen  J.  Husk,  Case  Operations 
Administrator  U.S.  Parole  Commission, 
90  K  Street,  NE.,  Washington,  DC  20530, 
telephone  (202)  346-7061.  Questions 
about  this  publication  are  welcome,  but 
inquiries  concerning  individual  cases 
cannot  be  answered  over  the  telephone. 
SUPPLEMENTARY  INFORMATION:  The  Parole 
Commission  is  responsible  for  paroling 
those  federal  and  District  of  Columbia 
offenders  serving  parole-eligible 
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sentences  and  for  monitoring  the 
supervision  of  paroled  offenders  and  DC 
offenders  whose  sentences  require 
supervised  release  after  serving  their 
prison  terms.  When  determining  how 
much  prison  time  should  be  imposed 
when  revoking  a  term  of  parole  or 
supervised  release,  the  Commission 
applies  guidelines  for  its  decision¬ 
making.  There  are  two  aspects  of  the 
offender’s  behavior/history  used  to 
guide  the  Commission  in  determining 
how  much  prison  time  to  impose.  First, 
we  consider  the  severity  of  the  current 
violations  of  supervision  based  on  an 
eight  level  severity  index.  In  addition, 
the  Commission  applies  a  “salient  factor 
score’’  to  aide  in  determining  the  risk  of 
potential  violations  of  supervision.  The 
salient  factor  score  is  based  on  six  items 
related  to  the  offender’s  record  of  past 
criminal  convictions,  supervision 
histor)'  and  age. 

For  persons  who  have  not  violated  the 
law  while  on  supervision  but  fail  to 
comply  with  one  or  more  of  the  other 
conditions  ordered  by  the  Commission, 
the  severity  of  the  non-criminal 
violation  is  treated  the  same  as  the 
lowest  level  law  violation  on  our 
severity  index.  Prior  to  January  of  2012, 
the  Commission  had  no  special 
procedures  to  sanction  non-criminal 
violations  differently  or  to  consider  an 
offender’s  acceptance  of  responsibility 
for  the  violation  behavior  into  its 
decision-making. 

In  January  of  2012,  the  Commission 
initiated  a  pilot  project  (Short-Term 
Intervention  for  Success)  for  persons 
arrested  in  the  District  of  Columbia  on 
USPC  warrants  who  had  committed 
only  non-criminal  violations  of  parole 
or  supervised  release.  The  project  was 
also  extended  to  persons  re-arrested  for 
minor  crimes  similar  to  those  that  the 
Commission  does  not  usually  consider 
as  “prior  convictions’’  when  assessing 
its  Salient  Factor  Score.  Those  persons 
approved  for  participation  in  the  pilot 
project  were  not  sanctioned  in 
accordance  with  the  Commission’s 
customary  guidelines.  Instead,  the 
Commission  imposed  a  prison  sanction 
not  to  exceed  8  months.  To  be 
considered  for  this  shorter  sanction,  the 
offender  was  required  to  (1)  promptly 
accept  responsibility  for  the  violations 
and;  (2)  agree  to  modify  the  non- 
compliant  behavior  to  successfully 
complete  any  future  period  of 
supervision. 

When  the  Short-Term  Intervention  for 
Success  (SIS)  pilot  project  started  in  the 
District  of  Columbia,  its  purpose  was  to 
determine  whether  shorter  period  of 
confinement  could  achieve  swifter 
resolution  of  revocation  matters  at 
reduced  costs  to  various  criminal  justice 


agencies  without  jeopardizing  public 
safety. 

When  the  SIS  project  started,  the  total 
number  of  prisoners  confined  in  the 
District  of  Columbia  on  Commission 
warrants  exceeded  700.  Many  of  those 
prisoners  were  being  held  solely  on 
administrative  (i.e.  non-criminal) 
violations  of  supervision.  As  of  June  23, 
2014,  the  total  population  was  416. 

The  prison  population  for  parole/ 
supervised  release  violators  in  the 
District  of  Columbia  has  been  reduced, 
in  large  part,  due  to  the  shorter  and 
swifter  sanctions  imposed  via  the  SIS 
project.  A  study  of  828  administrative 
violators  who  were  sanctioned  prior  to 
the  start  of  the  SIS  project  showed  that 
they  were  confined,  on  average,  for  11 
months.  Of  the  889  persons  that  were 
sanctioned  during  the  SIS  project 
(through  June  30,  2014),  the  average 
sanction  was  3.4  months.  This  69% 
reduction  in  length  of  prison  terms  has 
had  significant  impact  on  the  prison 
population  and  the  costs  associated 
with  incarceration.  Because  prisoners 
were  accepting  responsibility  for  the 
violations  at  a  probable  cause  hearing, 
the  SIS  project  also  resulted  in  a  faster 
resolution  to  revocation  matters  and 
thus  a  reduction  of  the  time  spent  of 
various  agencies  in  preparing  for  and 
attending  revocation  hearings. 

At  the  Commission’s  request,  an 
evaluation  of  the  SIS  project  was 
completed  by  Dr.  James  Austin  and  Dr. 
Calvin  Johnson  in  May  of  2013.  This 
evaluation  showed  that,  after  serving  the 
shorter  periods  of  incarceration,  persons 
that  participated  in  SIS  had  not  been  re¬ 
arrested  at  a  rate  greater  than  the  sample 
of  828  that  received  the  longer  prison 
sanctions  prior  to  SIS. 

The  SIS  program  achieved  its  goals  of 
swifter  resolution  of  administrative 
violations,  shortening  the  prison  stays 
for  lower  level  violations  and  saving 
costs  to  various  law  enforcement 
agencies  and  public  defender  offices. 
Based  on  the  analysis  completed  in  the 
May  2013  evaluation,  it  has  done  so 
with  no  negative  impact  on  recidivism. 

Because  the  majority  of  the  parole  and 
supervised  release  violators  are  arrested 
in  the  District  of  Columbia  (and  its 
proximity  to  Commission  headquarters), 
the  SIS  pilot  project  was  extended  only 
to  administrative  violators  in  the 
District  of  Columbia.  However,  there  is 
also  a  smaller  number  of  prisoners 
confined  each  year  on  Commission 
warrants  outside  the  District  of 
Columbia  (both  federal  and  D.C)  who 
have  committed  non-criminal  violations 
similar  to  those  who  participated  in  the 
SIS  program  and  have  similar  criminal 
backgrounds. 


Section  2.66  already  allows  for  the 
Commission  to  make  a  revocation 
decision  without  a  hearing  in  certain 
instances.  The  proposed  rule  would 
expand  that  section  to  create  a  special 
procedure  for  those  that  commit  only 
non-criminal  violations  of  supervision 
or  very  minor  crimes.  The  proposed  rule 
extends  the  procedure  to  persons 
arrested  outside  the  District  of  Columbia 
by  allowing  an  offender  to  apply  for  the 
reduced  sanction  at  a  preliminary 
interview  (i.e.  probable  cause 
proceeding  conducted  by  a  U.S. 
Probation  Officer  outside  of  the  District 
of  Columbia).  In  addition,  it  expands  the 
scope  of  misdemeanor  crimes  that  will 
be  treated  as  administrative  violations 
under  this  section  to  include  arrests  for 
possession  of  an  illegal  drug  or  drug 
paraphernalia  for  personal  use  only.  The 
Commission  has  always  sanctioned 
positive  drug  tests  as  an  administrative 
violation.  The  proposed  rule  would 
allow  an  offender  that  is  arrested  in 
possession  of  an  illegal  drug  for 
personal  use  (or  paraphernalia 
indicating  personal  use)  to  be 
sanctioned  similarly  to  an  offender  that 
uses  an  illegal  drug  and  then  tests 
positive  for  that  substance. 

Under  the  proposed  rule,  Commission 
retains  its  discretion  to  disapprove  an 
offender  for  a  sanction  under  this 
section  if  we  believe  that  case  specific 
factors  indicate  that  resolving  the  matter 
under  the  normal  revocation  procedures 
is  more  appropriate.  In  addition,  the 
proposed  rule  includes  a  departure  from 
our  normal  policy  that  an  offender 
whose  supervised  release  is  revoked 
will  receive  another  term  of  supervised 
release  that  is  equal  in  length  to  the 
maximum  term  authorized  by  the  law. 
Specifically,  for  these  minor  types  of 
violations,  the  proposed  rule  allows  for 
the  Commission  to  impose  a  shorter 
period  of  supervised  release  if  we 
believe  that  a  shorter  period  of 
supervision  adequately  addresses  the 
offender’s  needs  without  putting  the 
public  at  risk. 

Executive  Order  13132 

These  regulations  will  not  have 
substantial  direct  effects  on  the  States, 
on  the  relationship  between  the  national 
government  and  the  States,  or  on  the 
distribution  of  power  and 
responsibilities  among  the  various 
levels  of  government.  Under  Executive 
Order  13132,  these  rules  do  not  have 
sufficient  federalism  implications 
requiring  a  Federalism  Assessment. 

Regulatory  Flexibility  Act 

The  rules  will  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities  within  the 
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meaning  of  the  Regulatory  Flexibility 
Act,  5  U.S.C.  §  605(b). 

Unfunded  Mandates  Reform  Act  of 
1995 

The  rules  will  not  cause  State,  local, 
or  tribal  governments,  or  the  private 
sector,  to  spend  $100,000,000  or  more  in 
any  one  year,  and  it  will  not 
significantly  or  uniquely  affect  small 
governments.  No  action  under  the 
Unfunded  Mandates  Reform  Act  of  1995 
is  necessary. 

Small  Business  Regulatory  Enforcement 
Fairness  Act  of  1996  (Subtitle  E- 
Congressional  Review  Act) 

These  rules  are  not  “major  rules”  as 
defined  by  Section  804  of  the  Small 
Business  Regulatory  Enforcement 
Fairness  Act  of  1996  Subtitle  E- 
Congressional  Review  Act,  now  codified 
at  5  U.S.C.  804(2).  The  rules  will  not 
result  in  an  annual  effect  on  the 
economy  of  $100,000,000  or  more;  a 
major  increase  in  costs  or  prices:  or 
significant  adverse  effects  on  the  ability 
of  United  States-based  companies  to 
compete  with  foreign-based  companies. 
Moreover,  these  are  rules  of  agency 
practice  or  procedure  that  do  not 
substantially  affect  the  rights  or 
obligations  of  non-agency  parties,  and 
do  not  come  within  the  meaning  of  the 
term  “rule”  as  used  in  Section  804(3)(C) 
now  codified  at  5  U.S.C.  §804(3)  (C). 
Therefore,  the  reporting  requirement  of 
5  U.S.C.  §  801  does  not  apply. 

List  of  Subjects  in  28  CFR  Part  2 

Administrative  practice  and 
procedure,  Prisoners,  Probation  and 
Parole. 

The  Proposed  Rules 

Accordingly,  the  U.S.  Parole 
Commission  proposes  to  adopt  the 
following  amendment  to  28  CFR  Part  2. 

28  CFR  PART  2— [AMENDED] 

■  1.  The  authority  citation  for  28  CFR 
part  2  continues  to  read  as  follows: 

Authority:  18  U.S.C.  §  4203(a)(1)  and 
4204(a)(6). 

■  2.  Add  paragraph  (d)  to  §  2.66  to  read 
as  follows: 

§2.66  Revocation  Decision  Without  a 
Hearing. 

★  *  *  *  ★ 

(dj  Special  Procedures  for  Swift  and 
Short-Term  Sanctions  for 
Administrative  Violations  of 
supervision:  (1)  An  alleged  violator  may, 
at  the  time  of  the  probable  cause  hearing 
or  preliminary  interview,  waive  the 
right  to  a  revocation  hearing  and  apply 
in  writing  for  an  immediate  prison 


sanction  of  no  more  than  8  months. 
Notwithstanding  the  reparole  guidelines 
at  Section  2.21,  the  Commission  will 
consider  such  a  sanction  if: 

(1)  The  releasee  has  not  already 
postponed  the  initial  probable  cause 
hearing/preliminary  interview  by  more 
than  30  days; 

(ii)  The  charges  alleged  by  the 
Commission  do  not  include  a  violation 
of  the  law(*); 

(iii)  The  releasee  has  accepted 
responsibility  for  the  violations  ; 

(iv)  The  releasee  has  agreed  to  modify 
the  non-compliant  behavior  to 
successfully  complete  any  remaining 
period  of  supervision  and; 

(v)  The  releasee  has  not  already  been 
sanctioned  pursuant  to  this  paragraph. 

(2)  A  sanction  imposed  pursuant  to 
paragraph  (d)(1)  of  this  section  may 
include  any  other  action  authorized  by 
Sections  2.105  or  2.218. 

(3)  Notwithstanding  the  general 
policy  at  2.218(e),  a  decision  to  revoke 
a  term  of  supervised  release  made 
pursuant  to  paragraph  (d)(1)  of  this 
section  may  include  a  further  term  of 
supervised  release  that  is  less  than  the 
maximum  authorized  term. 

(4)  Any  case  not  approved  by  the 
Commission  for  a  revocation  sanction 
pursuant  to  paragraph  (d)(1)  of  this 
section  shall  receive  the  normal 
revocation  hearing  procedures  including 
the  application  of  the  guidelines  at  28 
CFR  2.21. 

*Note  to  paragraph  (d):  For  purpose 
of  paragraph  (d)(1)  only,  the 
Commission  will  consider  the 
sanctioning  of  the  following  crimes  as 
administrative  violations  if  they  have 
been  charged  only  as  misdemeanors: 

1.  Public  Intoxication 

2.  Possession  of  an  Open  Container  of 
Alcohol 

3.  Urinating  in  Public 

4.  Traffic  Violations 

5.  Disorderly  Conduct/Breach  of  Peace 

6.  Driving  without  a  License  or  with  a 
revoked/suspended  license 

7.  Providing  False  Information  to  a 
Police  Officer 

8.  Loitering 

9.  Failure  to  Pay  court  ordered  support 
(i.e.  child  support/alimony) 

10.  Solicitation/Prostitution 

1 1 .  Resisting  Arrest 

12.  Reckless  Driving 

13.  Gambling 

14.  Failure  to  Obey  a  Police  Officer 

15.  Leaving  the  Scene  of  an  Accident 
(only  if  no  injury  occurred) 

16.  Hitchhiking 

17.  Vending  without  a  License 

18.  Possession  of  Drug  Paraphernalia 
(indicating  purpose  of  personal  use 
only) 

19.  Possession  of  a  Controlled  Substance 
(for  personal  use  only) 


Dated;  July  30,  2014. 

Cranston  J.  Mitchell, 

Vice  Chairman,  U.S.  Parole  Commission. 
|FR  Doc.  2014-18421  Filed  8-13-14;  8:45  am) 

BILLING  CODE  P 


DEPARTMENT  OF  LABOR 

Occupational  Safety  and  Health 
Administration 

29  CFR  Parts  1904  and  1952 

[Docket  No.  OSH A-201 3-0023] 

RIN  1218-AC49 

Improve  Tracking  of  Workplace 
Injuries  and  Illnesses 

AGENCY:  Occupational  Safety  and  Health 
Administration  (OSHA),  Labor. 

ACTION:  Supplemental  notice  of 
proposed  rulemaking. 

summary:  On  November  08,  2013, 

OSHA  published  a  notice  of  proposed 
rulemaking  to  amend  the  agency’s 
regulation  on  the  annual  OSHA  injury 
and  illness  reporting  requirements  to 
add  three  new  electronic  reporting 
obligations.  At  a  public  meeting  on  the 
proposal,  many  stakeholders  expressed 
concern  that  the  proposal  could 
motivate  employers  to  under-record 
their  employees’  injuries  and  illnesses. 
They  expressed  concern  that  the 
proposal  could  promote  an  increase  in 
workplace  policies  and  procedures  that 
deter  or  discourage  employees  from 
reporting  work  related  injuries  and 
illnesses.  These  include  adopting 
unreasonable  requirements  for  reporting 
injuries  and  illnesses  and  retaliating 
against  employees  who  report  injuries 
and  illnesses.  In  order  to  protect  the 
integrity  of  the  injury  and  illness  data, 
OSHA  is  considering  adding  provisions 
that  will  make  it  a  violation  for  an 
employer  to  discomrage  employee 
reporting  in  these  ways.  To  facilitate 
further  evaluation  of  this  issue,  OSHA  is 
extending  the  comment  period  for  60 
days  for  public  comment  on  this  issue. 

In  promulgating  a  final  rule,  OSHA  will 
consider  the  comments  already  received 
as  well  as  the  information  it  receives  in 
response  to  this  notice. 

DATES:  The  comment  period  for  the 
proposed  rule  published  November  8, 
2013  (78  FR  67254)  is  extended. 
Comments  must  be  submitted  by 
October  14,  2014. 

ADDRESSES: 

Electronically:  You  may  submit 
comments  electronically  at  http:// 
www.regulations.gov,  which  is  the 
federal  e-rulemaking  portal.  Follow  the 
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instructions  on  the  Web  site  for  making 
electronic  submissions; 

Fax:  If  your  submission,  including 
attachments,  does  not  exceed  10  pages, 
you  may  fax  it  to  the  OSHA  docket 
office  at  (202)  693-1648; 

Mail,  Hand  Delivery,  Express  Mail, 
Messenger,  or  Courier  Service:  Yon  may 
submit  your  comments  and  attachments 
to  the  OSHA  Docket  Office,  Docket 
Number  OSHA-2013-0023,  U.S. 
Department  of  Labor,  Room  N-2625, 

200  Constitution  Avenue  NW., 
Washington,  DC  20210;  telephone  (202) 
693-2350  (OSHA’s  TTY  number  is  (877) 
889-5627).  Deliveries  (hand,  express 
mail,  messenger,  and  courier  service) 
are  accepted  during  the  Department  of 
Labor’s  and  docket  office’s  normal 
business  hours,  8:15  a.m.-4:45  p.rn. 

Instructions  for  Submitting 
Comments:  All  submissions  must 
include  the  docket  number  (Docket  No. 
OSHA-201 3-0023)  or  the  RIN  (RIN 
1218-AC49)  for  this  rulemaking. 
Because  of  security-related  procedures, 
submission  by  regular  mail  may  result 
in  significant  delay.  Please  contact  the 
OSHA  docket  office  for  information 
about  security  procedures  for  making 
submissions  by  hand  delivery,  express 
delivery,  and  messenger  or  courier 
service. 

All  comments,  including  any  personal 
information  you  provide,  are  placed  in 
the  public  docket  without  change  and 
may  be  made  available  online  at  http:// 
i\mnv.regulations.gov.  Therefore,  OSHA 
cautions  you  about  submitting  personal 
information  such  as  Social  Security 
numbers  and  birthdates. 

Docket:  To  read  or  download 
submissions  in  response  to  this  Federal 
Register  document,  go  to  docket  number 
OSHA-201 3-0023,  at  http:// 
regulations.gov.  All  submissions  are 
listed  in  the  http://regulations.gov 
index.  However,  some  information  (e.g., 
copyrighted  material)  is  not  publicly 
available  to  read  or  download  through 
that  Web  site.  All  submissions, 
including  copyrighted  material,  are 
available  for  inspection  and  copying  at 
the  OSHA  docket  office. 

Electronic  copies  of  this  Federal 
Register  document  are  available  at 
http://www.regulations.gov.  This 
document,  as  well  as  news  releases  and 
other  relevant  information,  is  available 
at  OSHA’s  Web  site  at  http:// 
nnAnv.osha.gov. 

FOR  FURTHER  INFORMATION,  CONTACT:  For 

press  inquiries:  Frank  Meilinger,  OSHA 
Office  of  Communications,  Room  N- 
3647,  U.S.  Department  of  Labor,  200 
Constitution  Avenue  NW.,  Washington, 
DC  20210;  telephone  (202)  693-1999; 
email:  meilinger.francis2@dol.gov. 


For  general  and  technical  information 
on  the  proposed  rule:  Miriam 
Schoenbaum,  OSHA  Office  of  Statistical 
Analysis,  Room  N-3507,  U.S. 
Department  of  Labor,  200  Constitution 
Avenue  NW.,  Washington,  DC  20210; 
telephone  (202)  693-1841;  email: 
schoenbaum.miriam@dol.gov. 
SUPPLEMENTARY  INFORMATION:  By  notice 
published  November  08,  2013,  OSHA 
proposed  to  amend  its  recordkeeping 
regulations  to  add  requirements  for  the 
electronic  submission  of  injiu-y  and 
illness  information  that  employers  are 
already  required  to  keep.  (78  FR  67254). 
The  proposal  would  require  certain 
establishments  that  are  already  required 
to  keep  injury  and  illness  records  under 
OSHA’s  regulations  for  recording  and 
reporting  occupational  injuries  and 
illnesses  to  electronically  submit 
information  from  these  records  to 
OSHA.  OSHA  plans  to  post  the 
establishment-specific  injury  and  illness 
data  on  its  Web  site. 

On  January  09-10,  2014,  OSHA  held 
a  public  meeting  on  the  proposal.  A 
prevalent  concern  expressed  by  many 
meeting  participants  was  that  the 
proposal  might  create  motivations  for 
employers  to  under-record  injuries  and 
illnesses,  since  each  covered 
establishment’s  injury  and  illness  data 
would  become  publically  available  on 
OSHA’s  Web  site.  Some  participants 
also  commented  that  some  employers 
already  discourage  employees  from 
making  injury  and  illness  reports  by 
disciplining  or  taking  other  adverse 
action  against  employees  who  file  injury 
and  illness  reports.  These  participants 
expressed  concern  that  the  increased 
visibility  of  establishment  injmy  and 
illness  data  under  the  proposal  would 
lead  to  an  increase  in  the  number  of 
employers  who  adopt  practices  that 
have  the  effect  of  discouraging 
employees  from  reporting  recordable 
injuries  and  illnesses.  OSHA  is 
concerned  that  the  accuracy  of  the  data 
collected  under  the  new  proposal  could 
be  compromised  if  employers  adopt 
these  practices.  In  addition,  OSHA 
wants  to  ensure  that  employers, 
employees,  and  the  public  have  access 
to  the  most  accurate  data  about  injuries 
and  illnesses  in  their  workplaces  so  that 
they  can  take  the  most  appropriate  steps 
to  protect  worker  safety  and  health. 

Therefore,  the  Agency  is  seeking 
comment  on  whether  to  amend  the 
proposed  rule  to  (1)  require  that 
employers  inform  their  employees  of 
their  right  to  report  injuries  and 
illnesses;  (2)  require  that  any  injury  and 
illness  reporting  requirements 
established  by  the  employer  be 
reasonable  and  not  unduly  burdensome; 


and  (3)  prohibit  employers  from  taking 
adverse  action  against  employees  for 
reporting  injuries  and  illnesses. 

OSHA  is  particularly  interested  in  the 
answers  to  the  following  questions: 

(1)  What  are  the  costs  and  benefits  of 
OSHA  using  this  rulemaking  to  address 
the  issue  of  employers  who  discourage 
employees  from  reporting  injuries  and 
illnesses? 

(2)  Are  the  cost  estimates  in  this 
document  accurate? 

(3)  What  other  actions  can  OSHA  take 
to  address  the  issue  of  employers  who 
discourage  employees  from  reporting 
injuries  and  illnesses? 

(4)  How  should  OSHA  clarify  the 
requirement  that  injury  and  illness 
reporting  requirements  established  by 
the  employer  are  reasonable  and  not 
unduly  burdensome? 

I.  Legal  Authority 

OSHA  is  issuing  this  proposal 
pursuant  to  authority  expressly  granted 
by  sections  8  and  24  of  the  Occupational 
Safety  and  Health  Act  (the  “OSH  Act” 
or  “Act”)  (29  U.S.C.  657,  673).  Section 
8(c)(2)  of  the  Act  directs  the  Secretary 
to  prescribe  regulations  “requiring 
employers  to  maintain  accurate  records 
of  .  .  .  work-related  deaths,  injuries  and 
illnesses,”  (29  U.S.C.  657(c)(2)),  and 
section  8(g)(2)  broadly  empowers  the 
Secretary  to  “prescribe  such  rules  and 
regulations  as  he  may  deem  necessary  to 
carry  out  [his]  responsibilities  under 
this  Act”  (29  U.S.C.  657(g)(2)). 

Similarly,  section  24  requires  the 
Secretary  to  “develop  and  maintain  an 
effective  program  of  collection, 
compilation,  and  analysis  of 
occupational  safety  and  health 
statistics”  and  to  “compile  accurate 
statistics  on  work  injuries  and  illnesses 
which  shall  include  all  disabling, 
serious,  or  significant  injuries  and 
illnesses  .  .  .”  (29  U.S.C.  673(a)). 

Rules  that  prohibit  employers  from 
discouraging  employee  reports  of  injury 
and  illness  fit  comfortably  within  these 
various  statutory  grants  of  authority.  If 
employers  may  not  discipline  or  take 
adverse  action  against  workers  for 
reporting  injuries  and  illnesses,  workers 
will  feel  less  hesitant  to  report  their 
injuries  and  illnesses,  and  their 
employers’  records  and  reports  will  be 
more  “accurate”,  as  required  by  sections 
8  and  24  of  the  Act.  Further,  given 
testimony  that  some  employers  already 
engage  in  such  practices,  and  the 
possibility  that  the  proposed  rule  could 
provide  additional  motivation  for 
employers  to  do  so,  prohibiting 
employers  from  taking  adverse  actions 
against  their  employees  for  reporting 
injuries  and  illnesses  in  this  rulemaking 
is  “necessary  to  carry  out”  the 
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recordkeeping  requirements  of  the  Act. 
(See  29  U.S.C.  657(g)(2).). 

Section  1 1  (c)  of  the  Act  prohibits  any 
person  from  discharging  or 
discriminating  against  any  employee 
because  that  employee  has  exercised 
any  right  under  the  Act.  (29  U.S.C. 
660(c)(1).)  Under  this  provision,  an 
employee  who  believes  he  or  she  has 
been  discriminated  against  may  file  a 
complaint  with  OSHA,  and  if,  after 
investigation,  the  Secretary  determines 
that  Section  11(c)  has  been  violated, 
then  the  Secretary  can  file  suit  against 
the  employer  in  U.S.  District  Court 
seeking  “all  appropriate  relief’ 
including  reinstatement  and  back  pay. 
(29  U.S.C.  660(c)(2).)  Taking  adverse 
action  against  an  employee  who  reports 
a  fatality,  injury,  or  illness  is  a  violation 
of  11(c),  (see  29  CFR  1904.36);  therefore, 
much  of  the  primary  conduct  that 
would  be  prohibited  by  the  new 
provision  is  likely  already  proscribed  by 
11(c). 

The  advantage  of  this  provision  is  that 
it  would  provide  OSHA  with  additional 
enforcement  tools  to  promote  the 
accuracy  and  integrity  of  the  injury  and 
illness  records  employers  are  required 
to  keep  under  Part  1904.  For  example, 
under  11(c),  OSHA  may  not  act  against 
an  employer  unless  an  employee  files  a 
complaint.  Under  the  additions  to  the 
proposed  rule  under  consideration, 
OSHA  would  be  able  to  cite  an 
employer  for  taking  adverse  action 
against  an  employee  for  reporting  an 
injury  or  illness,  even  if  the  employee 
did  not  file  a  complaint.  Moreover,  an 
abatement  order  can  be  a  more  efficient 
tool  to  correct  employer  policies  and 
practices  than  the  injunctions 
authorized  under  11(c). 

The  fact  that  Section  11(c)  already 
provides  a  remedy  for  retaliation  does 
not  preclude  the  Secretary  from 
implementing  alternative  remedies 
under  the  OSH  Act.  Where  retaliation 
threatens  to  undermine  a  program  that 
Congress  required  the  Secretary  to 
adopt,  the  Secretary  may  proscribe  that 
retaliation  through  a  regulatory 
provision  unrelated  to  11(c).  For 
example,  under  the  medical  removal 
protection  (MRP)  provision  of  the  lead 
standard,  employers  are  required  to  pay 
the  salaries  of  workers  who  cannot  work 
due  to  high  blood  lead  levels.  29  CFR 
1910.1025(k);  see  United  Steelworkers, 
AFL^CIO  V.  Marshall,  647  F.2d  1189, 
1238  (D.C.  Cir.  1980).  And  it  is  well 
established  that  OSHRC  may  order 
employers  to  pay  back  pay  as  abatement 
for  violations  of  the  MRP  requirements. 
See  United  Steelworkers,  AFL-CIO  v.  St. 
Joe  Resources,  916  F.2d  294,  299  (5th 
Cir.  1990);  Dolev.  East  Penn 
Manufacturing  Co.,  894  F.2d  640,  646 


(3d  Cir.  1990).  If  the  reason  that  an 
employer  decided  not  to  pay  MRP 
benefits  was  to  retaliate  for  an 
employee’s  exercise  of  some  right  under 
the  Act,  OSHA  can  still  cite  the 
employer  and  seek  the  benefits  as 
abatement,  because  payment  of  the 
benefits  is  important  to  vindicate  the 
health  interests  underlying  MRP.  The 
mere  fact  that  that  the  employer  might 
have  a  retaliatory  motive  does  not 
require  that  OSHA  treat  the  matter  as  an 
11(c)  case.  See  St.  Joe  Resources,  916 
F.2d  at  298  (stating  that  that  11(c)  was 
not  an  exclusive  remedy,  because 
otherwise  the  remedial  purposes  of  MRP 
would  be  undermined).  This  would  also 
be  the  case  here.  If  employers  reduce  the 
accuracy  of  their  injury  and  illness 
records  by  retaliating  against  employees 
who  report  an  injury  or  illness,  then 
OSHA  may  use  its  authority  to  collect 
accurate  injury  and  illness  records  to 
proscribe  such  conduct  even  if  the 
conduct  would  also  be  covered  by  11(c). 

II.  Questions  for  Comment  and 
Provisions  under  Consideration 

In  light  of  the  comments  and  the 
testimony  at  the  public  meeting,  OSHA 
is  concerned  that,  in  at  least  some 
workplaces,  injury  reporting  may  be 
inaccurate  because  employers  adopt 
practices  or  policies  that  discourage 
employees  from  reporting  their  injuries. 
OSHA  seeks  any  information 
stakeholders  might  have  about  such 
practices  and  policies,  and  their  effect 
on  injury  and  illness  records,  including 
answers  to  the  following  questions: 

1.  Are  you  aware  of  situations  where 
employers  have  discouraged  the 
reporting  of  injuries  and  illnesses?  If  so, 
describe  any  techniques,  practices,  or 
procedures  used  by  employers  that  you 
are  aware  of.  If  such  techniques, 
practices,  or  procedures  are  in  writing, 
please  provide  a  copy. 

2.  Will  the  fact  that  employer  injury 
and  illness  statistics  will  be  publically 
available  on  the  internet  cause  some 
employers  to  discourage  their 
employees  from  reporting  injuries  and 
illnesses?  Why  or  why  not?  If  so,  what 
practices  or  policies  do  you  expect  such 
employers  to  adopt? 

3.  Are  you  aware  of  any  studies  or 
reports  on  practices  that  discourage 
injury  and  illness  reporting?  If  so,  please 
provide  them. 

Under  29  CFR  1904.35(a)(1)  and 
(b)(1),  employers  are  already  required  to 
set  up  a  way  for  employees  to  report 
work-related  injuries  and  illnesses  to 
the  employer  promptly  and  to  inform 
each  employee  how  to  report  work- 
related  injuries  and  illnesses  to  the 
employer.  OSHA  is  considering  adding 
three  provisions  to  this  section:  (1)  A 


requirement  that  employers  inform  their 
employees  of  their  right  to  report 
injuries  and  illnesses  free  from 
discrimination  or  retaliation;  (2)  a 
provision  requiring  that  any  injury  and 
illness  reporting  requirements 
established  by  the  employer  be 
reasonable  and  not  unduly  burdensome; 
and  (3)  a  prohibition  against 
disciplining  employees  for  reporting 
injuries  and  illnesses.  Each  of  these 
three  provisions  under  consideration  is 
discussed  below.  OSHA  seeks  comment 
information,  data,  and  studies  that  shed 
light  on  the  appropriateness  of  each 
provision  as  a  way  to  improve  the 
accuracy  of  injury  and  illness  records  by 
prohibiting  employers  from  taking 
adverse  actions  against  employees  for 
reporting  injuries  and  illnesses.  OSHA 
also  seeks  comment  on  ways  to  improve 
each  of  the  three  possible  provisions 
discussed  below,  as  well  as  any 
additional  information  on  employer 
practices  that  may  discourage 
employees  from  reporting  injuries  or 
and  illnesses.  Requiring  employers  to 
inform  their  employees  that  the 
employees  have  a  right  to  report  injuries 
and  illnesses.  Several  participants  at  the 
public  meeting  described  situations 
where  workers  did  not  report  injuries  or 
illnesses  for  fear  of  retaliation  from  their 
employers.  (Day  1  Tr.  200,  203;  Day  2 
Tr.  124-25.)  If  employees  do  not  know 
that  the  OSH  Act  protects  their  right  to 
report  an  injury  or  illness,  they  might  be 
less  likely  to  report  an  injury  or  illness 
to  their  employer.  OSHA  is  therefore 
considering  amending  29  CFR  1904.35 
to  require  employers  to  inform  each 
employee  that  employees  have  a  right  to 
report  injuries  and  illnesses,  and  that  it 
is  unlawful  for  an  employer  to  take 
adverse  action  against  an  employee  for 
reporting  an  injury  or  illness.  This 
requirement  would  have  the  additional 
benefit  of  reminding  the  employer  that 
such  adverse  actions  are  illegal,  which 
should  also  reduce  the  incidence  of 
such  retaliation.  OSHA  seeks  comment 
on  this  provision,  including  answers  to 
the  following  questions: 

4.  Do  you  or  does  your  employer 
currently  inform  employees  of  their 
right  to  report  injuries  and  illnesses?  If 
so,  please  describe  how  and  when  this 
information  is  provided. 

5.  Are  there  any  difficulties  or  barriers 
an  employer  might  face  in  trying  to 
provide  such  information  to  its 
employees?  If  so,  please  describe  them. 

6.  How  might  an  employer  best 
provide  this  information:  orally  to  the 
employee,  through  a  written  notice, 
posting,  or  in  some  other  manner? 

Requiring  the  injury  and  illness 
reporting  procedures  established  by  the 
employer  under  29  CFR  1 904.35(a)(  1 ) 
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and  (b)(1)  to  be  reasonable  and  not 
unduly  burdensome.  29  CFR 
1904.35(b)(1)  requires  employers  to 
provide  a  way  for  employees  to  report 
injuries  and  illnesses  promptly. 
However,  if  employers  adopt  reporting 
procedures  that  are  unreasonably 
burdensome,  they  may  discourage 
reporting.  For  example,  an  employee 
might  be  discouraged  from  reporting  an 
injury  or  illness  if  the  employer 
required  the  employee  to  report  in 
person  at  a  location  distant  from  the 
employee’s  workplace,  or  if  the 
employer  penalized  employees  for 
failing  to  report  an  injury  within  a 
specific  time  period  (e.g.,  within  24 
hours  of  an  incident),  even  if  the 
employees  did  not  realize  that  they  were 
injured  or  made  ill  until  after  that  time. 
One  participant  at  the  public  meeting, 
for  example,  said  that  he  knew  of  health 
care  facilities  where  employees  often 
did  not  report  incidents  of  workplace 
violence,  even  though  those  incidents 
happened  routinely,  because  the 
reporting  procedures  were  too 
cumbersome  (Day  2  Tr.  91-92.)  While 
OSHA  believes  that  onerous  and 
unreasonable  reporting  requirements  are 
already  in  effect  prohibited  by  the 
regulation  (i.e.  one  has  not  created  a 
“way  to  report”  injuries  if  the  “way”  is 
too  difficult  to  use),  this  proposal  would 
add  additional  text  to  communicate  that 
point  more  clearly.  OSHA  seeks 
comment  on  this  provision,  including 
answers  to  the  following  questions: 

7.  What  procedures  do  you  or  does 
your  employer  have  about  the  time  and 
maimer  of  reporting  injuries  and 
illnesses?  How  do  these  procedures 
assist  in  the  collection  and  maintenance 
of  accurate  records?  May  an  employee 
be  disciplined  for  failing  to  observe 
these  procedures?  If  so,  what  kind  of 
discipline  may  be  imposed? 

8.  Are  you  aware  of  any  examples  of 
reporting  requirements  that  you 
consider  to  be  unreasonably 
burdensome  and  could  discourage 
reporting?  What  are  they? 

9.  How  should  OSHA  clarify  the 
requirement  that  reporting  requirements 
are  “reasonable  and  not  unduly 
burdensome”? 

Prohibiting  employers  from 
disciplining  employees  for  reporting 
injuries  and  illnesses.  If  an  employer 
disciplines  or  takes  adverse  action 
against  an  employee  for  reporting  an 
injury  or  illness,  this  may  discourage 
employees  from  reporting  injuries  and 
illnesses.  These  adverse  actions  could 
include  termination,  reduction  in  pay, 
reassignment  to  a  less  desirable 
position,  or  any  other  action  that  might 
dissuade  a  reasonable  employee  from 
reporting  an  injury.  See  Burlington 


Northern  &■  Santa  Fe  Railway  Co.  v. 
White,  548  U.S.  53,  68  (2006).  Adverse 
actions  mentioned  by  participants  in  the 
public  meeting  included  requiring 
employees  who  reported  an  injury  to 
wear  fluorescent  orange  vests, 
disqualifying  employees  who  reported 
two  injuries  or  illnesses  from  their 
current  job,  requiring  an  employee  who 
reported  an  injury  to  undergo  drug 
testing  where  there  was  no  reason  to 
suspect  drug  use,  automatically 
disciplining  those  who  seek  medical 
attention,  and  enrolling  employees  who 
report  an  injury  in  an  “Accident 
Repeater  Program”  that  included 
mandatory  counseling  on  workplace 
safety  and  progressively  more  serious 
sanctions  for  additional  reports,  ending 
in  termination.  (See  Day  1  Tr.  36,  39- 
40,  203;  Day  2  Tr.  58,  126-27,  142-143.) 
Likewise,  an  employer  rule  to  take 
adverse  action  against  all  employees 
who  are  injured  or  made  ill,  regardless 
of  fault,  would  discourage  reporting  and 
would  be  prohibited  by  this  rulemaking. 

Also  falling  imder  this  prohibition 
would  be  pre-textual  disciplinary 
actions — that  is,  where  an  employer 
disciplines  an  employee  for  violating  a 
safety  rule,  but  the  real  reason  for  the 
action  is  the  employee’s  injury  or  illness 
report.  This  can  be  the  case  when  the 
safety  rule  is  only  enforced  against 
workers  who  report,  or  enforced  more 
severely  against  those  employees.  Public 
meeting  participants  noted  particular 
situations  where  employers  selectively 
enforced  vague  rules,  such  as  maintain 
“situational  awareness”  and  “work 
carefully,”  only  against  employees  who 
reported  injuries  or  illnesses  (See  Day  2 
Tr.  143-44,  150-151.) 

As  noted  above,  these  retaliatory 
actions  would  likely  be  actionable 
under  11(c),  as  well  as  under  the 
provisions  that  OSHA  is  considering  as 
amendments  to  1904.35.  The  remedy, 
however,  would  be  different.  Under  this 
provision,  OSHA  could  issue  citations 
to  employers  under  Section  9  of  the 
OSH  Act  for  violating  the  provision,  and 
the  employer  could  challenge  the 
citations  before  the  Occupational  Safety 
and  Health  Review  Commission.  The 
citations  would  carry  civil  penalties  in 
accordance  with  Section  17  of  the  OSH 
Act,  as  well  as  a  requirement  to  abate 
the  violation;  the  abatement  could 
include  reinstatement  and  back  pay.  See 
United  Steelworkers  of  America,  AFL- 
CIO  V.  St.  Joe  Resources,  916  F.2d  294, 
299  (5th  Cir.  1990)  (holding  that  the 
Commission  has  authority  to  issue  an 
abatement  order  mandating  the  payment 
of  back  pay  required  under  the  lead 
standard’s  medical  removal  protection 
(MRP)  requirement);  Dole  v.  East  Penn 
Manufacturing  Co.,  894  F.2d  640,  646 


(3d  Cir.  1990)  (ordering  employer  to 
abate  MRP  violation  by  paying  owed 
overtime  pay).  A  further  discussion  of 
the  legal  interplay  between  11(c)  and 
this  provision  is  covered  in  the  Legal 
Authority  section  above.  OSHA  seeks 
comment  on  this  provision,  including 
responses  to  the  following  questions: 

10.  Are  you  aware  of  employer 
practices  or  policies  to  take  adverse 
action  against  persons  who  report 
injuries  or  illnesses?  Please  describe 
them. 

1 1 .  Are  you  aware  of  any  particular 
situations  where  an  employee  decided 
not  to  report  an  injury  or  illness  to  his 
or  her  employer  because  of  a  fear  that 
the  employer  would  take  adverse  action 
against  the  employee?  If  so,  please 
describe  the  situation,  including  the 
nature  of  the  injury  or  illness  and  the 
reasons  the  employee  had  for  believing 
he  or  she  would  be  retaliated  against. 

12.  What  kinds  of  adverse  actions 
might  lead  an  employee  to  decide  not  to 
report  an  injury  or  illness?  Are  there 
other  employer  actions  that  would  not 
dissuade  a  reasonable  employee  from 
reporting  an  injury  or  illness? 

13.  OSHA  encourages  employers  to 
enforce  safety  rules  as  part  of  a  well¬ 
functioning  workplace  safety  program. 
Are  there  any  employer  practices  that 
OSHA  should  explicitly  exclude  under 
this  provision  to  ensure  that  employers 
are  able  to  run  an  effective  workplace 
safety  program? 

14.  What  other  actions  can  OSHA  take 
to  address  the  issue  of  employers  who 
discourage  employees  from  reporting 
injuries  and  illnesses? 

Economic  Issues 

This  reopening  is  for  the  purpose  of 
discussing  a  modification  of  the 
recordkeeping  rules  to  provide  several 
clarifications  of  OSHA’s  current 
recordkeeping  rules  with  respect  to  the 
rights  of  employees  to  report  injuries 
and  illnesses  without  discrimination. 
These  provisions  do  not  require 
employers  to  provide  any  new  or 
additional  records  not  already  required 
in  existing  standards.  (When  the 
existing  standards  were  promulgated, 
OSHA  estimated  the  costs  to  employers 
of  the  records  that  would  be  required.) 
These  provisions  add  no  new  rights  to 
employees,  but  are  instead  designed  to 
assure  that  employers  recognize  the 
existing  right  of  employees  to  report 
work-related  injuries  and  illnesses. 
OSHA  considered  that  such  a 
reinforcement  of  the  importance  of  these 
rights  might  be  valuable  because  of 
concerns  that  providing  public  access  to 
a  wider  range  of  injury  and  illness 
information  from  a  greater  number  of 
employers  might  cause  some  employers 
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to  put  greater  pressure  on  employees  to 
not  report  injuries  and  illnesses.  These 
provisions  represent  a  clarification  of 
the  existing  rule,  add  minor  additional 
expenses,  and  may  generate  cost 
savings.  To  show  this,  OSHA  will 
examine  the  possible  additions  on  a 
provision  by  provision  basis. 

OSHA  is  considering  a  potential 
provision  to  require  employers  to 
inform  their  employees  that  the 
employees  have  a  right  to  report  injuries 
and  illnesses.  Under  1905.35(a) 
employers  are  already  required  to 
inform  each  employee  about  how  he  or 
she  is  to  report  an  injury  or  illness  to  the 
employer.  For  new  and  future 
employees,  this  possible  new 
requirement  to  inform  employees  of 
their  right  to  report  injuries  and 
illnesses  could  be  met  at  no  additional 
cost  by  informing  employees  of  their 
rights  at  the  same  time  that  they  are 
informed  of  how  to  report.  Employers 
who  meet  this  requirement  through 
annual  training,  or  the  posting  of 
procedures,  or  as  part  of  an  employee 
handbook  might  incur  a  small  one-time 
cost  to  change  these  materials.  If 
employers  use  materials  that  cannot  be 
inexpensively  changed  or  updated,  or  if 
employers  who  meet  the  existing 
requirement  to  provide  information  on 
reporting  procedures  do  so  solely  by 
informing  new  employees  of  their 
procedures,  those  employers  would 
need  to  incur  a  small  one-time  cost  to 
inform  all  existing  employees  of  their 
rights.  This  could  be  done  through  a 
sign.  OSHA  estimates  that  posting  a  sign 
would  typically  require  3  to  5  minutes 
of  time.  OSHA  believes  that  many 
employers  already  have  in  place 
programs  and  systems  (such  as  illness 
and  injury  prevention  programs  or 
IIPPs)  for  either  encouraging  or 
requiring  employees  to  report  all 
workplace  injuries  and  illnesses.  OSHA 
welcomes  comment  on  the  possible 
costs  of  this  potential  requirement. 

15.  Is  the  fact  that  retaliation  for 
reporting  workplace  injuries  and 
illnesses  is  illegal  communicated  in 
your  workplace?  How?  What  costs  are 
associated  with  communicating  this 
information? 

OSHA  is  also  considering  a  potential 
provision  to  require  that  the  injury  and 
illness  reporting  procedures  established 
by  the  employer  under  29  CFR 
1904.35(a)(1),  and  (b)(1),  be  reasonable 
and  not  unduly  burdensome.  OSHA  is 
concerned  both  about  unusually 
burdensome  methods  and  also  about 
reporting  requirements  that  may  punish 
employees  for  failure  to  report  at  the 
exact  time  and  place  required  by 
procedures.  This  provision  could  be 
considered  a  clarification  of  the  existing 


requirements  in  1904.35  that  employers 
provide  a  way  for  employees  to  report 
work-related  injuries  and  illnesses 
promptly  and  in  1904.36  that  employers 
are  prohibited  from  discriminating 
against  employees  for  reporting.  It  is 
possible  that  this  clarification  may 
cause  some  employers  to  incur  costs  to 
change  their  reporting  policies  and 
announce  the  change  to  their 
employees.  Given  that  even  for  remote 
workers  there  are  many  ways  of 
facilitating  the  reporting  of  injuries  and 
illnesses  that  are  not  burdensome  to 
either  the  employer  or  the  employee, 
such  as  permitting  telephonic  reporting, 
the  provision  could  be  cost-saving  in  tbe 
aggregate  in  terms  of  reduced  employee 
time  for  reporting  injuries  and  illnesses. 
Indeed  the  one  strong  piece  of  evidence 
that  a  reporting  procedure  is 
unreasonable  would  be  that  it  causes 
costs  to  the  employee  in  excess  of  any 
cost  savings  for  the  employer.  For 
example,  a  procedure  requiring  in 
person  rather  than  telephonic  reporting 
at  a  location  an  hour  from  the 
employee’s  typical  workplace  would 
save  an  hour  of  employee  time  at  no 
measurable  expense  to  the  employer. 
OSHA  welcomes  comment  on  the  costs 
and  benefits  associated  with  this 
provision. 

16.  What  kinds  of  existing  reporting 
procedures  might  be  prohibited  by  this 
requirement?  What  costs  or  other 
detrimental  effects  might  employers 
incur  if  they  are  prevented  from 
requiring  these  procedures? 

Finally,  OSHA  is  considering  a 
potential  provision  prohibiting 
employers  from  disciplining  employees 
for  reporting  injuries  and  illnesses.  This 
provision  would  simply  make  more 
explicit  the  existing  requirement  in 
1904.36  that  states  that  “Section  11(c)  of 
the  Act  prohibits  you  from 
discriminating  against  an  employee  for 
reporting  a  work-related  fatality,  injury 
or  illness.  That  provision  of  the  Act  also 
protects  the  employee  who  files  a  safety 
and  health  complaint,  asks  for  access  to 
the  Part  1904  records,  or  otherwise 
exercises  any  rights  afforded  by  tbe  OSH 
Act.”  There  is  no  new  requirement  here. 
The  additional  explicitness  is  necessary 
because  many  stakeholders  were 
concerned  that  the  new  requirements  to 
publicize  recordkeeping  data  might 
provide  employers  new  motivation  for 
disciplining  employees  for  reporting. 

This  provision  may  help  counter  such 
motivation.  This  provision  would  be 
enforced  as  the  existing  1904 
requirements  are  enforced,  which  would 
also  allow  OSHA  and  employers  a  way 
to  resolve  these  issues  without  either 
the  lengthy  delays  or  the  high  costs 


associated  with  enforcement  under 
Section  11(c)  of  the  Act. 

17.  Uo  you  anticipate  any  additional 
costs  associated  with  the  enforcement  of 
the  prohibition  against  discrimination 
through  the  citation  and  penalty 
provisions  of  the  OSH  Act  that  would 
not  be  incurred  if  OSHA  instead  used  its 
authority  under  section  11(c)  of  the  Act? 
If  so,  please  describe  them. 

OSHA  also  expects  that,  because  these 
three  potential  provisions  will  only 
clarify  existing  requirements,  there  are 
also  no  new  economic  benefits.  The 
provisions  will  at  most  serve  to  counter 
the  additional  motivations  for 
employers  to  discriminate  against 
employees  attempting  to  report  injin-ies 
and  illnesses. 

OSHA  believes  these  potential 
provisions  are  technologically  feasible 
because  they  do  not  require  employers 
to  do  anything  not  already  implicitly  or 
explicitly  required  in  existing  standards. 
OSHA  also  believes  that  these  potential 
requirements  would  be  economically 
feasible,  since  they  require  no  more  than 
posting  a  sign,  and  in  some  cases, 
reviewing  and  changing  procedures. 

18.  OSHA  welcomes  any  information 
you  have  on  the  costs,  benefits,  and 
feasibility  of  the  three  provisions 
discussed  in  this  supplemental  notice. 
What  are  the  costs  and  benefits  of  using 
this  rulemaking  to  address  the  issue  of 
employers  who  discourage  employees 
from  reporting  injuries  and  illnesses? 

Are  the  cost  estimates  in  this  document 
accurate? 

Regulatory  Flexibility  Analysis 

OSHA  also  examined  the  regulatory 
requirements  of  these  potential 
requirements  to  determine  if  they  could 
have  a  significant  economic  impact  on 
a  substantial  number  of  small  entities. 

As  noted  above,  the  maximum  indicated 
costs  to  any  firm  of  these  potential 
requirements  is  an  additional  three  to 
five  minutes  of  time  to  post  a  sign. 

There  may  be  some  circumstances 
where  the  clarification  would  make  it 
easier  to  assess  fines,  but  the  costs  of 
any  fines  can  easily  be  avoided  by 
meeting  the  relatively  low  costs  of 
compliance  with  the  record  keeping 
rule. 

Environmental  Impact  Assessment 

OSHA  has  also  reviewed  these 
potential  requirement  in  accordance 
with  the  requirements  of  the  National 
Environmental  Policy  Act  (NEPA)  of 
1969  (42  U.S.C.  4321  et  seq.),  the 
regulations  of  the  Council  on 
Environmental  Quality  (40  U.S.C.  1500), 
and  the  Department  of  Labor’s  NEPA 
procedures  (29  CFR  part  11).  The 
Agency  finds  that  the  revisions  included 
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in  the  proposal  would  have  no  major 
negative  impact  on  air,  water  or  soil 
quality,  plant  or  animal  life,  the  use  of 
land  or  other  aspects  of  the 
environment. 

Finally,  OSHA  has  reviewed  these 
potential  requirements  in  accordance 
with  E.O.  13132  regarding  Federalism. 
E.O.  13132  requires  that  agencies,  to  the 
extent  possible,  refrain  from  limiting 
State  policy  options,  consult  with  States 
prior  to  taking  any  actions  that  would 
restrict  State  policy  options,  and  take 
such  actions  only  when  there  is  clear 
constitutional  authority  and  the 
presence  of  a  problem  of  national  scope. 
Additionally,  E.O.  13132  provides  for 
preemption  of  State  law  only  if  there  is 
a  clear  Congressional  intent  for  the 
Agency  to  do  so.  Any  such  preemption 
is  to  be  limited  to  the  extent  possible. 

Section  18  of  the  OSH  Act,  29  U.S.C. 
667,  expresses  Congress’  clear  intent  to 
preempt  State  laws  relating  to  issues  on 
which  Federal  OSHA  has  promulgated 
occupational  safety  and  health 
standards.  A  state  can  avoid  preemption 
by  obtaining  Federal  approval  of  a  State 
plan  for  the  development  of  such 
standards  and  their  enforcement. 
Occupational  safety  and  health 
standards  developed  by  such  State  Plan 
States  must,  among  other  things,  be  at 
least  as  effective  in  pro\ading  safe  and 
healthful  employment  and  places  of 
employment  as  the  Federal  standards. 

The  Agency  concludes  that  these 
potential  requirements  comply  with 
E.O.  13132.  In  States  without  State 
Plans,  Congress  has  expressly  provided 
for  Federal  preemption  on  issues 
addressed  by  an  occupational  safety  and 
health  standard.  The  final  rule  would 
preempt  State  law  in  the  same  manner 
as  any  OSHA  standard.  States  with  State 
Plans  are  free  to  develop  their  own 
policy  options  on  the  issues  addressed 
by  this  proposed  rule,  provided  their 
standards  are  at  least  as  effective  as  the 
final  rule.  State  comments  are  invited 
on  this  proposal  and  will  be  fully 
considered  prior  to  promulgation  of  a 
final  rule. 

Authority  and  Signature 

This  document  was  prepared  under 
the  direction  of  David  Michaels,  Ph.D., 
MPH,  Assistant  Secretary  of  Labor  for 
Occupational  Safety  and  Health.  It  is 
issued  under  Sections  8  and  24  of  the 
Occupational  Safety  and  Health  Act  (29 
U.S.C.  657,  673),  Section  553  of  the 
Administrative  Procedure  Act  (5  U.S.C. 
553),  and  Secretary  of  Labor’s  Order  No. 
41-2012  (77  FR  3912  (Jan.  25,  2012)). 


Signed  at  Washington,  DC,  on  August  6, 
2014. 

David  Michaels, 

Assistant  Secretar}' of  Labor  for  Occupational 
Safety  and  Health. 
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ENVIRONMENTAL  PROTECTION 
AGENCY 

40  CFR  Part  300 

[EPA-HQ-SFUND-1 990-001 1 ;  FRL-991 5- 
23-Region  6] 

National  Oil  and  Hazardous 
Substances  Pollution  Contingency 
Plan;  National  Priorities  List:  Deietion 
of  the  Monroe  Auto  Equipment 
(Paragould  Pit)  Superfund  Site 

AGENCY:  Environmental  Protection 
Agency. 

ACTION:  Proposed  rule;  notice  of  intent. 

SUMMARY:  The  Environmental  Protection 
Agency  (EPA)  Region  6  is  issuing  a 
Notice  of  Intent  to  Delete  the  Monroe 
Auto  Equipment  (Paragould  Pit) 
Superfund  Site  (Site)  located  in 
Paragould,  Greene  County,  Arkansas, 
from  the  National  Priorities  List  (NPL) 
and  requests  public  comments  on  this 
proposed  action.  The  NPL,  promulgated 
pursuant  to  section  105  of  the 
Comprehensive  Environmental 
Response,  Compensation,  and  Liability 
Act  (CERCLA)  of  1980,  as  amended,  is 
an  appendix  of  the  National  Oil  and 
Hazardous  Substances  Pollution 
Contingency  Plan  (NCP).  The  EPA  and 
the  State  of  Arkansas,  through  the 
Arkansas  Department  of  Environmental 
Quality  have  determined  that  all 
appropriate  response  actions  under 
CERCLA  have  been  completed. 

However,  this  deletion  does  not 
preclude  future  actions  under 
Superfund. 

DATES:  Comments  must  be  received  by 
September  15,  2014. 

ADDRESSES:  Submit  your  comments, 
identified  by  Docket  ID  no.  EPA-HQ- 
SFUND-1 990-0011,  by  one  of  the 
following  methods: 

•  http://w'ww.reguIations.gov .  Follow 
on-line  instructions  for  submitting 
comments. 

•  Email:  Brian  W.  Mueller, 
mueller.brian@epa.gov. 

•  Fax;  214  665-6660. 

•  Mail:  Brian  W.  Mueller;  U.S. 
Environmental  Protection  Agency, 
Region  6;  Superfund  Division  (6SF-RL); 
1445  Ross  Avenue,  Suite  1200;  Dallas, 
Texas  75202-7167. 

•  Hand  delivery:  U.S.  Environmental 
Protection  Agency,  Region  6;  1445  Ross 


Avenue,  Suite  700;  Dallas,  Texas  75202- 
2733;  Contact:  Brian  W.  Mueller  (214) 
665-7167.  Such  deliveries  are  only 
accepted  during  the  Docket’s  normal 
hours  of  operation,  and  special 
arrangements  should  be  made  for 
deliveries  of  boxed  information. 

Instructions:  Direct  your  comments  to 
Docket  ID  no.  EPA-HQ-SFUND-1 990- 
0011.  EPA’s  policy  is  that  all  comments 
received  will  be  included  in  the  public 
docket  without  change  and  may  be 
made  available  online  at  http:// 
www.regulations.gov,  including  any 
personal  information  provided,  unless 
the  comment  includes  information 
claimed  to  be  Confidential  Business 
Information  (CBI)  or  other  information 
whose  disclosure  is  restricted  by  statute. 
Do  not  submit  information  that  you 
consider  to  be  CBI  or  otherwise 
protected  through  http:// 
www.regulations.gov  or  email.  The 
http://www.regulations.govW! eh  site  is 
an  “anonymous  access”  system,  which 
means  EPA  will  not  know  your  identity 
or  contact  information  unless  you 
provide  it  in  the  body  of  your  comment. 
If  you  send  an  email  comment  directly 
to  EPA  without  going  through  http:// 
mvw.regulations.gov,  your  email 
address  will  be  automatically  captured 
and  included  as  part  of  the  comment 
that  is  placed  in  the  public  docket  and 
made  available  on  the  Internet.  If  you 
submit  an  electronic  comment,  EPA 
recommends  that  you  include  your 
name  and  other  contact  information  in 
the  body  of  your  comment  and  with  any 
disk  or  CD-ROM  you  submit.  If  EPA 
cannot  read  your  comment  due  to 
technical  difficulties  and  cannot  contact 
you  for  clarification,  EPA  may  not  be 
able  to  consider  your  comment. 
Electronic  files  should  avoid  the  use  of 
special  characters,  any  form  of 
encryption,  and  be  free  of  any  defects  or 
viruses. 

Docket:  All  documents  in  the  docket 
are  listed  in  the  http:// 
mvw.regulations.gov  index.  Although 
listed  in  the  index,  some  information  is 
not  publicly  available,  e.g.,  CBI  or  other 
information  whose  disclosure  is 
restricted  by  statue.  Certain  other 
material,  such  as  copyrighted  material, 
will  be  publicly  available  only  in  the 
hard  copy.  Publicly  available  docket 
materials  are  available  either 
electronically  in  http:// 
wnww. regulations. gov  or  in  hard  copy  at: 
U.S.  Environmental  Protection  Agency, 
Region  6;  1445  Ross  Avenue,  Suite 
700;  Dallas,  Texas  75202-2733;  hours 
of  operation:  Monday  through  Friday, 
9:00  a.m.  to  12:00  p.m.  and  1:00  p.m. 
to  4:00  p.m.  Contact:  Brian  W. 

Mueller  (214)  665-7167. 
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Arkansas  Department  of  Environmental 
Quality,  5301  Northshore  Drive,  North 
Little  Rock,  Arkansas  72118;  Hours  of 
Operation:  Monday  through  Friday 
8:00  a.m.  until  4:30  p.m. 

Northeast  Arkansas  Regional  Library, 
located  at  120  North  12th  Street, 
Paragould,  Arkansas  72450;  Hours  of 
operation:  Monday  through  Thursday 
8:00  a.m.  until  6:00  p.m.,  Friday  8:00 
a.m.  until  4:00  p.m.,  and  Saturday 
8:00  a.m.  until  1:00  p.m. 

FOR  FURTHER  INFORMATION  CONTACT: 

Brian  W.  Mueller,  Remedial  Project 
Manager;  U.S.  Environmental  Protection 
Agency,  Region  6;  Superfund  Division 
(6SF-RL);  1445  Ross  Avenue,  Suite 
1200;  Dallas,  Texas  75202-2733,  (214) 
665-7 167;  email :m ueller.brian@epa.gov. 

SUPPLEMENTARY  INFORMATION:  In  the 

“Rules  and  Regulations”  Section  of  this 
Federal  Register,  we  are  publishing  a 


direct  final  Notice  of  Deletion  of  Monroe 
Auto  Pit  Superfund  Site  without  prior 
Notice  of  Intent  to  Delete  because  we 
view  this  as  a  noncontroversial  revision 
and  anticipate  no  adverse  comment.  We 
have  explained  our  reasons  for  this 
deletion  in  the  preamble  to  the  direct 
final  Notice  of  Deletion,  and  those 
reasons  are  incorporated  herein.  If  we 
receive  no  adverse  comment(s)  on  this 
deletion  action,  we  will  not  take  further 
action  on  this  Notice  of  Intent  to  Delete. 
If  we  receive  adverse  comment(s),  we 
will  withdraw  the  direct  final  Notice  of 
Deletion,  and  it  will  not  take  effect.  We 
will,  as  appropriate,  address  all  public 
comments  in  a  subsequent  final  Notice 
of  Deletion  based  on  this  Notice  of 
Intent  to  Delete.  We  will  not  institute  a 
second  comment  period  on  this  Notice 
of  Intent  to  Delete.  Any  parties 
interested  in  commenting  must  do  so  at 
this  time. 


For  additional  information,  see  the 
direct  final  Notice  of  Deletion  which  is 
located  in  the  Rules  section  of  this 

Federal  Register. 

List  of  Subjects  in  40  CFR  Part  300 

Environmental  protection.  Air 
pollution  control.  Chemicals,  Hazardous 
substances.  Hazardous  waste. 
Intergovernmental  relations.  Penalties, 
Reporting  and  recordkeeping 
requirements,  Superfund,  Water 
pollution  control.  Water  supply. 

Authority:  33  U.S.C.  1321(c)(2);  42  U.S.C. 
9601-9657;  E.O.  12777,  56  FR  54757,  3  CFR, 
1991  Comp.,  p.  351;  E.O.  12580,  52  FR  2923; 

3  CFR,  1987  Comp.,  p.  193. 

Dated;  August  6,  2014. 

Samuel  Coleman, 

Acting  Regional  Administrator,  Region  6. 

|FR  Doc.  2014-19269  Filed  8-13-14;  8:45  am) 

BILLING  CODE  6560-50-P 


47612 


Notices 


Federal  Register 
Vol.  79,  No.  157 
Thursday,  August  14,  2014 


This  section  of  the  FEDERAL  REGISTER 
contains  documents  other  than  rules  or 
proposed  rules  that  are  applicable  to  the 
public.  Notices  of  hearings  and  investigations, 
committee  meetings,  agency  decisions  and 
rulings,  delegations  of  authority,  filing  of 
petitions  and  applications  and  agency 
statements  of  organization  and  functions  are 
examples  of  documents  appearing  in  this 
section. 


DEPARTMENT  OF  AGRICULTURE 

Agricultural  Research  Service 

Notice  of  intent  To  Grant  Exclusive 
License 

AGENCY:  Agricultural  Research  Service, 
USDA. 

ACTION:  Notice  of  intent. 

SUMMARY:  Notice  is  hereby  given  that 
the  U.S.  Department  of  Agriculture, 
Agricultural  Research  Service,  intends 
to  grant  to  Washington  State  Crop 
Improvement  Association  of  Pullman, 
Washington,  an  exclusive  license  to  the 
chickpea  variety  named  “Royal.” 

DATES:  Comments  must  be  received  on 
or  before  September  15,  2014. 

ADDRESSES:  Send  comments  to:  USDA, 
ARS,  Office  of  Technology  Transfer, 
5601  Sunnyside  Avenue,  Rm.  4-1174, 
Beltsville,  Maryland  20705-5131. 

FOR  FURTHER  INFORMATION  CONTACT: 

Mojdeh  Bahar  of  the  Office  of 
Technology  Transfer  at  the  Beltsville 
address  given  above;  telephone:  301- 
504-5989. 

SUPPLEMENTARY  INFORMATION:  The 

Federal  Government’s  rights  in  this 
plant  variety  are  assigned  to  the  United 
States  of  America,  as  represented  by  the 
Secretary  of  Agriculture.  It  is  in  the 
public  interest  to  so  license  this  plant 
variety  as  Washington  State  Crop 
Improvement  Association  of  Pullman, 
Washington  has  submitted  a  complete 
and  sufficient  application  for  a  license. 
The  prospective  exclusive  license  will 
be  royalty-bearing  and  will  comply  with 
the  terms  and  conditions  of  35  U.S.C. 
209  and  37  CFR  404.7.  The  prospective 
exclusive  license  may  be  granted  unless, 
within  thirty  (30)  days  from  the  date  of 
this  published  Notice,  the  Agricultural 
Research  Ser\dce  receives  written 
evidence  and  argument  which 
establishes  that  the  grant  of  the  license 
would  not  be  consistent  with  the 


requirements  of  35  U.S.C.  209  and  37 
CFR  404,7. 

Mojdeh  Bahar, 

Assistant  Administrator. 

|FR  Doc.  2014-19246  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3410-03-P 


DEPARTMENT  OF  AGRICULTURE 

Animal  and  Plant  Health  Inspection 
Service 

[Docket  No.  APHIS-2014-0060] 

Notice  of  Request  for  Revision  to  and 
Extension  of  Approval  of  an 
Information  Collection;  Importation  of 
Fresh  Pitaya  Fruit  From  Central 
America  Into  the  Continental  United 
States 

AGENCY:  Animal  and  Plant  Health 
Inspection  Service,  USDA. 

ACTION:  Revision  to  and  extension  of 
approval  of  an  information  collection; 
comment  request. 

SUMMARY:  In  accordance  with  the 
Paperwork  Reduction  Act  of  1995,  this 
notice  announces  the  Animal  and  Plant 
Health  Inspection  Service’s  intention  to 
request  a  revision  to  and  extension  of 
approval  of  an  information  collection 
associated  with  the  regulations  for  the 
importation  of  fresh  pitaya  fruit  from 
Central  America  into  the  continental 
United  States, 

DATES:  We  will  consider  all  comments 
that  we  receive  on  or  before  October  14, 
2014. 

ADDRESSES:  You  may  submit  comments 
by  either  of  the  following  methods: 

•  Federal  eRulemaking  Portal:  Go  to 
http://www.regulations.gov/ 
tt!docketDetai};D=APHIS-2014-0060. 

•  Postal  Mail/Commercial  Delivery: 
Send  your  comment  to  Docket  No. 
APHIS-2014-0060,  Regulatory  Analysis 
and  Development,  PPD,  APHIS,  Station 
3A-03.8,  4700  River  Road  Unit  118, 
Riverdale,  MD  20737-1238. 

Supporting  documents  and  any 
comments  we  receive  on  this  docket 
may  be  viewed  at  http:// 
w'ww.regulations.gov/ 
it !docketDetail;D= APHIS-201 4-0060  or 
in  oiu'  reading  room,  which  is  located  in 
room  1141  of  the  USDA  South  Building, 
14th  Street  and  Independence  Avenue 
SW.,  Washington,  DC.  Normal  reading 
room  hours  are  8  a.m.  to  4:30  p.m., 
Monday  through  Friday,  except 


holidays.  To  be  sure  someone  is  there  to 
help  you,  please  call  (202)  799-7039 
before  coming. 

FOR  FURTHER  INFORMATION  CONTACT:  For 

information  on  fresh  pitaya  fruit  from 
Central  America  into  the  continental 
United  States,  contact  Mr.  David  Lamb, 
Senior  Regulatory  Policy  Specialist, 

RCC,  RPM,  PHP,  PPQ,  APHIS,  4700 
River  Road  Unit  133,  Riverdale,  MD 
20737;  (301)  851-2103.  For  copies  of 
more  detailed  information  on  the 
information  collection,  contact  Mrs. 
Celeste  Sickles,  APHIS’  Information 
Collection  Coordinator,  at  (301)  851- 
2908. 

SUPPLEMENTARY  INFORMATION: 

Title:  Importation  of  Fresh  Pitaya 
Fruit  From  Central  America  Into  the 
Continental  United  States. 

OMB  Control  Number:  0579-0378. 

Type  of  Request:  Revision  to  and 
extension  of  approval  of  an  information 
collection. 

Abstract:  The  Plant  Protection  Act 
(PPA,  7  U.S.C.  7701  et  seq.)  authorizes 
the  Secretary  of  Agriculture  to  restrict 
the  importation,  entry,  or  interstate 
movement  of  plants,  plant  products,  and 
other  articles  to  prevent  the 
introduction  of  plant  pests  into  the 
United  States  or  their  dissemination 
within  the  United  States.  As  authorized 
by  the  PPA,  the  Animal  and  Plant 
Health  Inspection  Service  (APHIS) 
regulates  the  importation  of  certain 
fruits  and  vegetables  in  accordance  with 
the  regulations  in  “Subpart — Fruits  and 
Vegetables”  (7  CFR  319.56-1  through 

319.56- 69). 

Under  these  regulations,  fresh  pitaya 
from  Central  America  may  be  imported 
into  the  continental  United  States  under 
certain  conditions,  as  listed  in  7  CFR 

319.56- 55,  to  prevent  the  introduction 
of  plant  pests  into  the  United  States. 

The  regulations  require  information 
collection  activities,  including 
production  site  certification  and 
registration,  review  and  maintenance  of 
records,  packinghouse  registration,  a 
workplan,  records  of  fruit  fly  detections 
and  checking  of  traps,  identification  of 
places  of  production  on  shipping 
documents,  box  marking,  and  a 
phytosanitary  certificate  with  an 
additional  declaration. 

When  comparing  the  regulations  to 
the  information  collection  activities  that 
were  previously  approved,  we  found 
that  production  site  registration  and  box 
markings  were  omitted  from  the 
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previous  collection.  By  adding  these 
two  activities  to  this  information 
collection,  the  estimated  total  annual 
burden  on  respondents  has  increased 
from  122  hovus  to  284  hours,  and  the 
estimated  annual  number  of  responses 
has  increased  from  141  to  100,148. 
However,  the  estimate  of  burden  has 
decreased  from  0.8652  hours  per 
response  to  0.002  hours  per  response. 

We  are  asking  the  Office  of 
Management  and  Budget  (OMB)  to 
approve  our  use  of  these  information 
collection  activities,  as  described,  for  an 
additional  3  years. 

The  purpose  of  this  notice  is  to  solicit 
comments  from  the  public  (as  well  as 
affected  agencies)  concerning  our 
information  collection.  These  comments 
will  help  us: 

(1)  Evaluate  whether  the  collection  of 
information  is  necessary  for  the  proper 
performance  of  the  functions  of  the 
Agency,  including  whether  the 
information  will  have  practical  utility: 

(2)  Evaluate  the  accuracy  of  our 
estimate  of  the  burden  of  the  collection 
of  information,  including  the  validity  of 
the  methodology  and  assumptions  used; 

(3)  Enhance  the  quality,  utility,  and 
clarity  of  the  information  to  be 
collected;  and 

(4)  Minimize  the  burden  of  the 
collection  of  information  on  those  who 
are  to  respond,  through  use,  as 
appropriate,  of  automated,  electronic, 
mechanical,  and  other  collection 
technologies;  e.g.,  permitting  electronic 
submission  of  responses. 

Estimate  of  burden:  The  public 
reporting  burden  for  this  collection  of 
information  is  estimated  to  average 
0.002  hours  per  response. 

Respondents:  Shippers  and  producers 
of  fresh  pitaya  and  the  national  plant 
protection  organizations  in  Central 
America. 

Estimated  annual  number  of 
respondents:  2,7 . 

Estimated  annual  number  of 
responses  per  respondent:  3,709. 

Estimated  annual  number  of 
responses:  100,148. 

Estimated  total  annual  burden  on 
respondents:  284  hours.  (Due  to 
averaging,  the  total  annual  burden  hours 
may  not  equal  the  product  of  the  annual 
number  of  responses  multiplied  by  the 
reporting  burden  per  response.) 

All  responses  to  this  notice  will  be 
summarized  and  included  in  the  request 
for  OMB  approval.  All  comments  will 
also  become  a  matter  of  public  record. 


Done  in  Washington,  DC,  this  8th  day  of 
August  2014. 

Kevin  Shea, 

Administrator,  Animal  and  Plant  Health 
Inspection  Service. 

[FR  Doc.  2014-19176  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3410-34-P 


DEPARTMENT  OF  AGRICULTURE 

Animal  and  Plant  Health  Inspection 
Service 

[Docket  No.  APHIS-2014-0067] 

Notice  of  Request  for  Extension  of 
Approval  of  an  Information  Collection; 
Importation  of  Baby  Squash  and  Baby 
Courgettes  From  Zambia 

AGENCY:  Animal  and  Plant  Health 
Inspection  Service,  USDA. 

ACTION:  Extension  of  approval  of  an 
information  collection;  comment 
request. 

SUMMARY;  In  accordance  with  the 
Paperwork  Reduction  Act  of  1995,  this 
notice  announces  the  Animal  and  Plant 
Health  Inspection  Service’s  intention  to 
request  an  extension  of  approval  of  an 
information  collection  associated  with 
the  regulations  for  the  importation  of 
baby  squash  and  baby  courgettes  from 
Zambia  into  the  continental  United 
States. 

DATES:  We  will  consider  all  comments 
that  we  receive  on  or  before  October  14, 
2014. 

ADDRESSES:  You  may  submit  comments 
by  either  of  the  following  methods: 

•  Federal  eRulemaking  Portal:  Go  to 
http://www.regulations.gov/ 
tt!docketDetail;D=APHIS-2014-0067. 

•  Postal  Mail/Commercial  Delivery: 
Send  your  comment  to  Docket  No. 
APHIS-2014-0067,  Regulatory  Analysis 
and  Development,  PPD,  APHIS,  Station 
3A-03.8,  4700  River  Road  Unit  118, 
Riverdale,  MD  20737-1238. 

Supporting  documents  and  any 
comments  we  receive  on  this  docket 
may  be  viewed  at  http:// 
www.regulations.gov/ 
tt!docketDetail;D=APHIS-201 4-0067  or 
in  our  reading  room,  which  is  located  in 
Room  1141  of  the  USDA  South 
Building,  14th  Street  and  Independence 
Avenue  SW.,  Washington,  DC.  Normal 
reading  room  hours  are  8  a.m.  to  4:30 
p.m.,  Monday  through  Friday,  except 
holidays.  To  be  sure  someone  is  there  to 
help  you,  please  call  (202)  799-7039 
before  coming. 

FOR  FURTHER  INFORMATION  CONTACT:  For 

information  on  the  importation  of  baby 
squash  and  baby  courgettes  from 
Zambia,  contact  Mr.  Dennis  Martin, 


Trade  Director,  PIM,  PPQ,  APHIS,  4700 
River  Road  Unit  140,  Riverdale,  MD 
20737;  (301)  851-2033.  For  copies  of 
more  detailed  information  on  the 
information  collection,  contact  Mrs. 
Celeste  Sickles,  APHIS’  Information 
Collection  Coordinator,  at  (301)  851- 
2908. 

SUPPLEMENTARY  INFORMATION: 

Title:  Importation  of  Baby  Squash  and 
Baby  Courgettes  From  Zambia. 

OMB  Control  Number:  0579-0347. 

Type  of  Request:  Extension  of 
approval  of  an  information  collection. 

Abstract:  The  Plant  Protection  Act 
(PPA,  7  U.S.C.  7701  et  seq.)  authorizes 
the  Secretary  of  Agriculture  to  restrict 
the  importation,  entry,  or  interstate 
movement  of  plants,  plant  products,  and 
other  articles  to  prevent  the 
introduction  of  plant  pests  into  the 
United  States  or  their  dissemination 
within  the  United  States.  Regulations 
authorized  by  the  PPA  concerning  the 
importation  of  fruits  and  vegetables  into 
the  United  States  from  certain  parts  of 
the  world  are  contained  in  “Subpart — 
Fruits  and  Vegetables”  (7  CFR  319.56- 
1  through  319.56-69). 

Section  319.56-48  provides  for  the 
importation  of  baby  squash  and  baby 
courgettes  from  Zambia  into  the 
continental  United  States  under  certain 
conditions.  These  regulations  require 
the  use  of  certain  information  collection 
activities,  such  as  inspection  of 
greenhouses,  labeling  of  cartons, 
maintaining  required  trapping  records, 
and  phytosanitary  certificates  issued  by 
the  national  plant  protection 
organization  (NPPO)  of  Zambia  with  an 
additional  declaration  that  the  baby 
squash  or  baby  courgettes  were 
produced  in  accordance  with  the 
regulations. 

\Ve  are  asking  the  Office  of 
Management  and  Budget  (OMB)  to 
approve  our  use  of  these  information 
collection  activities  for  an  additional  3 
years. 

The  purpose  of  this  notice  is  to  solicit 
comments  from  the  public  (as  well  as 
affected  agencies)  concerning  our 
information  collection.  These  comments 
will  help  us; 

(1)  Evaluate  whether  the  collection  of 
information  is  necessary  for  the  proper 
performance  of  the  functions  of  the 
Agency,  including  whether  the 
information  will  have  practical  utility; 

(2)  Evaluate  the  accuracy  of  our 
estimate  of  the  burden  of  the  collection 
of  information,  including  the  validity  of 
the  methodology  and  assumptions  used; 

(3)  Enhance  the  quality,  utility,  and 
clarity  of  the  information  to  be 
collected;  and 

(4)  Minimize  the  burden  of  the 
collection  of  information  on  those  who 
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are  to  respond,  through  use,  as 
appropriate,  of  automated,  electronic, 
mechanical,  and  other  collection 
technologies;  e.g.,  permitting  electronic 
submission  of  responses. 

Estimate  of  burden:  The  public 
reporting  burden  for  this  collection  of 
information  is  estimated  to  average  1 
hour  per  response. 

Respondents:  Packinghouse  officials 
and  the  NPPO  of  Zambia. 

Estimated  annual  number  of 
respondents:  2. 

Estimated  annual  number  of 
responses  per  respondent:  2. 

Estimated  annual  number  of 
responses:  4. 

Estimated  total  annual  burden  on 
respondents:  4  hours.  (Due  to  averaging, 
the  total  annual  burden  hours  may  not 
equal  the  product  of  the  annual  number 
of  responses  multiplied  by  the  reporting 
burden  per  response.) 

All  responses  to  this  notice  will  be 
summarized  and  included  in  the  request 
for  OMB  approval.  All  comments  will 
also  become  a  matter  of  public  record. 

Done  in  Washington,  DC,  this  8th  day  of 
August  2014. 

Kevin  Shea, 

Administrator,  Animal  and  Plant  Health 
Inspection  Service. 

[FR  Doc.  2014-19174  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3410-34-P 


COMMISSION  ON  CIVIL  RIGHTS 

Agenda  and  Notice  of  Public  Meeting 
of  the  Arizona  Advisory  Committee 

Notice  is  hereby  given,  pursuant  to 
the  provisions  of  the  rules  and 
regulations  of  the  U.S.  Commission  on 
Civil  Rights  (Commission)  and  the 
Federal  Advisory  Committee  Act 
(FACA)  that  a  planning  meeting  the 
Arizona  Advisory  Committee 
(Committee)  to  the  Commission  will  be 
held  on  Tuesday,  August  26,  2014,  at 
the  Burton  Barr  Central  Library,  Meeting 
Room  A,  1221  N.  Central  Avenue, 
Phoenix,  AZ  85004.  The  meeting  is 
scheduled  to  begin  at  2:00  p.m.  and 
adjourn  at  approximately  4:00  p.m.  The 
purpose  of  the  meeting  is  for  the 
Committee  to  receive  an  orientation  and 
to  discuss  project  ideas  for  the  coming 
program  year. 

Members  of  the  public  are  entitled  to 
submit  written  comments.  The 
comments  must  be  received  in  the 
Western  Regional  Office  of  the 
Commission  by  September  26,  2014. 

The  address  is  Western  Regional  Office, 
U.S.  Commission  on  Civil  Rights,  300  N. 
Los  Angeles  Street,  Suite  2010,  Los 
Angeles,  CA  90012.  Persons  wishing  to 
email  their  comments,  or  to  present 


their  comments  verbally  at  the  meeting, 
or  who  desire  additional  information 
should  contact  Angelica  Trevino, 
Western  Regional  Office,  at  (213)  894- 
3437,  (or  for  hearing  impaired  TDD  913- 
551-1414),  or  by  email  to  atrevino® 
usccr.gov.  Hearing-impaired  persons 
who  will  attend  the  meeting  and  require 
the  services  of  a  sign  language 
interpreter  should  contact  the  Regional 
Office  at  least  ten  (10)  working  days 
before  the  scheduled  date  of  the 
meeting. 

Records  generated  from  this  meeting 
may  be  inspected  and  reproduced  at  the 
Western  Regional  Office,  as  they  become 
available,  both  before  and  after  the 
meeting.  Persons  interested  in  the  work 
of  this  advisory  committee  are  advised 
to  go  to  the  Commission’s  Web  site, 
Mwiv.usccr.gov,  or  to  contact  the 
Western  Regional  Office  at  the  above 
email  or  street  address.  The  meeting 
will  be  conducted  pursuant  to  the 
provisions  of  the  rules  and  regulations 
of  the  Commission  and  FACA. 

Dated  in  Chicago,  IL,  August  8,  2014. 

David  Mussatt, 

Chief,  Regional  Programs  Coordination  Unit. 
|FR  Doc.  2014-19193  Filed  8-13-14;  8:45  am] 
BILLING  CODE  6335-01-P 


DEPARTMENT  OF  COMMERCE 

Submission  for  OMB  Review; 
Comment  Request 

The  Department  of  Commerce  will 
submit  to  the  Office  of  Management  and 
Budget  (OMB)  for  clearance  the 
following  proposal  for  collection  of 
information  under  the  provisions  of  the 
Paperwork  Reduction  Act  (44  U.S.C. 
Chapter  35). 

Agency:  National  Oceanic  and 
Atmospheric  Administration  (NOAA). 

Title:  Northeast  Region  Observer 
Providers. 

OMB  Control  Number:  0648-0546. 

Form  Number(s):  NA. 

Type  of  Request:  Regular  submission 
(extension  of  a  current  information 
collection). 

Number  of  Respondents:  565. 

Average  Hours  per  Response: 
Application  for  approval  of  observ^er 
service  provider,  10  hours;  applicant 
response  to  denial  of  application  for 
approval  of  observer  service  provider, 

10  hours;  observer  service  provider 
request  for  observer  training,  30 
minutes;  observer  deployment  report,  10 
minutes;  observer  availability  report,  10 
minutes;  safety  refusal  report,  30 
minutes;  submission  of  raw  observer 
data,  5  minutes;  observer  debriefing,  2 
hours;  biological  samples,  5  minutes; 


rebuttal  of  pending  removal  from  list  of 
approved  observer  service  providers,  8 
hours;  vessel  request  to  observer  service 
provider  for  procurement  of  a  certified 
observ^er,  25  minutes;  vessel  request  for 
waiver  of  observer  coverage 
requirement,  5  minutes;  observer 
contact  list  updates,  5  minutes;  observer 
availability  updates,  1  minute;  service 
provider  material  submissions,  30 
minutes;  service  provider  contracts,  30 
minutes. 

Burden  Hours:  5,675. 

Needs  and  Uses:  This  request  is  for 
extension  of  a  currently  approved 
information  collection. 

Under  the  Magnuson-Stevens  Fishery 
Conservation  and  Management  Act,  the 
Secretary  of  Commerce  (Secretary)  has 
the  responsibility  for  the  conservation 
and  management  of  marine  fishery 
resources.  Much  of  this  responsibility 
has  been  delegated  to  the  National 
Oceanic  and  Atmospheric 
Administration  (NOAA)/National 
Marine  Fisheries  Service  (NMFS). 

Under  this  stewardship  role,  the 
Secretary  was  given  certain  regulatory 
authorities  to  ensure  the  most  beneficial 
uses  of  these  resources.  One  of  the 
regulatory  steps  taken  to  carry  out  the 
conservation  and  management 
objectives  is  to  collect  data  from  users 
of  the  resource. 

Regulations  at  50  CFR  648.11(g) 
require  observer  service  providers  to 
comply  with  specific  requirements  in 
order  to  operate  as  an  approved 
provider  in  the  Atlantic  sea  scallop 
(scallop)  fishery.  Observer  service 
providers  must  comply  with  the 
following  requirements:  submit 
applications  for  approval  as  an  observer 
service  provider;  formally  request 
observer  training  by  the  Northeast 
Fisheries  Observer  Program  (NEFOP); 
submit  observer  deployment  reports  and 
biological  samples;  give  notification  of 
whether  a  vessel  must  carry  an  observer 
within  24  hours  of  the  vessel  owner’s 
notification  of  a  prospective  trip; 
maintain  an  updated  contact  list  of  all 
observ^ers  that  includes  the  observer 
identification  number;  observer’s  name 
mailing  address,  email  address,  phone 
numbers,  homeports  or  fisheries/trip 
types  assigned,  and  whether  or  not  the 
obser\'er  is  “in  service.”  The  regulations 
also  require  observer  service  providers 
submit  any  outreach  materials,  such  as 
informational  pamphlets,  payment 
notification,  and  descriptions  of 
obserx^er  duties  as  well  as  all  contracts 
between  the  service  provider  and 
entities  requiring  observer  services  for 
review  to  NMFS/NEFOP.  Observer 
service  providers  also  have  the  option  to 
respond  to  application  denials,  and 
submit  a  rebuttal  in  response  to  a 
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pending  removal  from  the  list  of 
approved  observer  providers.  These 
requirements  allow  NMFS/NEFOP  to 
effectively  administer  the  scallop 
observer  program. 

Affected  Public:  Business  or  other  for- 
profit  organizations. 

Frequency:  Annually  and  on  occasion. 
Respondent’s  Obiigation:  Mandatory. 
This  information  collection  request 
may  be  viewed  at  reginfo.gov.  Follow 
the  instructions  to  view  Department  of 
Commerce  collections  currently  under 
review  by  0MB. 

Written  comments  and 
recommendations  for  the  proposed 
information  collection  should  be  sent 
within  30  days  of  publication  of  this 
notice  to  OIRA  Submission© 
omb.eop.gov  or  faxed  to  (202)  395-5806. 

Dated:  August  8,  2014. 

Gwellnar  Banks, 

Management  Analyst,  Office  of  the  Chief 
Information  Officer. 

[FR  Doc.  2014-19222  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3510-22-P 


DEPARTMENT  OF  COMMERCE 

Foreign-Trade  Zones  Board 

[Order  No.  1945] 

Approval  for  Expanded  Manufacturing 
Authority;  Foreign-Trade  Subzone  45F; 
Epson  Portland,  Inc.  (Inkjet  Printer 
Cartridges);  Portland,  Oregon 

Pursuant  to  its  authority  under  the  Foreign- 
Trade  Zones  Act  of  June  18,  1934,  as 
amended  (19  U.S.C.  81a-81u),  the  Foreign- 
Trade  Zones  Board  (the  Board)  adopts  the 
following  Order: 

Whereas,  the  Port  of  Portland,  grantee 
of  Foreign-Trade  Zone  45,  has  requested 
authority  on  behalf  of  Epson  Portland, 
Inc.  (EPI),  to  expand  the  scope  of 
manufacturing  activity  conducted  under 
zone  procedures  within  Subzone  45F  at 
the  EPI  facility  in  Hillsboro,  Oregon, 
(FTZ  Docket  7-2012,  filed  1/19/2012 
and  amended  2/26/2014); 

Whereas,  notice  inviting  public 
comment  has  been  given  in  the  Federal 
Register  (77  FR  4006-4007,  1/26/2012; 

77  FR  21082,  4/9/2012;  77  FR  26252, 
5/3/2012;  77  FR  31308-31309,  5/25/ 
2012;  and,  79  FR  14214,  3/13/2014)  and 
the  application  has  been  processed 
pursuant  to  the  FTZ  Act  and  the  Board’s 
regulations;  and. 

Whereas,  the  Board  adopts  the 
findings  and  recommendations  of  the 
examiner’s  report,  and  finds  that  the 
requirements  of  the  FTZ  Act  and  the 
Board’s  regulations  would  be  satisfied, 
and  that  the  proposal  would  be  in  the 
public  interest  if  subject  to  the 
restriction  listed  below; 


Now,  therefore,  the  Board  hereby 
orders: 

The  application  to  expand  the  scope 
of  manufacturing  authority  under  zone 
procedures  within  Subzone  45F,  as 
described  in  the  application,  as 
amended,  and  Federal  Register  notices, 
is  approved,  subject  to  the  FTZ  Act  and 
the  Board’s  regulations,  including 
Section  400.13,  and  further  subject  to  a 
restriction  requiring  that  EPI  elect 
privileged  foreign  status  (19  CFR 
146.41)  on  all  pigment  dispersions  in 
plastics  (HTSUS  3206.49.10)  admitted 
to  the  subzone. 

Signed  at  Washington,  DC,  this  6th  day  of 
August  2014. 

Paul  Piquado, 

Assistant  Secretary  of  Commerce  for 
Enforcement  and  Compliance,  Alternate 
Chairman,  Foreign-Trade  Zones  Board. 
Andrew  McGilvray, 

Executive  Secretary. 

[FR  Doc.  2014-19274  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3510-DS-P 


DEPARTMENT  OF  COMMERCE 

International  Trade  Administration 

IA-583-008] 

Certain  Circular  Welded  Carbon  Steel 
Pipes  and  Tubes  From  Taiwan:  Notice 
of  Final  Results  of  Antidumping  Duty 
Administrative  Review;  2012-2013 

AGENCY:  Enforcement  and  Compliance, 
International  Trade  Administration, 
Department  of  Commerce. 

SUMMARY:  On  June  18,  2014,  the 
Department  of  Commerce  (the 
Department)  published  the  preliminary 
results  of  the  administrative  review  of 
the  antidumping  duty  order  on  certain 
circular  welded  carbon  steel  pipes  and 
tubes  from  Taiwan. ^  The  review  covers 
Shin  Yang  Steel  Co.,  Ltd.  (Shin  Yang). 
The  period  of  review  (POR)  is  May  1, 
2012,  through  April  30,  2013.  We 
invited  interested  parties  to  comment  on 
our  Preliminary  Results.  No  parties 
commented,  and  our  final  results 
remain  unchanged  from  our  Preliminary 
Results.  The  final  results  are  listed  in 
the  section  entitled  “Final  Results  of 
Review’’  below. 

DATES:  Effective  Date:  August  14,  2014. 
FOR  FURTHER  INFORMATION  CONTACT: 

Steve  Bezirganian,  AD/CVD  Operations 
Office  VI,  Enforcement  and  Compliance, 
International  Trade  Administration, 

U.S.  Department  of  Commerce,  14th 


’  See  Certain  Circular  Welded  Carbon  Steel  Pipes 
and  Tubes  From  Taiwan:  Preliminary  Results  of 
Antidumping  Duty  Administrative  Review;  2012- 
2013,  79  FR  34720  (June  18,  2014)  [Preliminary 
Results). 


Street  and  Constitution  Avenue  NW., 
Washington,  DC  20230;  telephone:  (202) 
482-1131. 

SUPPLEMENTARY  INFORMATION: 
Background 

On  June  18,  2014,  the  Department 
published  the  Preliminary  Results  of 
this  review  in  the  Federal  Register.  We 
invited  parties  to  comment  on  the 
Preliminary  Results.  No  party 
commented,  nor  did  any  party  request  a 
hearing. 

Scope  of  the  Order 

The  merchandise  subject  to  the  order 
is  certain  circular  welded  carbon  steel 
pipes  and  tubes  from  Taiwan,  which  are 
defined  as:  Welded  carbon  steel  pipes 
and  tubes,  of  circular  cross  section,  with 
walls  not  thinner  than  0.065  inch,  and 
0.375  inch  or  more  but  not  over  4.5 
inches  in  outside  diameter,  currently 
classified  under  Harmonized  Tariff 
Schedule  of  the  United  States  (HTSUS) 
item  numbers  7306.30.5025, 
7306.30.5032,  7306.30.5040,  and 
7306.30.5055.  Although  the  HTSUS 
subheadings  are  provided  for 
convenience  and  customs  purposes,  the 
written  description  of  the  merchandise 
under  review  is  dispositive. 2 

Final  Results  of  Review 

As  noted  above,  the  Department  has 
received  no  comments  concerning  the 
Preliminary  Results  on  the  record  of  this 
segment  of  the  proceeding.  As  there  are 
no  changes  from,  or  comments  upon, 
the  Preliminary  Results,  there  is  no 
decision  memorandum  accompanying 
this  Federal  Register  notice.  For  further 
details  of  the  issues  addressed  in  this 
proceeding,  see  Preliminary  Results. 

The  final  weighted-average  dumping 


margin  for  the  period  May  1,  2012, 
through  April  30,  2013,  is  as  follows: 

Producer/exporter 

Weighted- 

average 

dumping 

margin 

(percentage) 

Shin  Yang  Steel  Co.,  Ltd . 

0.00 

Assessment 

The  Department  shall  determine,  and 
U.S.  Customs  and  Border  Protection 
(CBP)  shall  assess,  antidumping  duties 


^  For  a  full  description  of  the  scope  of  the  order, 
see  Preliminary  Results,  and  related  memorandum 
from  Christian  Marsh,  Deputy  Assistant  Secretary 
for  Antidumping  and  Countervailing  Duty 
Operations,  to  Paul  Piquado,  Assistant  Secretarj'  for 
Enforcement  and  Compliance,  “Decision 
Memorandum  for  Preliminary  Results  of 
Antidumping  Duty  Administrative  Review':  Certain 
Circular  Welded  Carbon  Steel  Pipes  and  Tubes  from 
Taiw'an:  2012-2013”  (June  18,  2014). 
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on  all  appropriate  entries,  in  accordance 
with  19  CFR  351.212(b)(1).  The 
Department  intends  to  issue  appropriate 
assessment  instructions  for  the 
companies  subject  to  this  review  to  CBP 
15  days  after  the  date  of  publication  of 
these  final  results. 

Shin  Yang’s  weighted-average 
dumping  margin  in  these  final  results  is 
zero  percent.  Therefore,  we  will  instruct 
CBP  to  liquidate  all  appropriate  entries 
without  regard  to  antidumping  duties. 

Cash  Deposit  Requirements 

The  following  deposit  rates  will  be 
effective  upon  publication  of  the  final 
results  of  this  administrative  review  for 
all  shipments  of  certain  carbon  steel 
pipes  and  tubes  from  Taiwan  entered,  or 
withdrawn  from  warehouse,  for 
consumption  on  or  after  the  publication 
date,  as  provided  by  section  751(a)(2)(C) 
of  the  Act:  (1)  For  Shin  Yang  Steel  Co., 
Ltd.,  the  cash  deposit  rate  will  be  equal 
to  the  weighted-average  dumping 
margin  listed  above;  (2)  for  previously 
reviewed  or  investigated  companies  not 
listed  above,  the  cash  deposit  rate  will 
continue  to  be  the  company-specific  rate 
published  for  the  most  recently 
completed  segment  of  this  proceeding  in 
which  that  manufacturer  or  exporter 
participated;  (3)  if  the  exporter  is  not  a 
firm  covered  in  this  review,  a  prior 
review,  or  the  original  LTFV 
investigation,  but  the  producer  is,  the 
cash  deposit  rate  will  be  the  rate 
established  for  the  most  recently 
completed  segment  of  this  proceeding 
for  the  producer  of  the  merchandise; 
and  (4)  if  neither  the  exporter  nor  the 
producer  is  a  firm  covered  in  this 
review,  any  previous  review,  or  the 
original  investigation,  the  cash  deposit 
rate  will  be  9.70  percent  ad  valorem,  the 
“all  others”  rate.^  These  cash  deposit 
requirements,  when  imposed,  shall 
remain  in  effect  until  further  notice. 

Notification  to  Importers 

This  notice  serves  as  a  final  reminder 
to  importers  of  their  responsibility 
under  19  CFR  351.402(f)(2)  to  file  a 
certificate  regarding  the  reimbursement 
of  antidumping  duties  prior  to 
liquidation  of  the  relevant  entries 
during  this  review  period.  Failure  to 
comply  with  this  requirement  could 
result  in  the  Secretary’s  presumption 
that  reimbursement  of  antidumping 
duties  occurred  and  the  subsequent 
assessment  of  double  antidumping 
duties. 


3  See  e.g.  Certain  Circular  Welded  Carbon  Steel 
Pipes  and  Tubes  From  Taiwan:  Antidumping  Duty 
Order,  49  FR  19369  (May  7,  1984). 


Administrative  Protective  Order 
Notification  to  Interested  Parties 

This  notice  serves  as  the  only 
reminder  to  parties  subject  to 
administrative  protective  order  (APO)  of 
their  responsibility  concerning  the 
disposition  of  proprietary  information 
disclosed  under  APO  in  accordance 
with  19  CFR  351.305(a)(3),  which 
continues  to  govern  business 
proprietary  information  in  this  segment 
of  the  proceeding.  Timely  written 
notification  of  the  return  or  destruction 
of  APO  materials  or  conversion  to 
judicial  protective  order  is  hereby 
requested.  Failure  to  comply  with  the 
regulations  and  the  terms  of  an  APO  is 
a  sanctionable  violation. 

Notification  to  Interested  Parties 

This  administrative  review  and  notice 
are  issued  and  published  in  accordance 
with  sections  751(a)(1)  and  777(i)(l)  of 
the  Act  and  19  CFR  351.213(h)(1). 

Dated:  August  8,  2014. 

Paul  Piquado, 

Assistant  Secretary  for  Enforcement  and 
Compliance. 

[FR  Doc.  2014-19277  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-DS-P 


DEPARTMENT  OF  COMMERCE 

International  Trade  Administration 

[C-570-017] 

Certain  Passenger  Vehicle  and  Light 
Truck  Tires  From  the  People’s 
Republic  of  China:  Postponement  of 
Preliminary  Determination  in 
Countervailing  Duty  Investigation 

AGENCY:  Enforcement  and  Compliance, 
International  Trade  Administration, 
Department  of  Commerce. 

DATES:  Effective  Date:  August  14,  2014. 
FOR  FURTHER  INFORMATION  CONTACT: 
Emily  Halle,  AD/CVD  Operations,  Office 
VII,  Enforcement  and  Compliance, 
International  Trade  Administration, 

U.S.  Department  of  Commerce,  14th 
Street  and  Constitution  Avenue  NW., 
Washington,  DC  20230;  telephone:  (202) 
482-0176. 

SUPPLEMENTARY  INFORMATION: 
Background 

On  July  14,  2014,  the  Department  of 
Commerce  (the  Department)  initiated  a 
countervailing  duty  (CVD)  investigation 
of  certain  passenger  vehicle  and  light 
truck  tires  (certain  passenger  tires)  from 
the  People’s  Republic  of  China  (PRC).’ 


’  See  Certain  Passenger  Vehicle  and  Light  Truck 
Tires  from  the  People's  Republic  of  China:  Initiation 
of  Countervailing  Duty  Investigation,  79  FR  42285 
(July  14,  2014). 


Currently,  the  preliminary 
determination  is  due  no  later  than 
September  17,  2014. 

Postponement  of  the  Preliminary 
Determination 

Section  703(b)(1)  of  the  Tariff  Act  of 
1930,  as  amended  (the  Act),  requires  the 
Department  to  issue  the  preliminary 
determination  in  a  CVD  investigation 
within  65  days  after  the  date  on  which 
the  Department  initiated  the 
investigation.  However,  if  a  petitioner 
makes  a  timely  request  for  an  extension 
in  accordance  with  19  CFR  351.205(e), 
section  703(c)(1)(A)  of  the  Act  allows 
the  Department  to  postpone  the 
preliminary  determination  until  no  later 
than  130  days  after  the  date  on  which 
the  Department  initiated  the 
investigation.  Under  19  CFR  351.205(e), 
a  petitioner  must  submit  a  request  for 
postponement  25  days  or  more  before 
the  scheduled  date  of  the  preliminary 
determination  and  must  state  the  reason 
for  the  request.  The  Department  will 
grant  the  request  unless  it  finds 
compelling  reasons  to  deny  the  request. 2 

The  Department  determines  that  the 
record  supports  postponing  the 
preliminary  determination  in  this 
investigation.  On  July  25,  2014, 
Petitioner  3  submitted  a  timely  request 
pursuant  to  section  703(c)(1)(A)  of  the 
Act  and  19  CFR  351.205(e)  to  postpone 
the  preliminary  determination,  stating 
that  the  number  and  nature  of  the 
subsidy  programs  under  investigation 
would  prevent  the  Department  from 
adequately  examining  them  by  the 
current  deadline.^  Moreover,  the  record 
does  not  present  any  compelling  reasons 
to  deny  the  request.  Therefore,  in 
accordance  with  section  703(c)(1)(A)  of 
the  Act,  the  Department  is  hereby 
postponing  the  due  date  for  the 
preliminary  determination  in  this 
investigation  to  no  later  than  130  days 
after  the  day  on  which  the  investigation 
was  initiated.  As  a  result,  the  deadline 
for  completion  of  the  preliminary 
determination  is  now  November  21, 
2014. 

This  notice  is  issued  and  published 
pursuant  to  section  703(c)(2)  of  the  Act 
and  19  CFR  351.205(f)(1). 


2 19  CFR  351.205(e). 

2 United  Steel,  Paper  and  Forestry,  Rubber, 
Manufacturing,  Energ)',  Allied  Industrial  and 
Service  Workers  International  Union,  AFL-CIO- 
CLC. 

See  Letter  from  Petitioner,  “Certain  Passenger 
Vehicle  and  Light  Truck  Tires  from  the  People’s 
Republic  of  China — Petitioner’s  Request  to  Extend 
the  Deadline  for  the  Preliminar}'  Determination,” 
July  25,  2014. 
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Dated:  August  8,  2014. 

Paul  Piquado, 

Assistant  Secretary  for  Enforcement  and 
Compliance. 

IFR  Doc.  2014-19276  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3510-DS-P 

DEPARTMENT  OF  COMMERCE 

International  Trade  Administration 

[A-570-947] 

Steel  Grating  From  the  Peopie’s 
Repubiic  of  China:  Notice  of 
Correction  to  the  Notice  of  a  Court 
Decision  Not  in  Harmony  With  the 
Final  Determination  in  the  Less-Than- 
Fair-Vaiue  Investigation  and  Notice  of 
Amended  Final  Determination 
Pursuant  to  Court  Decision 

AGENCY:  Enforcement  and  Compliance, 
International  Trade  Administration, 
Department  of  Commerce. 


DATES:  Effective  Date:  April  19,  2014. 

FOR  FURTHER  INFORMATION  CONTACT: 

Brandon  Farlander  and  Thomas  Martin, 
Office  4,  Antidumping  and 
Countervailing  Duty  Operations, 
International  Trade  Administration, 

U.S.  Department  of  Commerce,  14th 
Street  and  Constitution  Avenue  NW., 
Washington,  DC  20230;  telephone:  (202) 
482-0182  and  (202)  482-3936. 

SUPPLEMENTARY  INFORMATION:  On  July 
25,  2014,  the  Department  of  Commerce 
(“the  Department”)  published  the  notice 
of  court  decision  not  in  harmony  with 
the  final  determination  in  the  less-than- 
fair- value  investigation  of  steel  grating 
from  the  People’s  Republic  of  China  and 
notice  of  amended  final  determination 
pursuant  to  court  decision. ^  Subsequent 
to  the  publication  of  the  Amended  Final 
and  Timken  Notice,  the  Department 
discovered  an  inadvertent  error  in  the 
Federal  Register  notice. 


Specifically,  the  Amended  Final  and 
Timken  Notice  incorrectly  reversed  the 
names  for  Ningbo  Haitian  International 
Co.,  Ltd.  (“Ningbo  Haitian”)  and  Ningbo 
Lihong  Steel  Grating  Co.,  Ltd.  (“Ningbo 
Lihong”)  in  the  “Producer”  and 
“Exporter”  columns  in  the  rate  table 
printed  in  the  Amended  Final  and 
Timken  Notice.^  As  a  result  of  this  error, 
the  Amended  Final  and  Timken  Notice 
incorrectly  indicated  that  a  combination 
rate  was  applicable  to  Ningbo  Haitian  as 
the  producer  and  Ningbo  Lihong  as  the 
exporter.  The  notice  should  have 
indicated  that  Ningbo  Haitian  was  the 
exporter  and  Ningbo  Lihong  was  the 
producer.  The  revised  rate  table  should 
read  as  follows: 


Weighted-average 

Producer 

Exporter 

dumping  margin 

(percent) 

Ningbo  Lihong  Steel  Grating  Co.,  Ltd  . 

Ningbo  Haitian  International  Co.,  Ltd . 

38.16 

Yantai  Xinke  Steel  Structure  Co.,  Ltd . 

Yantai  Xinke  Steel  Structure  Co.,  Ltd  . 

38.16 

Ningbo  Jiulong  Machinery  Manufacturing  Co.,  Ltd  . 

Ningbo  Jiulong  Machinery  Manufacturing  Co.,  Ltd . 

145.18 

Notification  to  Interested  Parties 

This  notice  is  issued  and  published  in 
accordance  with  sections  516A(e)(l)  and 
777(i)(l)  of  the  Tariff  Act  of  1930,  as 
amended. 

Dated:  August  8,  2014. 

Paul  Piquado, 

Assistant  Secretary  for  Enforcement  and 
Compliance. 

[FR  Doc.  2014-19278  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-DS-P 

DEPARTMENT  OF  COMMERCE 

National  Oceanic  and  Atmospheric 
Administration 

Proposed  Information  Collection; 
Comment  Request;  Atlantic  Highly 
Migratory  Species  Vessel  Logbooks 
and  Cost-Earnings  Data  Reports 

AGENCY:  National  Oceanic  and 
Atmospheric  Administration, 

Commerce. 

action:  Notice. 

SUMMARY:  The  Department  of 
Commerce,  as  part  of  its  continuing 

’  See  Steel  Grating  From  the  People’s  Republic  of 
China:  Notice  of  Court  Decision  Not  in  Harmony 
With  the  Final  Determination  in  the  Less-Than-Foir- 
Value  Investigation  and  Notice  of  Amended  Final 


effort  to  reduce  paperwork  and 
respondent  burden,  invites  the  general 
public  and  other  Federal  agencies  to 
take  this  opportunity  to  comment  on 
proposed  and/or  continuing  information 
collections,  as  required  by  the 
Paperwork  Reduction  Act  of  1995. 
DATES:  Written  comments  must  be 
submitted  on  or  before  October  14, 

2014. 

ADDRESSES:  Direct  all  written  comments 
to  Jennifer  Jessup,  Departmental 
Paperwork  Clearance  Officer, 
Department  of  Commerce,  Room  6616, 
14th  and  Constitution  Avenue  NW., 
Washington,  DC  20230  (or  via  the 
Internet  at  JJessup@doc.gov). 

FOR  FURTHER  INFORMATION  CONTACT: 
Requests  for  additional  information  or 
copies  of  the  information  collection 
instrument  and  instructions  should  be 
directed  to  Katie  Davis,  (727)  824-5399 
or  Katie.Davis@noaa.gov. 

SUPPLEMENTARY  INFORMATION: 

I.  Abstract 

This  request  is  for  extension  of  a 
current  information  collection. 

Under  the  provisions  of  the 
Magnuson-Stevens  Fishery 

Determination  Pursuant  to  Court  Decision,  79  FR 
43396  (July  25,  2014)  [“Amended  Final  and  Timken 
Notice”). 


Conservation  and  Management  Act  (16 
U.S.C.  1801  et  seq.),  the  National 
Oceanic  and  Atmospheric 
Administration’s  (NOAA)  National 
Marine  Fisheries  Service  (NMFS)  is 
responsible  for  management  of  the 
nation’s  marine  fisheries.  In  addition, 
NMFS  must  comply  with  the  Atlantic 
Tunas  Convention  Act  of  1975  (16 
U.S.C.  971  et  seq.),  which  implements 
the  International  Commission  for  the 
Conservation  of  Atlantic  Tunas  (ICCAT) 
recommendations. 

NMFS  collects  information  via  vessel 
logbooks  to  monitor  the  U.S.  catch  of 
Atlantic  swordfish,  sharks,  billfish,  and 
tunas  in  relation  to  the  quotas,  thereby 
ensuring  that  the  United  States  complies 
with  its  domestic  and  international 
obligations.  HMS  logbooks  are  verified 
using  observer  data  that  is  collected 
under  0MB  Control  No.  0648-0593 
(Observer  Programs’  Information  That 
Can  Be  Gathered  Only  Through 
Questions).  In  addition  to  HMS 
fisheries,  the  HMS  logbook  is  also  used 
to  report  catches  of  dolphin  and  wahoo 
by  commercial  and  charter/headboat 
fisheries.  The  HMS  logbooks  collect 
data  on  incidentally-caught  species, 

^  See  Amended  Final  and  Timken  Notice,  79  FR 
at  43397. 
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including  sea  turtles,  which  is  necessary 
to  evaluate  the  fisheries  in  terms  of 
bycatch  and  encounters  with  protected 
species.  For  both  directed  and 
incidentally  caught  species,  the 
information  supplied  through  vessel 
logbooks  also  provides  the  catch  and 
effort  data  on  a  per-set  or  per-trip  level 
of  resolution. 

These  data  are  necessary  to  assess  the 
status  of  highly  migratory  species, 
dolphin,  and  wahoo  in  each  fishery. 
International  stock  assessments  for 
tunas,  swordfish,  billfish,  and  some 
species  of  sharks  are  conducted  and 
presented  to  the  ICCAT  periodically  and 
provide,  in  part,  the  basis  for  ICCAT 
management  recommendations  which 
are  binding  on  member  nations. 
Domestic  stock  assessments  for  most 
species  of  sharks  and  for  dolphin  and 
wahoo  are  often  used  as  the  basis  of 
managing  these  species. 

Supplementary  information  on  fishing 
costs  and  earnings  has  been  collected 
via  this  vessel  logbook  program.  This 
economic  information  enables  NMFS  to 
assess  the  economic  impacts  of 
regulatory  programs  on  small  businesses 
and  fishing  commimities,  consistent 
with  the  National  Environmental  Policy 
Act  (NEPA),  Executive  Order  12866,  the 
Regulatory  Flexibility  Act,  and  other 
domestic  laws. 

II.  Method  of  Collection 

Logbook  entries  are  mailed. 

III.  Data 

OMB  Control  Number:  0648-0371. 

Form  Number:  NOAA  Form  88-191. 

Tyrpe  of  Review:  Regular  submission 
(extension  of  a  current  information 
collection). 

Affected  Public:  Business  or  other  for- 
profit  organizations  (vessel  owners). 

Estimated  Number  of  Respondents: 
10,216. 

Estimated  Time  per  Response:  10 
minutes  for  cost/earnings  summaries 
attached  to  logbook  reports,  30  minutes 
for  annual  expenditure  forms,  12 
minutes  for  logbook  catch  reports,  2 
minutes  for  negative  logbook  catch 
reports. 

Estimated  Total  Annual  Burden 
Hours:  36,189. 

Estimated  Total  Annual  Cost  to 
Public:  $0  in  recordkeeping/reporting 
costs. 

rv.  Request  for  Comments 

Comments  are  invited  on:  (a)  whether 
the  proposed  collection  of  information 
is  necessary  for  the  proper  performance 
of  the  functions  of  the  agency,  including 
whether  the  information  shall  have 
practical  utility;  (b)  the  accuracy  of  the 
agency’s  estimate  of  the  burden 


(including  hours  and  cost)  of  the 
proposed  collection  of  information;  (c) 
ways  to  enhance  the  quality,  utility,  and 
clarity  of  the  information  to  be 
collected;  and  (d)  ways  to  minimize  the 
burden  of  the  collection  of  information 
on  respondents,  including  through  the 
use  of  automated  collection  techniques 
or  other  forms  of  information 
technology. 

Comments  submitted  in  response  to 
this  notice  will  be  summarized  and/or 
included  in  the  request  for  OMB 
approval  of  this  information  collection; 
they  also  will  become  a  matter  of  public 
record. 

Dated:  August  8,  2014. 

Gwellnar  Banks, 

Management  Analyst,  Office  of  the  Chief 
Information  Officer. 

[FR  Doc.  2014-19227  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-22-P 


DEPARTMENT  OF  COMMERCE 

National  Oceanic  and  Atmospheric 
Administration 

Proposed  information  Collection; 
Comment  Request;  Commercial 
Fishing  Vessel  Cost  and  Earnings  Data 
Collection  Survey  in  the  Northeast 
Region 

agency:  National  Oceanic  and 
Atmospheric  Administration, 
Commerce. 

ACTION:  Notice. 


SUMMARY:  The  Department  of 
Commerce,  as  part  of  its  continuing 
effort  to  reduce  paperwork  and 
respondent  burden,  invites  the  general 
public  and  other  Federal  agencies  to 
take  this  opportunity  to  comment  on 
proposed  and/or  continuing  information 
collections,  as  required  by  the 
Paperwork  Reduction  Act  of  1995. 

DATES:  Written  comments  must  be 
submitted  on  or  before  October  14, 

2014. 

ADDRESSES:  Direct  all  written  comments 
to  Jennifer  Jessup,  Departmental 
Paperwork  Clearance  Officer, 
Department  of  Commerce,  Room  6616, 
14th  and  Constitution  Avenue  NW., 
Washington,  DC  20230  (or  via  the 
Internet  at  JJessup@doc.gov). 

FOR  FURTHER  INFORMATION  CONTACT.' 

Requests  for  additional  information  or 
copies  of  the  information  collection 
instrument  and  instructions  should  be 
directed  to  Tammy  Murphy,  (508)  495- 
2137  or  Tammy.Murphy@noaa.gov. 

SUPPLEMENTARY  INFORMATION: 


I.  Abstract 

This  request  is  for  revision  and 
extension  of  an  existing  information 
collection. 

Economic  data  on  the  costs  of 
operating  commercial  fishing  businesses 
are  needed  by  the  National  Marine 
Fisheries  Service  (NMFS)  to  meet  the 
legislative  requirements  of  the 
Magnuson-Stevens  Fishery 
Conservation  and  Management  Act,  the 
National  Environmental  Policy  Act, 
Executive  Order  12866  and  the 
Regulatory  Flexibility  Act.  The  Social 
Sciences  Branch  (SSB)  of  the  NMFS, 
Northeast  Fisheries  Science  Center 
(NEFSC)  is  responsible  for  estimating 
the  economic  and  social  impacts  of 
fishery  management  actions. 

Lack  of  information  on  fixed  (non-trip 
related)  costs,  crew  payments  and 
operating  (trip)  costs  have  severely 
limited  the  ability  of  the  SSB  to  assess 
fishermen’s  behavioral  responses  to 
changes  in  regulations,  fishing 
conditions,  and  market  conditions. 
Maintaining  an  ongoing,  consistent,  data 
collection  program  will  enable  the  SSB 
to  provide  a  level  of  analysis  that  meets 
the  needs  of  the  New  England  Fishery 
Management  Council,  the  Mid-Atlantic 
Fishery  Management  Council  and 
NMFS,  on  behalf  of  the  Secretary  of 
Commerce,  to  make  informed  decisions 
about  the  expected  economic  effects  of 
proposed  management  alternatives. 

Revision:  We  will  begin  conducting 
this  surx^ey  every  three  years  rather  than 
annually,  to  reduce  respondent  biuden 
and  fatigue.  In  the  next  iteration,  to  be 
mailed  in  early  2016,  half  the 
population  will  receive  a  survey  for 
costs  incurred  in  2015.  In  early  2017, 
the  remaining  half  will  receive  a  survey 
for  costs  incurred  in  2016. 

II.  Method  of  Collection 

Vessel  owners  will  be  given  the 
option  of  completing  the  survey  online 
or  by  mail. 

III.  Data 

OMB  Control  Number:  0648-0643. 

Form  Number:  Not  Applicable. 

Type  of  Review:  Regular  submission 
(revision  and  extension  of  an  existing 
information  collection). 

Affected  Public:  Individuals  or 
households;  business  or  other  for-profit 
organizations. 

Estimated  Number  of  Respondents: 
630. 

Estimated  Time  per  Response:  1  hour. 

Estimated  Total  Annual  Burden 
Hours:  630. 

Estimated  Total  Annual  Cost  to 
Public:  $0  in  recordkeeping/reporting 
costs. 
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IV.  Request  for  Comments 

Comments  are  invited  on: 

(a)  Whether  the  proposed  collection  of 
information  is  necessary  for  the  proper 
performance  of  the  functions  of  the 
agency,  including  whether  the 
information  shall  have  practical  utility; 

(b)  The  accuracy  of  the  agency’s 
estimate  of  the  burden  (including  hours 
and  cost)  of  the  proposed  collection  of 
information; 

(c)  Ways  to  enhance  the  quality, 
utility,  and  clarity  of  the  information  to 
be  collected;  and 

(d)  Ways  to  minimize  the  burden  of 
the  collection  of  information  on 
respondents,  including  through  the  use 
of  automated  collection  techniques  or 
other  forms  of  information  technology. 

Comments  submitted  in  response  to 
this  notice  will  be  summarized  and/or 
included  in  the  request  for  0MB 
approval  of  this  information  collection; 
they  also  will  become  a  matter  of  public 
record. 

Dated:  August  8,  2014. 

Gwellnar  Banks, 

Management  Analyst,  Office  of  the  Chief 
Information  Officer. 

|FR  Doc.  2014-19213  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3510-22-P 


DEPARTMENT  OF  COMMERCE 

National  Oceanic  and  Atmospheric 
Administration 

RIN  0648-XD384 

Fisheries  of  the  Caribbean,  Gulf  of 
Mexico,  and  South  Atlantic;  Reef  Fish 
Fishery  of  the  Gulf  of  Mexico; 
Exempted  Fishing  Permit 

AGENCY:  National  Marine  Fisheries 
Service  (NMFS),  National  Oceanic  and 
Atmospheric  Administration  (NOAA), 
Commerce. 

ACTION:  Notice;  extension  of  duration  of 
an  exempted  fishing  permit. 

SUMMARY:  NMFS  announces  the 
effective  date  for  an  exempted  fishing 
permit  (EFP)  for  goliath  grouper 
research  by  Dr.  Chris  Koenig  (Florida 
State  University)  and  Dr.  Chris  Stallings 
(University  of  South  Florida)  is 
extended  from  August  28,  2014,  to 
October  15,  2014.  The  issued  EFP 
authorizes  Drs.  Koenig  and  Stallings  to 
use  trained  for-hire  fishermen  to 
temporarily  possess  goliath  grouper  for 
non-lethal  sampling  during  the  course 
of  their  normal  fishing  activities. 
ADDRESSES:  The  application  and  related 
documents  are  available  for  review 
upon  written  request  to  any  of  the 
following  addresses: 


•  Email:  Peter.Hood@noaa.gov. 
Include  in  the  subject  line  of  the  email 
the  following  document  identifier: 
“FSU_EFP”. 

•  Mail:  Peter  Hood,  Southeast 
Regional  Office,  NMFS,  263  13th 
Avenue  South,  St.  Petersburg,  FL  33701. 

FOR  FURTHER  INFORMATION  CONTACT: 

Peter  Hood,  727-824-5305;  email: 
Peter.Hood@noaa.gov. 

SUPPLEMENTARY  INFORMATION:  The  EFP 

was  granted  under  the  authority  of  the 
Magnuson-Stevens  Fishery 
Conservation  and  Management  Act  (16 
U.S.C.  1801  et  seq.),  and  regulations  at 
50  CFR  600.745(b)  concerning  exempted 
fishing.  A  notice  of  receipt  of  an 
application  for  an  EFP  published  in  the 
Federal  Register  on  June  28,  2012  (77 
FR  38585)  and  solicited  public 
comment.  No  public  comments  were 
received  on  the  notice  and  the  Gulf  of 
Mexico  Fishery  Management  Council 
supported  the  issuance  of  the  EFP.  The 
EFP  was  issued  by  NMFS  on  July  17, 
2012,  with  an  expiration  date  of  August 
29,  2014. 

The  described  research  is  part  of  a  life 
history  study  of  goliath  grouper  and 
includes  a  regional  age  structure  study. 
This  research  is  funded  by  NOAA 
through  the  Marine  Fisheries  Initiative 
(cooperative  agreement  number 
NA11NMF4330123).  The  research 
involves  for-hire  fishermen  in  the 
collection  of  biological  information  from 
up  to  1,000  goliath  grouper.  The 
collection  activities  covered  under  the 
EFP  for  scientific  research  involves 
activities  that  could  otherwise  be 
prohibited  by  regulations  at  50  CFR  part 
622,  as  they  pertain  to  reef  fish  managed 
by  the  Gulf  of  Mexico  and  South 
Atlantic  fishery  management  councils 
(councils).  The  applicant  requests 
authorization  to  extend  the  duration  of 
the  EFP  because  approximately  60 
percent  of  the  1,000  goliath  grouper 
have  been  sampled  and  they  do  not 
anticipate  reaching  the  project’s  sample 
size  by  the  current  deadline.  The  EFP 
allows  for-hire  fishermen  to  temporarily 
possess  goliath  grouper  for  non-lethal 
sampling  during  the  course  of  their 
normal  fishing  activities.  Extending  the 
duration  of  the  EFP  from  August  28, 
2014,  to  October  15,  2014,  will  allow  the 
applicants  the  opportunity  to  achieve 
their  desired  number  of  samples  and 
thereby  more  fully  meet  the  objectives 
of  the  EFP. 

Therefore,  NMFS  extends  the 
duration  of  the  EFP  from  August  28, 

2014,  to  October  15,  2014,  because 
sampling  will  remain  within  the  scope 
of  activities  already  approved  for  the 
EFP.  This  notice  serves  to  notify  the 


public  of  the  change  in  duration  of  the 
EFP. 

Authority:  16  U.S.C.  1801  et  seq. 

Dated:  August  11,  2014. 

Emily  H.  Menashes, 

Acting  Director,  Office  of  Sustainable 
Fisheries,  National  Marine  Fisheries  Service. 
[FR  Doc.  2014-19242  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-22-P 


DEPARTMENT  OF  COMMERCE 

National  Oceanic  and  Atmospheric 
Administration 

[Docket  No.  140729626-4626-01] 

RIN  0648-XD419 

Anticipated  RESTORE  Act  Science 
Program  Federal  Funding  Opportunity 
for  Fiscal  Year  2014 

AGENCY:  National  Ocean  Service, 
National  Oceanic  and  Atmospheric 
Administration,  U.S.  Department  of 
Commerce. 

ACTION:  Notice. 

SUMMARY:  The  National  Ocean  Service 
(NOS)  of  the  National  Oceanic  and 
Atmospheric  Administration  (NOAA) 
notifies  the  public  and  potential 
applicants  of  an  anticipated  upcoming 
Federal  Funding  Opportunity  (FFO) 
under  the  RESTORE  Act  Science 
Program,  and  of  the  short-term  priorities 
for  the  program  that  NOS  expects  will 
be  addressed  in  the  FFO. 

DATES:  N/A.  No  applications  are  being 
requested  at  this  time.  NOAA 
anticipates  publishing  the  FFO 
sometime  during  fall  2014,  subject  to 
the  availability  of  funds  and  pending 
the  release  of  the  Department  of  the 
Treasury  Regulations  for  the  Gulf  Coast 
Restoration  Trust  Fund. 

ADDRESSES:  N/A.  No  applications  are 
being  requested  at  this  time. 

FOR  FURTHER  INFORMATION  CONTACT:  For 
further  information,  contact:  Becky 
Allee,  [becky.allee@noaa.gov,  228-688- 
1701). 

SUPPLEMENTARY  INFORMATION:  Section 
1604  of  the  Resources  and  Ecosystems 
Sustainability,  Tourist  Opportunities, 
and  Revived  Economies  of  the  Gulf 
Coast  States  Act  of  2012  (RESTORE  Act) 
establishes  the  Gulf  Coast  Ecosystem 
Restoration  Science,  Observation, 
Monitoring,  and  Technology  program 
(Science  Program)  to  be  administered  by 
NOAA  and  to  carry  out  research, 
observation,  and  monitoring  to  support 
the  long-term  sustainability  of  the 
ecosystem,  fish  stocks,  fish  habitat,  and 
the  recreational,  commercial,  and 
charter  fishing  industry  in  the  Gulf  of 
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Mexico.  NOAA  plans  to  issue  the  initial 
FFO  under  the  RESTORE  Act  Science 
Program  during  the  fall  of  2014,  subject 
to  the  availability  of  funds  and  pending 
the  release  of  the  Department  of  the 
Treasury  Regulations  for  the  Gulf  Coast 
Restoration  Trust  Fund. 

Please  note  that  there  are  no 
applications  or  application  forms 
associated  with  this  notice.  This  action 
is  merely  intended  to  assist  potential 
applicants  prepare  for  the  competitive 
process  to  award  funding  by  identifying 
RESTORE  Act  Science  Program  topical 
areas,  setting  out  short-term  program 
priorities,  and  outlining  the  program 
parameters  which  will  guide  funding  in 
response  to  the  anticipated  FFO. 
Specifically,  NOAA  anticipates  that  the 
initial  FFO  under  the  RESTORE  Act 
Science  Program  will  address  the  three 
short-term  priorities  identified  in  the 
RESTORE  Act  Science  Plan  Framework, 
further  refined  by  three  topical  areas 
focusing  on:  (1)  Ecosystem  and  living 
marine  resources  management — 
improving  understanding  of  the  Gulf  of 
Mexico  Large  Marine  Ecosystem;  (3) 
climate  change  and  extreme  weather 
impacts  on  sustainability  of 
restoration — how  to  incorporate  aspects 
of  climate  change  and  weather  impacts 
into  restoration  planning;  and  (3) 
integration  of  social/behavioral/ 
economic — science  into  restoration  and 
management  of  the  Gulf  of  Mexico 
Ecosystem. 

The  parameters  of  the  RESTORE  Act 
Science  Program,  including  the 
geographic  scope  of  the  Program, 
anticipated  duration  of  the  Program,  and 
explanation  of  the  eligibility  of  potential 
applicants,  are  outlined  in  the  Science 
Plan  Framework,  which  may  be 
accessed  online  at  http:// 
restoreactscienceprogram.noaa.gov/. 

These  priorities  and  topical  areas  will 
be  explained  in  greater  detail  in  the 
forthcoming  FFO,  which  will  also 
request  applications  and  describe  the 
application  process. 

Technical  Program  Information: 

Becky  Allee,  NOS  Senior  Scientist,  228- 
688-1701,  Internet: 
becky.aIlee@noaa.gov. 

Grant  Administration  Information: 
Laurie  Golden,  NCCOS/CSCOR  Grants 
Administrator,  301-713-3338/ext  151, 
Internet:  laurie.goIden@noaa.gov. 

Other  Information 

Administrative  Procedure  Act:  Notice 
and  comment  are  not  required  under  the 
Administrative  Procedure  Act,  (5  U.S.C. 
553),  or  any  other  law,  for  notices 
relating  to  public  property,  loans, 
grants,  benefits  or  contracts  (5  U.S.C. 
553(a)).  Because  notice  and  comment  is 
not  required,  a  Regulatory  Flexibility 


Analysis  is  not  required  and  has  not 
been  prepared  for  this  notice,  (5  U.S.C. 
601  et  seq). 

Paperwork  Reduction  Act: 
Notwithstanding  any  other  provision  of 
law,  no  person  is  required  to  respond  to, 
nor  shall  any  person  be  subject  to  a 
penalty  for  failure  to  comply  with  a 
collection  of  information  subject  to  the 
requirements  of  the  Paperwork 
Reduction  Act,  unless  that  collection 
displays  a  currently  valid  OMB  Control 
Number.  This  notice  involves  no 
collection  of  information,  although  the 
FFO  that  NOAA  anticipates  issuing  in 
fall  2014  will  have  such  a  requirement. 

Dated:  August  7,  2014. 

W.  Russell  Callender, 

Deputy  Assistant  Administrator,  National 
Ocean  Service,  National  Oceanic  and 
Atmospheric  Administration. 

(FRDoc.  2014-19238  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-JS-P 


DEPARTMENT  OF  COMMERCE 

National  Oceanic  and  Atmospheric 
Administration 

RIN  0648-XD426 

Pacific  Fishery  Management  Council; 
Public  Meeting 

agency:  National  Marine  Fisheries 
Service  (NMFS),  National  Oceanic  and 
Atmospheric  Administration  (NOAA), 
Commerce. 

ACTION:  Notice  of  a  public  meeting. 

SUMMARY:  The  Pacific  Fishery 
Management  Council’s  (Pacific  Council) 
Salmon  Advisory  Subpanel  (SAS)  and 
ad  hoc  Lower  Columbia  River  Natural 
Coho  Workgroup  (LRC  Workgroup)  will 
hold  a  public  work  session.  The  meeting 
is  open  to  the  public,  but  is  not 
intended  as  a  public  hearing.  Public 
comments  will  be  taken  as  time  allows. 
DATES:  The  work  session  will  begin  at  9 
a.m.  on  Wednesday,  September  3,  2014 
and  will  proceed  until  5  p.m.  or  until 
business  for  the  day  is  completed. 
ADDRESSES: 

Meeting  address:  The  work  session 
will  be  held  at  the  Sheraton  Portland 
Airport  Hotel,  Mount  Hood  A  Room, 
8235  Northeast  Airport  Way,  Portland, 
OR  97220,  telephone:  (503)  281-2500. 

Council  address:  Pacific  Fishery 
Management  Council,  7700  NE 
Ambassador  Place,  Suite  101,  Portland, 
OR  97220,  telephone:  (503)  820-2280. 
FOR  FURTHER  INFORMATION  CONTACT:  Mr. 
Mike  Burner,  Pacific  Council, 
telephone:  (503)  820-2414. 
SUPPLEMENTARY  INFORMATION:  The  SAS 
and  LRC  Workgroup  will  discuss  items 


on  the  Pacific  Council’s  September 
meeting  agenda.  Major  topics  include: 
Salmon  Methodology  Review,  Lower 
Columbia  Coho  Harvest  Matrix,  and  the 
Unmanaged  Forage  Fish  Protection 
Initiative.  The  SAS  and  LRC  Workgroup 
may  also  address  one  or  more  of  the 
Pacific  Council’s  scheduled 
Administrative  Matters.  The  SAS  and 
LRC  Workgroup  reports  and 
recommendations  are  scheduled  to  be 
presented  to  the  Pacific  Council  at  its 
September  2014  meeting  in  Spokane, 
WA. 

Although  non-emergency  issues  not 
contained  in  the  SAS  and  the  LRC 
Workgroup  meeting  agendas  may  come 
before  the  SAS  and  the  LRC  Workgroup 
for  discussion,  those  issues  may  not  be 
the  subject  of  formal  action  during  this 
meeting.  The  SAS  and  the  LRC 
Workgroup  action  will  be  restricted  to 
those  issues  specifically  listed  in  this 
document  and  to  any  issues  arising  after 
publication  of  this  document  requiring 
emergency  action  under  Section  305(c) 
of  the  Magnuson-Stevens  Fishery 
Conservation  and  Management  Act, 
provided  the  public  has  been  notified  of 
the  intent  to  take  final  action  to  address 
the  emergency. 

Special  Accommodations 

This  public  meeting  is  physically 
accessible  to  people  with  disabilities. 
Requests  for  sign  language 
interpretation  or  other  auxiliary  aids 
should  be  directed  to  Mr.  Kris 
Kleinschmidt  at  (503)  820-2425  (voice), 
or  (503)  820-2299  (fax)  at  least  5  days 
prior  to  the  meeting  date. 

Authority:  16  U.S.C.  1801  et  seq. 

Dated:  August  11,  2014. 

Tracey  L.  Thompson, 

Acting  Deputy  Director,  Office  of  Sustainable 
Fisheries,  National  Marine  Fisheries  Service. 
|FR  Doc.  2014-19254  Filed  8-13-14;  8:45  am] 
BILLING  CODE  3510-22-P 


DEPARTMENT  OF  DEFENSE 

Office  of  the  Secretary 

Department  of  Defense  (DoD)  Civilian 
Physicians  and  Dentists  Clinical 
Specialties  and  Tables;  Correction 

agency:  Department  of  Defense. 
ACTION:  Notice;  correction. 

SUMMARY:  On  Thursday,  July  31,  2014 
(79  FR  44426),  the  Department  of 
Defense  published  a  correction  to  a 
notice  titled  Department  of  Defense 
(DoD)  Civilian  Physicians  and  Dentists 
Clinical  Specialties  and  Tables,  which 
published  in  the  Federal  Register  on 
Friday,  July  25,  2014  (79  FR  43445- 
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43446).  Subsequent  to  the  publication  of 
the  correction  notice,  the  Department  of 
Defense  realized  that  there  was  one 
other  correction  that  needed  to  be  made 
that  was  not  included  in  the  correction 
of  Thursday,  July  31,  2014.  This  notice 
corrects  this  error. 

DATES:  This  correction  is  effective  on 
August  14,  2014. 

SUPPLEMENTARY  INFORMATION: 

In  the  notice  titled  Department  of 
Defense  (DoD)  Civilian  Physicians  and 
Dentists  Clinical  Specialties  and  Tables, 
which  published  in  the  Federal  Register 
on  Friday,  July  25,  2014  (79  FR  43445- 
43446),  make  the  following  correction: 

On  page  43445,  in  the  second  column, 
in  the  table  titled  PAY  TABLE  1 — 
CLINICAL  SPECIALTIES  COVERED, 
“Other  Assignments  (Specialties  not 
listed  for  tables  2-4)”  should  read 
“Other  Assignments  (Specialties  not 
listed  in  tables  2-6).” 

Dated:  August  8,  2014. 

Aaron  Siegel, 

Alternate  OSD  Federal  Register  Liaison 
Officer,  Department  of  Defense. 

|FR  Doc.  2014-19184  Filed  8-13-14;  8:45  am] 

BILLING  CODE  5001-06-P 


DEPARTMENT  OF  DEFENSE 

Department  of  the  Army 

[Docket  ID  USA-2014-0030] 

Privacy  Act  of  1974;  System  of 
Records 

AGENCY:  Department  of  the  Army,  DoD. 
ACTION:  Notice  to  delete  four  Systems  of 
Records. 

SUMMARY:  The  Department  of  the  Army 
is  deleting  four  systems  of  records 
notices  in  its  existing  inventory  of 
record  systems  subject  to  the  Privacy 
Act  of  1974,  as  amended.  The  systems 
are  A0600  USAREUR,  USAREUR 
Community  Automation  System 
(UCAS);  A0070  AMC,  Resumes  for  Non- 
Government  Technical  Personnel; 

A0025  JDIM,  HQDA  Correspondence 
and  Control/Central  Files  System;  and 
A0350  USEUCOM,  George  C.  Marshall 
European  Center  for  Security  Studies 
Speaker  Files. 

DATES:  Comments  will  be  accepted  on  or 
before  September  15,  2014.  This 
proposed  action  will  be  effective  the  day 
following  the  end  of  the  comment 
period  unless  comments  are  received 
which  result  in  a  contrary 
determination. 

ADDRESSES:  You  may  submit  comments, 
identified  by  docket  number  and  title, 
by  any  of  the  following  methods: 


*  Federal  Rulemaking  Portal:  http:// 
wrww.regulations.gov.  Follow  the 
instructions  for  submitting  comments. 

*  Mail:  Federal  Docket  Management 
System  Office,  4800  Mark  Center  Drive, 
East  Tower,  2nd  Floor,  Suite  02G09, 
Alexandria,  VA  22350-3100. 

Instructions:  All  submissions  received 
must  include  the  agency  name  and 
docket  number  for  this  Federal  Register 
document.  The  general  policy  for 
comments  and  other  submissions  from 
members  of  the  public  is  to  make  these 
submissions  available  for  public 
Auewing  on  the  Internet  at  http:// 
wwrw.regulations.gov  as  they  are 
received  without  change,  including  any 
personal  identifiers  or  contact 
information. 

FOR  FURTHER  INFORMATION  CONTACT:  Mr. 

Leroy  Jones,  Department  of  the  Army, 
Privacy  Office,  U.S.  Army  Records 
Management  and  Declassification 
Agency,  7701  Telegraph  Road,  Casey 
Building,  Suite  144,  Alexandria,  VA 
22325-3905  or  by  calling  (703)  428- 
6185. 

SUPPLEMENTARY  INFORMATION:  The 

Department  of  the  Army  systems  of 
records  notices  subject  to  the  Privacy 
Act  of  1974  (5  U.S.C.  552a),  as  amended, 
have  been  published  in  the  Federal 
Register  and  are  available  from  the 
address  in  FOR  FURTHER  INFORMATION 
CONTACT  or  at  http://dpclo.defense.gov. 
The  Department  of  the  Army  proposes 
to  delete  four  systems  of  records  notices 
from  its  inventory  of  record  systems 
subject  to  the  Privacy  Act  of  1974  (5 
U.S.C.  552a),  as  amended.  The  proposed 
deletions  are  not  within  the  purview  of 
subsection  (r)  of  the  Privacy  Act  of  1974 
(5  U.S.C.  552a),  as  amended,  which 
requires  the  submission  of  a  new  or 
altered  system  report. 

Dated:  August  8,  2014. 

Aaron  Siegel, 

Alternate  OSD  Federal  Register  Liaison 
Officer,  Department  of  Defense. 

Deletions: 

A0600  USAREUR:  USAREUR  Community 
Automation  System  (UCAS)  (February  7, 
2001,  66  FR  9298) 

REASON: 

The  Army  organization  responsible 
for  these  records  has  been  deactivated. 
Records  for  this  unit  were  not  scheduled 
by  NARA  for  retention.  There  is  no 
record  of  documents  being  transferred 
or  destroyed;  therefore,  A0600 
USAREUR,  USAREUR  Community 
Automation  System  (UCAS)  can  be 
deleted. 


A0070  AMC:  Resumes  for  Non- 
Government  Technical  Personnel 
(November  5,  1998,  63  FR  59765) 

REASON: 

The  program  using  this  system  of 
records  notice  has  been  discontinued 
and  records  are  no  longer  collected  and 
have  met  the  approved  NARA  retention 
schedule;  therefore,  A0070  AMC, 
Resumes  for  Non-Government  Technical 
Personnel  can  be  deleted. 

A0025  JDIM:  HQDA  Correspondence  and 
Control/Central  Files  System  (February 
24,  2000,  65  FR  9255) 

REASON: 

The  program  using  this  system  of 
records  notice  has  been  discontinued 
and  records  are  no  longer  collected. 
There  was  not  an  approved  NARA 
retention  scheduled  for  this  system  of 
records.  Once  the  administrative 
tracking  actions  were  completed, 
records  were  destroyed  by  deletion  from 
the  system.  This  system  has  since  been 
replaced  by  “Department  of  the  Army 
Tracking  System  (HQDA-TS)”,  which 
does  not  collect  any  PII;  therefore, 

A0025  JDIM,  HQDA  Correspondence 
and  Control/Central  Files  System  can  be 
deleted. 

A0350  USEUCOM:  George  C.  Marshall 
European  Center  for  Security  Studies 
Speaker  Fiies  (August  23,  2004,  69  FR 
51816) 

REASON: 

These  records  are  now  covered  by 
DSCA  03,  Regional  Center  Persons/ 
Activity  Management  System 
(RCPAMS)  (January  28,  2013,  78  FR 
5781);  therefore,  A0350  USEUCOM, 
George  C.  Marshall  European  Center  for 
Security  Studies  Speaker  Files  can  be 
deleted. 

(FR  Doc.  2014-19214  Filed  8-13-14;  8:45  am] 

BILLING  CODE  5001-06-P 


DEPARTMENT  OF  DEFENSE 

Department  of  the  Navy 

Notice  of  Availability  of  Government- 
Owned  Inventions;  Available  for 
Licensing 

AGENCY:  Department  of  the  Navy,  DoD. 
ACTION:  Notice. 

SUMMARY:  The  inventions  listed  below 
are  assigned  to  the  United  States 
Government  as  represented  by  the 
Secretary  of  the  Navy  and  are  available 
for  domestic  and  foreign  licensing  by 
the  Department  of  the  Navy. 

The  following  patents  are  available  for 
licensing:  U.S.  Patent  No.  8,345,511: 
BLAZED  ARRAY  FOR  BROADBAND 
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TRANSMITTION/RECEPTION//U.  S. 
Patent  No.  8,355,295:  UNDERWATER 
MOBILE  SENSING/ 
COMMUNICATIONS  NODE  AND 
NETWORK  OF  SUCH  NODES//U.S. 
Patent  No.  8,374,054:  APPARATUS 
AND  METHOD  FOR  GRAZING  ANGLE 
INDEPENDENT  SIGNAL  DETECTION// 
U.S.  Patent  No.  8,378,671: 
DEPLOYABLE  MAGNETOMETER//U.S. 
Patent  No.  8,379,087:  ATTITUDE 
ESTIMATION  USING  GROUND 
IMAGERY//U.S.  Patent  No.  8,379,484: 
APPARATUS  AND  METHOD  FOR 
COMPENSATING  IMAGES  FOR 
DIFFERENCES  IN  ASPECT//U.S.  Patent 
No.  8,405,574:  FACEMASK  DISPLAY// 
U.S.  Patent  No.  8,453,802:  CAM 
ACTUATED  BRAKE  MECHANISM  FOR 
ADJUSTABLE  BEAM  TROLLEY//U.S. 
Patent  No.  8,454,400:  OUTBOARD 
MOTOR  COMPRESSION  TRANSOM 
ATTACHMENT  ASSEMBLY//U.S. 
Patent  No.  8,456,954:  HOLOGRAPHIC 
NAVIGATION//U.S.  Patent  No. 
8,459,279:  SPRAY  NOZZLE  TIP 
ADAPTER  AND  METHOD  OF 
CLEANING  PAINT  SPRAY  NOZZLE// 
U.S.  Patent  No.  8,452,405:  HEALTH 
MONITORING  SYSTEM  FOR 
PERSONNEL  ON  A  HIGH  SPEED 
BOAT//U.S.  Patent  No.  8,534,305: 
REVERSIBLE  HEATING/COOLING 
STRUCTURE  USABLE  AS  A  POP-UP 
SHELTER. 

ADDRESSES:  Requests  for  copies  of  the 
patents  cited  should  be  directed  to 
Office  of  Counsel,  Naval  Surface 
Warfare  Center  Panama  City  Division, 
110  Vernon  Ave.,  Panama  City,  FL 
32407-7001. 

FOR  FURTHER  INFORMATION  CONTACT:  Ms. 

Brenda  Squires,  Patent  Administration, 
Naval  Surface  Warfare  Center  Panama 
City  Division,  110  Vernon  Ave.,  Panama 
City,  FL  32407-7001,  telephone  850- 
234-4646. 

Authority:  35  U.S.C.  207,  37  CFR  part  404. 
Dated:  August  5,  2014. 

P.  A.  Richelmi, 

Lieutenant,  Office  of  the  fudge  Advocate 
General,  U.S.  Navy,  Alternate  Federal  Register 
Liaison  Officer. 

[FR  Doc.  2014-19233  Filed  8-13-14;  8:45  am] 

BILLING  CODE  3810-FF-P 


DEFENSE  NUCLEAR  FACILITIES 
SAFETY  BOARD 

Sunshine  Act  Notice 

agency:  Defense  Nuclear  Facilities 
Safety  Board. 

ACTION:  Notice  of  Public  Meeting  and 
Hearing. 


SUMMARY:  Pursuant  to  the  provisions  of 
the  “Government  in  the  Sunshine  Act” 
(5  U.S.C.  552b},  and  as  authorized  by  42 
U.S.C.  2286b,  notice  is  hereby  given  of 
the  Defense  Nuclear  Facilities  Safety 
Board’s  (Board)  public  meeting  and 
hearing  described  below.  The  Board 
invites  any  interested  persons  or  groups 
to  present  any  comments,  technical 
information,  or  data  concerning  safety 
issues  related  to  the  matters  to  be 
considered. 

TIME  AND  DATE  OF  MEETING:  Session  I: 
9:00  a.m.-ll:30  p.m.;  Session  II:  1:00 
p.m.-4:30  p.m.,  August  27,  2014. 

PLACE:  Defense  Nuclear  Facilities 
Safety  Board,  625  Indiana  Avenue  NW., 
Suite  352,  Washington,  DC  20004-2901. 
STATUS:  Open.  While  the  Government 
in  the  Sunshine  Act  does  not  require 
that  the  scheduled  discussion  be 
conducted  in  an  open  meeting,  the 
Board  has  determined  that  an  open 
meeting  in  this  specific  case  furthers  the 
public  interests  underlying  both  the 
Government  in  the  Sunshine  Act  and 
the  Board’s  enabling  legislation. 

MATTERS  TO  BE  CONSIDERED:  This  public 
meeting  and  hearing  is  the  second  in  a 
series  of  three  hearings  the  Board  will 
convene  to  address  safety  culture  at 
Department  of  Energy  defense  nuclear 
facilities  and  the  Board’s 
Recommendation  2011-1,  Safety 
Culture  at  the  Waste  Treatment  and 
Immobilization  Plant.  The  third  hearing 
will  be  announced  by  a  separate  notice 
at  a  future  date.  In  the  first  hearing, 
convened  on  May  28,  2014,  the  Board 
received  testimony  from  recognized 
industry  and  federal  government  experts 
in  the  field  of  safety  culture,  with  a 
focus  on  the  tools  used  for  assessing 
safety  culture,  approaches  for 
interpreting  the  assessment  results,  and 
how  results  can  be  used  for  improving 
safety  culture.  This  second  hearing  will 
also  address  important  safety  culture 
topics  and  will  occxu’  in  two  sessions.  In 
the  morning  session,  the  Board  will  hear 
from  a  panel  of  current  and  former 
United  States  Navy  officers  concerning 
the  Navy’s  approach  to  ensuring  the 
safety  of  its  nuclear  fleet  operations.  The 
two  panelists,  the  current  Commander 
of  the  Naval  Safety  Center  and  the 
former  Chief  Engineer  and  Deputy 
Commander  for  Naval  Systems 
Engineering,  will  focus  discussions  on 
Navy  safety  policies  and  procedures. 
They  will  also  provide  testimony  on  the 
tools,  metrics  and  practices  used  to 
sustain  a  strong  safety  culture,  and 
safety  culture  lessons  learned.  In  the 
afternoon  session,  the  Board  will  receive 
testimony  from  a  panel  of  government 
and  academic  subject  matter  experts 
concerning  the  role  of  organizational 


leaders  in  establishing  and  maintaining 
an  effective,  positive  safety  culture.  The 
afternoon  panel  will  be  comprised  of  a 
Member  of  the  United  States  Chemical 
Safety  and  Hazard  Investigation  Board, 
and  experts  from  Johns  Hopkins 
University  and  the  University  of 
Southern  California. 

CONTACT  PERSON  FOR  MORE  INFORMATION: 

Mark  Welch,  General  Manager,  Defense 
Nuclear  Facilities  Safety  Board,  625 
Indiana  Avenue  NW.,  Suite  700, 
Washington,  DC  20004-2901,  (800)  788- 
4016.  This  is  a  toll-free  number. 

SUPPLEMENTARY  INFORMATION:  Public 
participation  in  the  hearing  is  invited. 
The  Board  is  setting  aside  time  at  the 
end  of  the  hearing  for  presentations  and 
comments  from  the  public.  Requests  to 
speak  may  be  submitted  in  wTiting  or  by 
telephone.  The  Board  asks  that 
commenters  describe  the  nature  and 
scope  of  their  oral  presentations.  Those 
who  contact  the  Board  prior  to  close  of 
business  on  August  22,  2014,  will  be 
scheduled  to  speak  at  the  conclusion  of 
the  hearing,  at  approximately  4:00  p.m. 
At  the  beginning  of  the  hearing,  the 
Board  will  post  a  schedule  for  speakers 
at  the  entrance  to  the  hearing  room. 
Commenters  may  also  sign  up  to  speak 
the  day  of  the  hearing  at  the  entrance  to 
the  hearing  room.  Anyone  who  wishes 
to  comment  or  provide  technical 
information  or  data  may  do  so  in 
witing,  either  in  lieu  of,  or  in  addition 
to,  making  an  oral  presentation.  The 
Board  Members  may  question  presenters 
to  the  extent  deemed  appropriate. 
Documents  will  be  accepted  at  the 
hearing  or  may  be  sent  to  the  Board’s 
Washington,  DC  office.  The  Board  will 
hold  the  record  open  until  September 
27,  2014,  for  the  receipt  of  additional 
materials.  The  hearing  will  be  presented 
live  through  Internet  video  streaming.  A 
link  to  the  presentation  will  be  available 
on  the  Board’s  Web  site 
[wnvw.dnfsb.gov] .  A  transcript  of  the 
hearing,  along  with  a  DVD  video 
recording,  will  be  made  available  by  the 
Board  for  inspection  and  viewing  by  the 
public  at  the  Board’s  Washington  office 
and  at  DOE’s  public  reading  room  at  the 
DOE  Federal  Building,  1000 
Independence  Avenue  SW,  Washington, 
DC  20585.  The  Board  specifically 
reserves  its  right  to  further  schedule  and 
otherwise  regulate  the  course  of  the 
meeting  and  hearing,  to  recess, 
reconvene,  postpone,  or  adjourn  the 
meeting  and  hearing,  conduct  further 
reviews,  and  otherwise  exercise  its 
power  under  the  Atomic  Energy  Act  of 
1954,  as  amended. 
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Dated:  August  12,  2014. 

Peter  S.  Winokur, 

Chairman. 

|FR  Doc.  2014-19430  Filed  8-12-14;  4:15  pm] 

BILLING  CODE  3670-01-P 


DEPARTMENT  OF  EDUCATION 

Applications  for  New  Awards; 
Rehabilitation  Services 
Administration — Assistive  Technology 
Alternative  Financing  Program 

agency:  Office  of  Special  Education  and 
Rehabilitative  Services,  Department  of 
Education. 

ACTION:  Notice. 

Overview  Information: 

Rehabilitation  Services 
Administration — Assistive  Technology 
Alternative  Financing  Program  Notice 
inviting  applications  for  neiv  awards  for 
fiscal  year  (FY)  2014. 

Catalog  of  Federal  Domestic  Assistance 
(CFDA)  Number:  84.224D. 

DATES: 

Applications  Available:  August  14, 
2014. 

Deadline  for  Transmittal  of 
Applications:  September  15,  2014. 

Full  Text  of  Announcement 

I.  Funding  Opportunity  Description 

Purpose  of  Program:  The  purpose  of 
the  Assistive  Technology  (AT) 
Alternative  Financing  Program  (AFP)  is 
to  support  programs  that  provide  for  the 
purchase  of  AT  devices,  such  as  a  low- 
interest  loan  fund,  an  interest  buy-down 
program,  a  revolving  loan  fund,  a  loan 
guarantee,  or  an  insurance  program.  The 
Consolidated  Appropriations  Act,  2014 
(the  Act)  requires  applicants  for  these 
grants  to  provide  an  assurance  that,  and 
information  describing  the  manner  in 
which,  the  AFP  will  expand  and 
emphasize  consumer  choice  and 
control.  It  also  specifies  that  State 
agencies  and  community-based 
disability  organizations  that  are  directed 
by  and  operated  for  individuals  with 
disabilities  shall  be  eligible  to  compete. 

In  addition,  language  in  the  Manager’s 
Statement  accompanying  the  Act 
provides  that  applicants  should 
incorporate  credit-building  activities  in 
their  programs,  including  financial 
education  and  information  about  other 
possible  funding  sources.  Successful 
applicants  must  emphasize  consumer 
choice  and  control  and  build  programs 
that  will  provide  financing  for  the  full 
array  of  AT  devices  and  services  and 
ensure  that  all  people  with  disabilities, 
regardless  of  type  of  disability  or  health 
condition,  age,  level  of  income,  and 
residence,  have  access  to  the  program. 


Priority:  This  priority  is  from  the 
notice  of  final  priority  for  this  program, 
published  elsewhere  in  this  issue  of  the 

Federal  Register. 

Absolute  Priority:  For  FY  2014  and 
any  subsequent  year  in  which  we  make 
awards  from  the  list  of  unfunded 
applicants  from  this  competition,  this 
priority  is  an  absolute  priority.  Under  34 
CFR  75.105(c)(3)  we  consider  only 
applications  that  meet  this  priority. 

Note:  The  full  text  of  this  priority  is 
included  in  the  notice  of  final  priority 
published  elsewhere  in  this  issue  of  the 
Federal  Register  and  in  the  application 
package  for  this  competition. 

Competitive  Preference  Priorities: 
Within  this  absolute  priority,  we  give 
competitive  preference  to  applications 
that  address  the  following  priorities. 

These  priorities  are  from  the  notice  of 
final  priority  for  this  program, 
published  elsewhere  in  this  issue  of  the 
Federal  Register. 

These  priorities  are: 

Need  to  Establish  an  AFP  (10 
additional  points):  This  applies  to  an 
applicant  located  in  a  State  or  outlying 
area  where  an  AFP  grant  has  not  been 
previously  awarded  under  title  III  of  the 
AT  Act  of  1998  or  under  the 
Appropriations  Acts  for  FYs  2012  and 
2013. 

Need  to  Expand  an  AFP  (5  additional 
points):  This  applies  to  an  applicant 
located  in  a  State  or  outlying  area  where 
an  AFP  grant  has  been  previously 
awarded  under  title  III  of  the  AT  Act  of 
1998  or  under  the  Appropriations  Acts 
for  FYs  2012  and  2013,  but  the  State  or 
outlying  area  has  received  less  than  a 
total  of  $1  million  in  Federal  grant 
funds  for  the  operation  of  its  AFP  under 
title  III  of  the  AT  Act  of  1998  during 
fiscal  years  2000  through  2006  and  the 
Appropriations  Acts  for  FYs  2012  and 
2013. 

Program  Authority:  Consolidated 
Appropriations  Act,  2014  (Pub.  L.  113-76). 

Applicable  Regulations:  (a)  The 
Education  Department  General 
Administrative  Regulations  (EDGAR)  in 
34  GFR  parts  74,  75,  77,  79,  80,  81,  82, 

84,  86,  97,  98,  and  99.  (b)  The  Education 
Department  debarment  and  suspension 
regulations  in  2  GFR  part  3485.  (c)  The 
notice  of  final  priority  published 
elsewhere  in  this  issue  of  the  Federal 
Register. 

Note:  In  general,  the  provisions  of  EDGAR 
listed  above  apply  to  these  grants  except  to 
the  extent  they  are  inconsistent  with  the 
purpose  and  intent  of  the  requirements  in 
this  notice. 

Specifically,  grantees  are  exempt  from 
34  GFR  80.25 (i)  regarding  interest 
earned  on  advances,  and  the  addition 


method  in  34  GFR  80.25(g)(2)  applies  to 
program  income  rather  than  the 
deduction  method  in  34  GFR 
80.25(g)(1).  Also,  34  GFR  75.560-75.564 
do  not  apply  to  the  extent  that  these 
sections  of  EDGAR  are  inconsistent  with 
the  AFP  requirement  that  indirect  costs 
cannot  exceed  10  percent  of  the  costs  to 
administer  the  program. 

Note:  The  regulations  in  34  CFR  part  79 
apply  to  all  applicants  except  federally 
recognized  Indian  tribes. 

Note:  The  regulations  in  34  CFR  part  86 
apply  to  institutions  of  higher  education 
only. 

II.  Award  Information 

Type  of  Award:  Discretionary  grants. 

Estimated  Available  Funds: 
$1,986,000. 

Contingent  upon  the  availability  of 
funds  and  the  quality  of  applications, 
we  may  make  additional  awards  in  FY 
2015  from  the  list  of  unfunded 
applicants  for  this  competition. 

Estimated  Range  of  Awards:  Up  to 
$993,000. 

Estimated  Average  Size  of  Awards: 
$662,000. 

Maximum  Award:  We  will  reject  any 
application  that  proposes  a  budget 
exceeding  $993,000  for  a  single  budget 
period  of  12  months.  The  Assistant 
Secretary  for  Special  Education  and 
Rehabilitative  Services  may  change  the 
maximum  amount  through  a  notice 
published  in  the  Federal  Register. 

Estimated  Number  of  Awards:  2  to  4. 

Note:  The  Department  is  not  bound  by  any 
estimates  in  this  notice. 

Project  Period:  Up  to  12  months. 

III.  Eligibility  Information 

1.  Eligible  Applicants:  State  agencies 
and  community-based  disability 
organizations  that  are  directed  by  and 
operated  for  individuals  with 
disabilities  shall  be  eligible  to  compete. 
Under  34  CFR  75.127(a),  eligible  parties 
may  apply  for  a  grant  as  a  group  or 
consortium. 

2.  Cost  Sharing  or  Matching:  This 
program  does  not  require  cost  sharing  or 
matching. 

rV.  Application  and  Submission 
Information 

1.  Address  to  Request  Application 
Package:  You  can  obtain  an  application 
package  via  the  Internet  or  from  the 
Education  Publications  Center  (ED 
Pubs).  To  obtain  a  copy  via  the  Internet, 
use  the  following  address:  www.ed.gov/ 
fund /gran  t/apply/gran  tapps/index.h  tml. 
To  obtain  a  copy  from  ED  Pubs,  write, 
fax,  or  call  the  following:  ED  Pubs,  U.S. 
Department  of  Education,  P.O.  Box 
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22207,  Alexandria,  VA  22304. 
Telephone,  toll  free:  1-877-433-7827. 
FAX;  (703)  605-6794.  If  you  use  a 
telecommunications  device  for  the  deaf 
(TDD)  or  a  text  telephone  (TTY),  call, 
toll  free:  1-877-576-7734. 

You  can  contact  ED  Pubs  at  its  Web 
site,  also:  www.EDPubs.gov  or  at  its 
email  address:  edpubs@inet.ed.gov. 

If  you  request  an  application  from  ED 
Pubs,  be  sure  to  identify  this  program  as 
follows:  CFDA  number  84.224D. 

Individuals  with  disabilities  can 
obtain  a  copy  of  the  application  package 
in  an  accessible  format  (e.g.,  braille, 
large  print,  audiotape,  or  compact  disc) 
by  contacting  the  person  or  team  listed 
under  Accessible  Format  in  section  VIII 
of  this  notice. 

2.  Content  and  Form  of  Application 
Submission:  Requirements  concerning 
the  content  of  an  application,  together 
with  the  forms  you  must  submit,  are  in 
the  application  package  for  this 
competition. 

Page  Limit  The  application  narrative 
(Part  III  of  the  application)  is  where  you, 
the  applicant,  address  the  selection 
criteria  that  reviewers  use  to  evaluate 
your  application.  You  must  limit  the 
application  narrative  to  the  equivalent 
of  no  more  than  24  pages,  using  the 
following  standards: 

•  A  “page”  is  8.5"  x  11",  on  one  side 
only,  with  1"  margins  at  the  top,  bottom, 
and  both  sides. 

•  Double  space  (no  more  than  three 
lines  per  vertical  inch)  all  text  in  the 
application  narrative,  including  titles, 
headings,  footnotes,  quotations, 
references,  and  captions,  as  well  as  all 
text  in  charts,  tables,  figures,  and 
graphs. 

•  Use  a  font  that  is  either  12  point  or 
larger  or  no  smaller  than  10  pitch 
(characters  per  inch). 

•  Use  one  of  the  following  fonts; 
Times  New  Roman,  Courier,  Courier 
New,  or  Arial.  An  application  submitted 
in  any  other  font  (including  Times 
Roman  or  Arial  Narrow)  will  not  be 
accepted. 

The  page  limit  does  not  apply  to  Part 
I,  the  Application  for  Federal 
Assistance;  Part  IV,  the  assurances  and 
certifications;  or  the  one-page  abstract, 
the  eligibility  statement,  the  curriculum 
vitae,  the  bibliography,  the  letters  of 
recommendation,  or  the  information  on 
the  protection  of  human  subjects. 
However,  the  page  limit  does  apply  to 
all  of  the  application  narrative  section. 

We  will  reject  your  application  if  you 
exceed  the  page  limit. 

3.  Submission  Dates  and  Times: 

Applications  Available:  August  14, 
2014. 

Deadline  for  Transmittal  of 
Applications:  Sepiemher  15,  2014. 


Applications  for  grants  under  this 
program  must  be  submitted 
electronically  using  the  Grants.gov 
Apply  site  (Grants.gov).  For  information 
(including  dates  and  times)  about  how 
to  submit  your  application 
electronically,  or  in  paper  format  by 
mail  or  hand  delivery  if  you  qualify  for 
an  exception  to  the  electronic 
submission  requirement,  please  refer  to 
section  IV.  7.  Other  Submission 
Requirements  of  this  notice. 

We  do  not  consider  an  application 
that  does  not  comply  with  the  deadline 
requirements. 

Individuals  with  disabilities  who 
need  an  accommodation  or  auxiliary  aid 
in  connection  with  the  application 
process  should  contact  the  person  listed 
under  FOR  FURTHER  INFORMATION 
CONTACT  in  section  VII  of  this  notice.  If 
the  Department  provides  an 
accommodation  or  auxiliary  aid  to  an 
individual  with  a  disability  in 
connection  with  the  application 
process,  the  individual’s  application 
remains  subject  to  all  other 
requirements  and  limitations  in  this 
notice. 

4.  Intergovernmental  Review:  This 
program  is  subject  to  Executive  Order 
12372  and  the  regulations  in  34  CFR 
part  79.  However,  under  34  CFR  79.8(a), 
we  waive  intergovernmental  review  in 
order  to  make  an  award  by  the  end  of 
FY  2014. 

5.  Funding  Restrictions:  We  reference 
regulations  outlining  funding 
restrictions  in  the  Applicable 
Regulations  section  of  this  notice. 

6.  Data  Universal  Numbering  System 
Number,  Taxpayer  Identification 
Number,  and  System  for  Award 
Management:  To  do  business  with  the 
Department  of  Education,  you  must — 

a.  Have  a  Data  Universal  Numbering 
System  (DUNS)  number  and  a  Taxpayer 
Identification  Number  (TIN); 

b.  Register  both  your  DUNS  number 
and  TIN  with  the  System  for  Award 
Management  (SAM)  (formerly  the 
Central  Contractor  Registry  (CCR)),  the 
Government’s  primary'  registrant 
database; 

c.  Provide  your  DUNS  number  and 
TIN  on  your  application;  and 

d.  Maintain  an  active  SAM 
registration  with  current  information 
while  your  application  is  under  review 
by  the  Department  and,  if  you  are 
awarded  a  grant,  during  the  project 
period. 

You  can  obtain  a  DUNS  number  from 
Dun  and  Bradstreet.  A  DUNS  number 
can  be  created  within  one-to-two 
business  days. 

If  you  are  a  corporate  entity,  agency, 
institution,  or  organization,  you  can 
obtain  a  TIN  from  the  Internal  Revenue 


Service.  If  you  are  an  individual,  you 
can  obtain  a  TIN  from  the  Internal 
Revenue  Service  or  the  Social  Security 
Administration.  If  you  need  a  new  TIN, 
please  allow  two  to  five  weeks  for  your 
TIN  to  become  active. 

The  SAM  registration  process  can  take 
approximately  seven  business  days,  but 
may  take  upwards  of  several  weeks, 
depending  on  the  completeness  and 
accuracy  of  the  data  entered  into  the 
SAM  database  by  an  entity.  Thus,  if  you 
think  you  might  want  to  apply  for 
Federal  financial  assistance  under  a 
program  administered  by  the 
Department,  please  allow  sufficient  time 
to  obtain  and  register  your  DUNS 
number  and  TIN.  We  strongly 
recommend  that  you  register  early. 

Note:  Once  your  SAM  registration  is  active, 
you  will  need  to  allow  24  to  48  hours  for  the 
information  to  be  available  in  Grants.gov  and 
before  you  can  submit  an  application  through 
Grants.gov. 

If  you  are  currently  registered  with 
SAM,  you  may  not  need  to  make  any 
changes.  However,  please  make  certain 
that  the  TIN  associated  with  your  DUNS 
number  is  correct.  Also  note  that  you 
will  need  to  update  your  registration 
annually.  This  may  take  three  or  more 
business  days. 

Information  about  SAM  is  available  at 
SAM.gov.  To  further  assist  you 
with  obtaining  and  registering  your 
DUNS  number  and  TIN  in  SAM  or 
updating  your  existing  SAM  account, 
we  have  prepared  a  SAM.gov  Tip  Sheet, 
which  you  can  find  at:  http:// 
\\n\n\'2.ed.gov/fund/grant/apply/sam- 
faqs.html. 

In  addition,  if  you  are  submitting  your 
application  via  Grants.gov,  you  must  (1) 
be  designated  by  your  organization  as  an 
Authorized  Organization  Representative 
(AOR);  and  (2)  register  yourself  with 
Grants.gov  as  an  AOR.  Details  on  these 
steps  are  outlined  at  the  following 
Grants.gov  Web  page;  www'.grants.gov/ 
web/gran  ts/register.html. 

7.  Other  Submission  Requirements: 
Applications  for  grants  under  this 
competition  must  be  submitted 
electronically  unless  you  qualify  for  an 
exception  to  this  requirement  in 
accordance  with  the  instructions  in  this 
section. 

a.  Electronic  Submission  of 
Applications. 

Applications  for  grants  under  the 
Assistive  Technology  Alternative 
Financing  Program,  GFDA  number 
84.224D,  must  be  submitted 
electronically  using  the 
Government  wide  Grants.gov  Apply  site 
at  w'W'w.Grants.gov.  Through  this  site, 
you  will  be  able  to  download  a  copy  of 
the  application  package,  complete  it 
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offline,  and  then  upload  and  submit 
your  application.  You  may  not  email  an 
electronic  copy  of  a  grant  application  to 
us. 

We  will  reject  your  application  if  you 
submit  it  in  paper  format  unless,  as 
described  elsewhere  in  this  section,  you 
qualify  for  one  of  the  exceptions  to  the 
electronic  submission  requirement  and 
submit,  no  later  than  two  weeks  before 
the  application  deadline  date,  a  written 
statement  to  the  Department  that  you 
qualify  for  one  of  these  exceptions. 
Further  information  regarding 
calculation  of  the  date  that  is  two  weeks 
before  the  application  deadline  date  is 
provided  later  in  this  section  under 
Exception  to  Electronic  Submission 
Requirement. 

You  may  access  the  electronic  grant 
application  for  the  Assistive  Technology 
Alternative  Financing  Program  at 
miw.Grants.gov.  You  must  search  for 
the  downloadable  application  package 
for  this  program  by  the  CFDA  number. 
Do  not  include  the  CFDA  number’s 
alpha  suffix  in  your  search  (e.g.,  search 
for  84.224,  not  84.224D). 

Please  note  the  following: 

•  When  you  enter  the  Grants.gov  site, 
you  will  find  information  about 
submitting  an  application  electronically 
through  the  site,  as  well  as  the  hours  of 
operation. 

•  Applications  received  by  Grants.gov 
are  date  and  time  stamped.  Your 
application  must  be  fully  uploaded  and 
submitted  and  must  be  date  and  time 
stamped  by  the  Grants.gov  system  no 
later  than  4:30:00  p.m.,  Washington,  DC 
time,  on  the  application  deadline  date. 
Except  as  otherwise  noted  in  this 
section,  we  will  not  accept  your 
application  if  it  is  received — that  is,  date 
and  time  stamped  by  the  Grants.gov 
system — after  4:30:00  p.m.,  Washington, 
DG  time,  on  the  application  deadline 
date.  We  do  not  consider  an  application 
that  does  not  comply  with  the  deadline 
requirements.  When  we  retrieve  your 
application  from  Grants.gov,  we  will 
notify  you  if  we  are  rejecting  your 
application  because  it  was  date  and  time 
stamped  by  the  Grants.gov  system  after 
4:30:00  p.m.,  Washington,  DG  time,  on 
the  application  deadline  date. 

•  Tne  amount  of  time  it  can  take  to 
upload  an  application  will  vary 
depending  on  a  variety  of  factors, 
including  the  size  of  the  application  and 
the  speed  of  your  Internet  connection. 
Therefore,  we  strongly  recommend  that 
you  do  not  wait  until  the  application 
deadline  date  to  begin  the  submission 
process  through  Grants.gov. 

•  You  should  review  and  follow  the 
Education  Submission  Procedures  for 
submitting  an  application  through 
Grants.gov  that  are  included  in  the 


application  package  for  this  program  to 
ensure  that  you  submit  your  application 
in  a  timely  manner  to  the  Grants.gov 
system.  You  can  also  find  the  Education 
Submission  Procedures  pertaining  to 
Grants.gov  under  News  and  Events  on 
the  Department’s  G5  system  home  page 
at  www.G5.gov. 

•  You  will  not  receive  additional 
point  value  because  you  submit  your 
application  in  electronic  format,  nor 
will  we  penalize  you  if  you  qualify  for 
an  exception  to  the  electronic 
submission  requirement,  as  described 
elsewhere  in  this  section,  and  submit 
your  application  in  paper  format. 

•  You  must  submit  all  documents 
electronically,  including  all  information 
you  typically  provide  on  the  following 
forms:  The  Application  for  Federal 
Assistance  (SF  424),  the  Department  of 
Education  Supplemental  Information  for 
SF  424,  Budget  Information — Non- 
Construction  Programs  (ED  524),  and  all 
necessary  assurances  and  certifications. 

•  You  must  upload  any  narrative 
sections  and  all  other  attachments  to 
your  application  as  files  in  a  PDF 
(Portable  Document)  read-only,  non- 
modifiable  format.  Do  not  upload  an 
interactive  or  fillable  PDF  file.  If  you 
upload  a  file  type  other  than  a  read¬ 
only,  non-modifiable  PDF  or  submit  a 
password-protected  file,  we  will  not 
review  that  material. 

•  Your  electronic  application  must 
comply  with  any  page-limit 
requirements  described  in  this  notice. 

•  After  you  electronically  submit 
your  application,  you  will  receive  from 
Grants.gov  an  automatic  notification  of 
receipt  that  contains  a  Grants.gov 
tracking  number.  (This  notification 
indicates  receipt  by  Grants.gov  only,  not 
receipt  by  the  Department.)  The 
Department  will  retrieve  your 
application  from  Grants.gov  and  send  a 
second  notification  to  you  by  email. 

This  second  notification  indicates  that 
the  Department  has  received  your 
application  and  has  assigned  your 
application  a  PR/ Award  number  (an  ED- 
specified  identifying  number  unique  to 
your  application). 

•  We  may  request  that  you  provide  us 
original  signatures  on  forms  at  a  later 
date. 

Application  Deadline  Date  Extension 
in  Gase  of  Technical  Issues  with  the 
Grants.gov  System:  If  you  are 
experiencing  problems  submitting  your 
application  tfu’ough  Grants.gov,  please 
contact  the  Grants.gov  Support  Desk, 
toll  free,  at  1-800-518-4726.  You  must 
obtain  a  Grants.gov  Support  Desk  Case 
Number  and  must  keep  a  record  of  it. 

If  you  are  prevented  from 
electronically  submitting  your 
application  on  the  application  deadline 


date  because  of  technical  problems  with 
the  Grants.gov  system,  we  will  grant  you 
an  extension  until  4:30:00  p.m., 
Washington,  DC  time,  the  following 
business  day  to  enable  you  to  transmit 
your  application  electronically  or  by 
hand  delivery.  You  also  may  mail  your 
application  by  following  the  mailing 
instructions  described  elsewhere  in  this 
notice. 

If  you  submit  an  application  after 
4:30:00  p.m.,  Washington,  DC  time,  on 
the  application  deadline  date,  please 
contact  the  person  listed  under  FOR 
FURTHER  INFORMATION  CONTACT  in 
section  VII  of  this  notice  and  provide  an 
explanation  of  the  technical  problem 
you  experienced  with  Grants.gov,  along 
with  the  Grants.gov  Support  Desk  Case 
Number.  We  will  accept  your 
application  if  we  can  confirm  that  a 
technical  problem  occurred  with  the 
Grants.gov  system  and  that  that  problem 
affected  your  ability  to  submit  your 
application  by  4:30:00  p.m., 

Washington,  DC  time,  on  the 
application  deadline  date.  The 
Department  will  contact  you  after  a 
determination  is  made  on  whether  your 
application  will  be  accepted. 

Note:  The  extensions  to  which  we  refer  in 
this  section  apply  only  to  the  unavailability 
of,  or  technical  problems  with,  the  Grants.gov 
system.  We  will  not  grant  you  an  extension 
if  you  failed  to  fully  register  to  submit  your 
application  to  Grants.gov  before  the 
application  deadline  date  and  time  or  if  the 
technical  problem  you  experienced  is 
unrelated  to  the  Grants.gov  system. 

Exception  to  Electronic  Submission 
Requirement:  You  qualify  for  an 
exception  to  the  electronic  submission 
requirement,  and  may  submit  your 
application  in  paper  format,  if  you  are 
unable  to  submit  an  application  through 
the  Grants.gov  system  because — 

•  You  do  not  have  access  to  the 
Internet:  or 

•  You  do  not  have  the  capacity  to 
upload  large  documents  to  the 
Grants.gov  system;  and 

•  No  later  than  two  weeks  before  the 
application  deadline  date  (14  calendar 
days  or,  if  the  fourteenth  calendar  day 
before  the  application  deadline  date 
falls  on  a  Federal  holiday,  the  next 
business  day  following  the  Federal 
holiday),  you  mail  or  fax  a  written 
statement  to  the  Department,  explaining 
which  of  the  two  grounds  for  an 
exception  prevents  you  from  using  the 
Internet  to  submit  your  application. 

If  you  mail  your  written  statement  to 
the  Department,  it  must  be  postmarked 
no  later  than  two  weeks  before  the 
application  deadline  date.  If  you  fax 
your  written  statement  to  the 
Department,  we  must  receive  the  faxed 
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statement  no  later  than  two  weeks 
before  the  application  deadline  date. 

Address  and  mail  or  fax  your 
statement  to:  Robert  Groenendaal,  U.S. 
Department  of  Education,  400  Maryland 
Avenue  SW.,  Room  5025,  Potomac 
Center  Plaza  (PCP),  Washington,  DC 
20202-2800.  FAX:  (202)  245-7590. 

Your  paper  application  must  be 
submitted  in  accordance  with  the  mail 
or  hand  delivery  instructions  described 
in  this  notice. 

b.  Submission  of  Paper  Applications 
by  Mail. 

If  you  qualify  for  an  exception  to  the 
electronic  submission  requirement,  you 
may  mail  (through  the  U.S.  Postal 
Service  or  a  commercial  carrier)  your 
application  to  the  Department.  You 
must  mail  the  original  and  two  copies 
of  your  application,  on  or  before  the 
application  deadline  date,  to  the 
Department  at  the  following  address: 
U.S.  Department  of  Education, 
Application  Control  Center,  Attention: 
(CFDA  Number  84.224D),  LBJ  Basement 
Level  1,  400  Maryland  Avenue  SW., 
Washington,  DC  20202-4260. 

You  must  show  proof  of  mailing 
consisting  of  one  of  the  following: 

(1)  A  legibly  dated  U.S.  Postal  Service 
postmark. 

(2)  A  legible  mail  receipt  with  the 
date  of  mailing  stamped  by  the  U.S. 
Postal  Ser\dce. 

(3)  A  dated  shipping  label,  invoice,  or 
receipt  from  a  commercial  carrier. 

(4)  Any  other  proof  of  mailing 
acceptable  to  the  Secretary  of  the  U.S. 
Department  of  Education. 

If  you  mail  your  application  through 
the  U.S.  Postal  Service,  we  do  not 
accept  either  of  the  following  as  proof 
of  mailing: 

(1)  A  private  metered  postmark. 

(2)  A  mail  receipt  that  is  not  dated  by 
the  U.S.  Postal  Service. 

If  your  application  is  postmarked  after 
the  application  deadline  date,  we  will 
not  consider  your  application. 

Note:  The  U.S.  Postal  Service  does  not 
uniformly  provide  a  dated  postmark.  Before 
relying  on  this  method,  you  should  check 
with  your  local  post  office. 

c.  Submission  of  Paper  Applications 
by  Hand  Delivery. 

If  you  qualify  for  an  exception  to  the 
electronic  submission  requirement,  you 
(or  a  courier  service)  may  deliver  your 
paper  application  to  the  Department  by 
hand.  You  must  deliver  the  original  and 
two  copies  of  your  application  by  hand, 
on  or  before  the  application  deadline 
date,  to  the  Department  at  the  following 
address:  U.S.  Department  of  Education, 
Application  Control  Center,  Attention: 
(CFDA  Nvunber  84.224D),  550  12th 
Street  SW.,  Room  7039,  Potomac  Center 
Plaza,  Washington,  DC  20202-4260. 


The  Application  Control  Center  accepts 
hand  deliveries  daily  between  8:00  a.m. 
and  4:30:00  p.m.,  Washington,  DC  time, 
except  Saturdays,  Sundays,  and  Federal 
holidays. 

Note  for  Mail  or  Hand  Delivery  of 
Paper  Applications:  If  you  mail  or  hand 
deliver  your  application  to  the 
Department — 

(1)  You  must  indicate  on  the  envelope 
and — if  not  provided  by  the 
Department — in  Item  11  of  the  SF  424 
the  CFDA  number,  including  suffix 
letter,  if  any,  of  the  competition  under 
which  you  are  submitting  your 
application;  and 

(2)  The  Application  Control  Center 
will  mail  to  you  a  notification  of  receipt 
of  your  grant  application.  If  you  do  not 
receive  this  notification  within  15 
business  days  from  the  application 
deadline  date,  you  should  call  the  U.S. 
Department  of  Education  Application 
Control  Center  at  (202)  245-6288. 

V.  Application  Review  Information 

1.  Selection  Criteria:  The  selection 
criteria  for  this  program  are  from  34  CFR 
75.210  and  are  listed  in  the  application 
package. 

2.  Review  and  Selection  Process:  We 
remind  potential  applicants  that  in 
reviewing  applications  in  any 
discretionary  grant  competition,  the 
Secretary  may  consider,  under  34  CFR 
75.217(d)(3),  the  past  performance  of  the 
applicant  in  carrying  out  a  previous 
award,  such  as  the  applicant’s  use  of 
funds,  achievement  of  project 
objectives,  and  compliance  with  grant 
conditions.  The  Secretary  may  also 
consider  whether  the  applicant  failed  to 
submit  a  timely  performance  report  or 
submitted  a  report  of  unacceptable 
quality. 

In  addition,  in  making  a  competitive 
grant  award,  the  Secretary  also  requires 
various  assurances  including  those 
applicable  to  Federal  civil  rights  laws 
that  prohibit  discrimination  in  programs 
or  activities  receiving  Federal  financial 
assistance  from  the  Department  of 
Education  (34  CFR  100.4,  104.5,  106.4, 
108.8,  and  110.23). 

3.  Special  Conditions:  Under  34  CFR 
74.14  and  80.12,  the  Secretary  may 
impose  special  conditions  on  a  grant  if 
the  applicant  or  grantee  is  not 
financially  stable;  has  a  history  of 
unsatisfactory  performance;  has  a 
financial  or  other  management  system 
that  does  not  meet  the  standards  in  34 
CFR  parts  74  or  80,  as  applicable;  has 
not  fulfilled  the  conditions  of  a  prior 
grant;  or  is  otherwise  not  responsible. 

VI.  Award  Administration  Information 

1.  Award  Notices:  If  your  application 
is  successful,  we  notify  your  U.S. 


Representative  and  U.S.  Senators  and 
send  you  a  Grant  Award  Notification 
(GAN);  or  we  may  send  you  an  email 
containing  a  link  to  access  an  electronic 
version  of  your  GAN.  We  may  notify 
you  informally,  also. 

If  your  application  is  not  evaluated  or 
not  selected  for  funding,  we  notiN  you. 

2.  Administrative  and  National  Policy 
Requirements:  We  identify 
administrative  and  national  policy 
requirements  in  the  application  package 
and  reference  these  and  other 
requirements  in  the  Applicable 
Regulations  section  of  this  notice. 

We  reference  the  regulations  outlining 
the  terms  and  conditions  of  an  award  in 
the  Applicable  Regulations  section  of 
this  notice  and  include  these  and  other 
specific  conditions  in  the  GAN.  The 
GAN  also  incorporates  your  approved 
application  as  part  of  your  binding 
commitments  under  the  grant. 

3.  Reporting:  (a)  If  you  apply  for  a 
grant  under  this  competition,  you  must 
ensure  that  you  have  in  place  the 
necessary  processes  and  systems  to 
comply  with  the  reporting  requirements 
in  2  CFR  part  170  should  you  receive 
funding  under  the  competition.  This 
does  not  apply  if  you  have  an  exception 
under  2  CFR  170.110(b). 

(b)  At  the  end  of  your  project  period, 
you  must  submit  a  final  performance 
report,  including  financial  information, 
as  directed  by  the  Secretary.  If  you 
receive  a  multi-year  award,  you  must 
submit  an  annual  performance  report 
that  provides  the  most  current 
performance  and  financial  expenditure 
information  as  directed  by  the  Secretary 
under  34  CFR  75.118.  The  Secretary 
may  also  require  more  frequent 
performance  reports  under  34  CFR 
75.720(c).  For  specific  requirements  on 
reporting,  please  go  to  www.ed.gov/ 
fund/grant/apply/appforms/ 
appforms.html. 

4.  Performance  Measures:  The 
Government  Performance  and  Results 
Act  of  1993  (GPRA)  directs  Federal 
departments  and  agencies  to  improve 
the  effectiveness  of  their  programs  by 
engaging  in  strategic  planning,  setting 
outcome-related  goals  for  programs,  and 
measuring  program  results  against  those 
goals.  The  goal  of  the  AFP  is  to  reduce 
cost  barriers  to  obtaining  AT  devices 
and  services  by  providing  alternative 
financing  mechanisms  that  allow 
individuals  with  disabilities  and  their 
family  members,  guardians,  advocates, 
and  authorized  representatives  to 
purchase  AT  devices  and  services.  The 
following  measure  has  been  developed 
for  evaluating  the  overall  effectiveness 
of  the  AFP:  The  cumulative  amount 
loaned  to  individuals  with  disabilities 
per  $1  million  in  cumulative  Federal 
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investment.  Grantees  will  report  data  for 
use  in  calculating  this  measure  through 
the  data  collection  system  required  by 
the  Secretary  as  stated  in  paragraph  (8) 
in  the  list  of  required  assurances  in  the 
absolute  priority  for  this  competition. 

VII.  Agency  Contact 

FOR  FURTHER  INFORMATION  CONTACT: 

Robert  Groenendaal,  U.S.  Department  of 
Education,  400  Maryland  Avenue  SW., 
Room  5025,  PGP,  Washington,  DC 
20202-2800.  Telephone:  (202)  245-7393 
or  by  email:  robert.groenendaaI@ed.gov. 

If  you  use  a  TDD  or  a  TTY,  call  the 
FRS,  toll  free,  at  1-800-877-8339. 

VIII.  Other  Information 

Accessible  Format:  Individuals  with 
disabilities  can  obtain  this  document 
and  a  copy  of  the  application  package  in 
an  accessible  format  (e.g.,  braille,  large 
print,  audiotape,  or  compact  disc)  on 
request  by  contacting  the  Grants  and 
Contracts  Services  Team,  U.S. 
Department  of  Education,  400  Maryland 
Avenue  SW.,  Room  5075,  PGP, 
Washington,  DC  20202-2550. 

Telephone:  (202)  245-7363.  If  you  use  a 
TDD  or  TTY,  call  the  FRS,  toll  free,  at 
1-800-877-8339. 

Electronic  Access  to  This  Document: 
The  official  version  of  this  document  is 
the  document  published  in  the  Federal 
Register.  Free  Internet  access  to  the 
official  edition  of  the  Federal  Register 
and  the  Code  of  Federal  Regulations  is 
available  via  the  Federal  Digital  System 
at:  www.gpo.gov/fdsys.  At  this  site  you 
can  view  this  document,  as  well  as  all 
other  documents  of  this  Department 
published  in  the  Federal  Register,  in 
text  or  Adobe  Portable  Document 
Format  (PDF).  To  use  PDF  you  must 
have  Adobe  Acrobat  Reader,  which  is 
available  free  at  the  site. 

You  may  also  access  documents  of  the 
Department  published  in  the  Federal 
Register  by  using  the  article  search 
feature  at:  www.federalregister.gov. 
Specifically,  through  the  advanced 
search  feature  at  this  site,  you  can  limit 
your  search  to  documents  published  by 
the  Department. 

Dated:  August  11,  2014. 

Michael  K.  Yudin, 

Acting  Assistant  Secretary  for  Special 
Education  and  Rehabilitative  Services. 

[FR  Doc.  2014-19288  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  EDUCATION 

Applications  for  New  Awards; 
Rehabilitation  Services 
Administration — Capacity  Building 
Program  for  Traditionally  Underserved 
Populations — Vocational  Rehabilitation 
Training  institute  for  the  Preparation  of 
Personnel  in  American  Indian 
Vocational  Rehabilitation  Services 
Projects 

AGENCY:  Office  of  Special  Education  and 
Rehabilitative  Services,  Department  of 
Education. 

ACTION:  Notice. 

Overview  Information: 

Rehabilitation  Services 
Administration — Capacity  Building 
Program  for  Traditionally  Underserved 
Populations — Vocational  Rehabilitation 
(VR)  Training  Institute  for  the 
Preparation  of  Personnel  in  American 
Indian  Vocational  Rehabilitation 
Services  Projects 

Notice  inviting  applications  for  new 
awards  for  fiscal  year  (FY)  2014. 

Catalog  of  Federal  Domestic  Assistance 
(CFDA)  Number;  84.31 5C. 

Dates: 

Applications  Available:  August  14, 
2014. 

Date  of  Pre-Application  Webinar: 
August  20,  2014. 

Deadline  for  Transmittal  of 
Applications:  September  15,  2014. 

Full  Text  of  Announcement 
I.  Funding  Opportunity  Description 

Purpose  of  the  Program:  The  Capacity 
Building  Program  for  Traditionally 
Underserved  Populations  under  section 
21(b)(2)(C)  of  the  Rehabilitation  Act  of 
1973,  as  amended  (Rehabilitation  Act) 

(29  U.S.C.  718(b)(2)(C)),  provides 
outreach  and  technical  assistance  (TA) 
to  minority  entities  and  American 
Indian  tribes  to  promote  their 
participation  in  activities  funded  under 
the  Rehabilitation  Act,  including 
assistance  to  enhance  their  capacity  to 
carry  out  such  activities. 

Priorities:  This  notice  includes  two 
absolute  priorities.  These  priorities  are 
from  the  notice  of  final  priorities  for  this 
program,  published  elsewhere  in  this 
issue  of  the  Federal  Register. 

Absolute  Priorities:  For  FY  2014  and 
any  subsequent  year  in  which  we  make 
awards  from  the  list  of  unfunded 
applicants  from  this  competition,  these 
priorities  are  absolute  priorities.  Under 
34  CFR  75.105(c)(3)  we  consider  only 
applications  that  meet  both  of  these 
priorities. 

These  priorities  are: 

Absolute  Priority  1 — Vocational 
Rehabilitation  Training  Institute  for  the 


Preparation  of  Personnel  in  American 
Indian  Vocational  Rehabilitation 
Services  Projects  (Institute). 

Absolute  Priority  2 — Partnership 
Between  a  Four-Year  Institution  of 
Higher  Education  and  a  Two-Year 
Community  College  or  Tribal  College. 

Program  Authority:  29  U.S.C. 
718(b)(2)(C). 

Applicable  Regulations:  (a)  The 
Education  Department  General 
Administrative  Regulations  (EDGAR)  in 
34  CFR  parts  74,  75,  77,  79,  80,  81,  82, 
84,  86,  99.  (b)  The  Education 
Department  suspension  and  debarment 
regulations  in  2  CFR  part  3485.  (c)  The 
notice  of  final  priorities  for  this 
program,  published  elsewhere  in  this 
issue  of  the  Federal  Register. 

Note:  The  regulations  in  34  CFR  part  79 
apply  to  all  applicants  except  federally 
recognized  Indian  tribes. 

Note:  The  regulations  in  34  CFR  part  86 
apply  to  institutions  of  higher  education 
(IHEs)  only. 

II.  Award  Information 

Type  of  Award:  Cooperative 
Agreement. 

Estimated  Available  Funds:  $700,000. 

Contingent  upon  the  availability  of 
funds  and  the  quality  of  applications, 
we  may  make  additional  awards  in  FY 
2015  from  the  list  of  unfunded 
applicants  from  this  competition. 

Maximum  Award:  We  will  reject  any 
application  that  proposes  a  budget 
exceeding  $700,000  for  a  single  budget 
period  of  12  months.  The  Assistant 
Secretary  for  Special  Education  and 
Rehabilitative  Services  may  change  the 
maximum  amount  through  a  notice 
published  in  the  Federal  Register. 

Estimated  Number  of  Awards:  1. 

Note:  The  Department  is  not  bound  by  any 
estimates  in  this  notice. 

Project  Period:  Up  to  60  months. 

Continuing  the  Fourth  and  Fifth  Years 
of  the  Project: 

In  deciding  whether  to  continue 
funding  the  Institute  for  the  fourth  and 
fifth  years,  the  Department,  as  part  of 
the  review  of  the  Cooperative 
Agreement,  the  application  narrative, 
the  partnership  agreement,  and  annual 
performance  reports  will  consider  the 
degree  to  which  the  Institute 
demonstrates — 

(a)  Substantial  progress  in  providing  a 
structured  training  program  focused  on 
the  VR  process  and  practices  and  the 
unique  skills  and  knowledge  necessary 
to  improve  employment  outcomes  for 
American  Indians  with  disabilities. 

(b)  Substantial  progress  in  improving 
counseling  and  VR  services  in  a 
culturally  appropriate  manner  to 
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American  Indians  with  disabilities  so 
that  they  can  prepare  for,  and  engage  in, 
gainful  employment  consistent  with 
their  informed  choice. 

(c)  Effective  collaboration  between  the 
four-year  institution  of  higher  education 
and  the  two-year  community  college  or 
tribal  college  that  demonstrates  efficient 
and  effective  program  and  fiduciary 
operations. 

(d)  A  commitment  to  sustain  the 
collaboration  and  the  structured  training 
program  after  the  federal  investment  is 
implemented. 

III.  Eligibility  Information 

1.  Eligible  Applicants:  Institutions  of 
Higher  Education  (IHEs),  Community 
Colleges,  and  Tribal  Colleges. 
Applications  must  reflect  a  partnership 
between  a  four-year  IHE  and  a  two-year 
community  college  or  tribal  college. 

rV.  Application  and  Submission 
Information 

1.  Address  To  Request  Application 
Package 

You  can  obtain  an  application 
package  via  the  Internet,  from  the 
Education  Publications  Center  (ED 
Pubs),  or  from  the  program  office. 

To  obtain  a  copy  via  the  Internet,  use 
the  following  address:  wnwi^.ed.gov/ 
fund /gran  t/a  p  ply /grantapps/ index.html. 

To  obtain  a  copy  from  ED  Pubs,  wn-ite, 
fax,  or  call  the  following:  ED  Pubs,  U.S. 
Department  of  Education,  P.O.  Box 
22207,  Alexandria,  VA  22304. 
Telephone,  toll  free:  1-877-433-7827. 
FAX:  (703)  605-6794.  If  you  use  a 
telecommunications  device  for  the  deaf 
(TDD)  or  a  text  telephone  (TTY),  call, 
toll  free:  1-877-576-7734. 

You  can  contact  ED  Pubs  at  its  Web 
site,  also:  www.EDPubs.gov  or  at  its 
email  address:  edpubs@inet.ed.gov. 

If  you  request  an  application  from  ED 
Pubs,  be  sure  to  identify  this 
competition  as  follows:  CFDA  number 
84.315C. 

To  obtain  a  copy  from  the  program 
office,  contact  Kristen  Rhinehart- 
Fernandez,  U.S.  Department  of 
Education,  Rehabilitation  Services 
Administration,  400  Maryland  Avenue 
SW.,  Room  5027,  PCP,  Washington,  DC 
20202-2800.  Telephone:  (202)  245-6103 
or  by  email:  kristen.rhinehart@ed.gov. 

Individuals  with  disabilities  can 
obtain  a  copy  of  the  application  package 
in  an  accessible  format  (e.g.,  braille, 
large  print,  audiotape,  or  compact  disc) 
by  contacting  the  person  or  team  listed 
under  Accessible  Format  in  section  VIII 
of  this  notice. 


2.  Content  and  Form  of  Application 
Submission 

Requirements  concerning  the  content 
of  an  application,  together  with  the 
forms  you  must  submit,  are  in  the 
application  package  for  this 
competition. 

Page  Limit:  The  application  narrative 
(Part  III  of  the  application)  is  where  you, 
the  applicant,  address  the  selection 
criteria  that  reviewers  use  to  evaluate 
your  application.  You  must  limit  the 
application  narrative  to  the  equivalent 
of  no  more  than  25  pages  using  the 
following  standards: 

•  A  “page”  is  8.5"  x  11",  on  one  side 
only,  with  1"  margins  at  the  top,  bottom, 
and  both  sides. 

•  Double  space  (no  more  than  three 
lines  per  vertical  inch)  all  text  in  the 
application  narrative,  including  titles, 
headings,  footnotes,  quotations, 
references,  and  captions,  as  well  as  all 
text  in  charts,  tables,  figures,  and 
graphs. 

•  Use  a  font  that  is  either  12  point  or 
larger  or  no  smaller  than  10  pitch 
(characters  per  inch). 

•  Use  one  of  the  following  fonts: 
Times  New  Roman,  Courier,  Courier 
New,  or  Arial.  An  application  submitted 
in  any  other  font  (including  Times 
Roman  or  Arial  Narrow)  will  not  be 
accepted. 

In  addition  to  the  page  limit  on  the 
application  narrative  section,  you  must 
limit  the  partnership  agreement  to  the 
equivalent  of  no  more  than  10  pages  and 
the  abstract  to  the  equivalent  of  no  more 
than  one  page.  The  standards  listed 
above,  which  also  are  applicable  to  the 
application  narrative,  apply  to  these 
sections. 

We  will  reject  your  application  if  you 
exceed  the  page  limits,  or  if  you  apply 
other  standards  and  exceed  the 
equivalent  of  the  page  limits. 

The  only  optional  materials  that  will 
be  accepted  are  one-page  resumes  for 
those  identified  as  key  personnel,  not  to 
exceed  a  total  of  five  pages.  There  are 
no  page  standards  associated  with  these 
optional  materials.  Please  note  that 
although  optional  materials  exceeding 
the  page  limit  will  not  result  in 
automatic  rejection  of  an  application, 
our  reviewers  are  not  required  to  read 
optional  materials  and  will  not  review 
optional  materials  exceeding  the  page 
limit. 

3.  Submission  Dates  and  Times 

Applications  Available:  August  14, 
2014. 

Date  of  Pre-Application  Webinar: 
Interested  parties  are  invited  to 
participate  in  a  pre-application  webinar. 
The  pre-application  webinar  with  staff 


from  the  Department  will  be  held  on 
Wednesday,  August  20,  2014.  The 
webinar  will  be  recorded.  For  further 
information  about  the  pre-application 
webinar,  contact  the  person  listed  under 
FOR  FURTHER  INFORMATION  CONTACT  in 
section  VII  of  this  notice. 

Deadline  for  Transmittal  of 
Applications:  September  15,  2014. 

Applications  for  grants  under  this 
competition  must  be  submitted 
electronically  using  the  Grants.gov 
Apply  site  (Grants.gov).  For  information 
(including  dates  and  times)  about  how 
to  submit  your  application 
electronically,  or  in  paper  format  by 
mail  or  hand  delivery  if  you  qualify  for 
an  exception  to  the  electronic 
submission  requirement,  please  refer  to 
section  IV.  7.  Other  Submission 
Requirements  of  this  notice. 

We  do  not  consider  an  application 
that  does  not  comply  with  the  deadline 
requirements. 

Individuals  with  disabilities  who 
need  an  accommodation  or  auxiliary  aid 
in  connection  with  the  application 
process  should  contact  the  person  listed 
under  FOR  FURTHER  INFORMATION 
CONTACT  in  section  VII  of  this  notice.  If 
the  Department  provides  an 
accommodation  or  auxiliary  aid  to  an 
individual  with  a  disability  in 
connection  with  the  application 
process,  the  individual’s  application 
remains  subject  to  all  other 
requirements  and  limitations  in  this 
notice. 

4.  Intergovernmental  Review:  This 
competition  is  subject  to  Executive 
Order  12372  and  the  regulations  in  34 
CFR  part  79.  However,  under  34  GFR 
79.8(a),  we  waive  the  intergovernmental 
review  in  order  to  make  an  award  by  the 
end  of  FY  2014. 

5.  Funding  Restrictions:  We  reference 
regulations  outlining  funding 
restrictions  in  the  Applicable 
Regulations  section  of  this  notice. 

6.  Data  Universal  Numbering  System 
Number,  Taxpayer  Identification 
Number,  and  System  for  Award 
Management:  To  do  business  with  the 
Department  of  Education,  you  must — 

a.  Have  a  Data  Universal  Numbering 
System  (DUNS)  number  and  a  Taxpayer 
Identification  Number  (TIN); 

b.  Register  both  your  DUNS  number 
and  TIN  with  the  System  for  Award 
Management  (SAM)  (formerly  the 
Gentral  Contractor  Registry  (CCR)),  the 
Government’s  primary  registrant 
database; 

c.  Provide  your  DUNS  number  and 
TIN  on  your  application;  and 

d.  Maintain  an  active  SAM 
registration  with  current  information 
while  your  application  is  under  review 
by  the  Department  and,  if  you  are 
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awarded  a  grant,  during  the  project 
period. 

You  can  obtain  a  DUNS  number  from 
Dun  and  Bradstreet.  A  DUNS  number 
can  be  created  within  one  to  two 
business  days. 

If  you  are  a  corporate  entity,  agency, 
institution,  or  organization,  you  can 
obtain  a  TIN  from  the  Internal  Revenue 
Service.  If  you  are  an  individual,  you 
can  obtain  a  TIN  from  the  Internal 
Revenue  Service  or  the  Social  Security 
Administration.  If  you  need  a  new  TIN, 
please  allow  2-5  weeks  for  your  TIN  to 
become  active. 

The  SAM  registration  process  can  take 
approximately  seven  business  days,  but 
may  take  upwards  of  several  weeks, 
depending  on  the  completeness  and 
accuracy  of  the  data  entered  into  the 
SAM  database  by  an  entity.  Thus,  if  you 
think  you  might  want  to  apply  for 
Federal  financial  assistance  under  a 
program  administered  by  the 
Department,  please  allow  sufficient  time 
to  obtain  and  register  your  DUNS 
number  and  TIN.  We  strongly 
recommend  that  you  register  early. 

Note:  Once  your  SAM  registration  is  active, 
you  will  need  to  allow  24  to  48  hours  for  the 
information  to  be  available  in  Grants.gov  and 
before  you  can  submit  an  application  through 
Grants.gov. 

If  you  are  currently  registered  with 
SAM,  you  may  not  need  to  make  any 
changes.  However,  please  make  certain 
that  the  TIN  associated  with  your  DUNS 
number  is  correct.  Also  note  that  you 
will  need  to  update  your  registration 
annually.  This  may  take  three  or  more 
business  days. 

Information  about  SAM  is  available  at 
\v\\nv.SAM.gov.  To  further  assist  you 
with  obtaining  and  registering  yom 
DUNS  number  and  TIN  in  SAM  or 
updating  your  existing  SAM  account, 
we  have  prepared  a  SAM.gov  Tip  Sheet, 
which  you  can  find  at:  http:// 

\m\nAr2  .ed.gov/fund/grant/opply/sam- 
faqs.html. 

In  addition,  if  you  are  submitting  your 
application  via  Grants.gov,  you  must  (1) 
be  designated  by  your  organization  as  an 
Authorized  Organization  Representative 
(AOR);  and  (2)  register  yourself  with 
Grants.gov  as  an  AOR.  Details  on  these 
steps  are  outlined  at  the  following 
Grants.gov  Web  page:  www.grants.gov/ 
web/gran  ts/register.html. 

7.  Other  Submission  Requirements: 
Applications  for  grants  under  this 
competition  must  be  submitted 
electronically  unless  you  qualify  for  an 
exception  to  this  requirement  in 
accordance  with  the  instructions  in  this 
section. 

a.  Electronic  Submission  of 
Applications. 


Applications  for  grants  under  the 
Capacity  Building  Program  for 
Traditionally  Underserved 
Populations — Vocational  Rehabilitation 
Training  Institute  for  the  Preparation  of 
Personnel  in  American  Indian 
Vocational  Rehabilitation  Services 
Projects,  CFDA  number  84.315C  must  be 
submitted  electronically  using  the 
Govemmentwide  Grants.gov  Apply  site 
at  wvnv.Grants.gov.  Through  this  site, 
you  will  be  able  to  download  a  copy  of 
the  application  package,  complete  it 
offline,  and  then  upload  and  submit 
your  application.  You  may  not  email  an 
electronic  copy  of  a  grant  application  to 
us. 

We  will  reject  your  application  if  you 
submit  it  in  paper  format  unless,  as 
described  elsewhere  in  this  section,  you 
qualify  for  one  of  the  exceptions  to  the 
electronic  submission  requirement  and 
submit,  no  later  than  two  weeks  before 
the  application  deadline  date,  a  written 
statement  to  the  Department  that  you 
qualify  for  one  of  these  exceptions. 
Further  information  regarding 
calculation  of  the  date  that  is  two  weeks 
before  the  application  deadline  date  is 
provided  later  in  this  section  under 
Exception  to  Electronic  Submission 
Requirement. 

You  may  access  the  electronic  grant 
application  for  the  Capacity  Building 
Program  for  Traditionally  Underserved 
Populations — Vocational  Rehabilitation 
Training  Institute  for  the  Preparation  of 
Personnel  in  American  Indian 
Vocational  Rehabilitation  Services 
Projects  competition  at  www.Grants.gov. 
You  must  search  for  the  downloadable 
application  package  for  this  competition 
by  the  CFDA  number.  Do  not  include 
the  CFDA  number’s  alpha  suffix  in  your 
search  (e.g.,  search  for  84.315,  not 
84.315C). 

Please  note  the  following: 

•  When  you  enter  the  Grants.gov  site, 
you  will  find  information  about 
submitting  an  application  electronically 
through  the  site,  as  well  as  the  hours  of 
operation. 

•  Applications  received  by  Grants.gov 
are  date  and  time  stamped.  Your 
application  must  be  fully  uploaded  and 
submitted  and  must  be  date  and  time 
stamped  by  the  Grants.gov  system  no 
later  than  4:30:00  p.m.,  Washington,  DC 
time,  on  the  application  deadline  date. 
Except  as  otherwise  noted  in  this 
section,  we  will  not  accept  your 
application  if  it  is  received — that  is,  date 
and  time  stamped  by  the  Grants.gov 
system — after  4:30:00  p.m.,  Washington, 
DC  time,  on  the  application  deadline 
date.  We  do  not  consider  an  application 
that  does  not  comply  with  the  deadline 
requirements.  When  we  retrieve  your 
application  from  Grants.gov,  we  will 


notify  you  if  we  are  rejecting  your 
application  because  it  was  date  and  time 
stamped  by  the  Grants.gov  system  after 
4:30:00  p.m.,  Washington,  DC  time,  on 
the  application  deadline  date. 

•  The  amount  of  time  it  can  take  to 
upload  an  application  will  vary 
depending  on  a  variety  of  factors, 
including  the  size  of  the  application  and 
the  speed  of  your  Internet  connection. 
Therefore,  we  strongly  recommend  that 
you  do  not  wait  until  the  application 
deadline  date  to  begin  the  submission 
process  through  Grants.gov. 

•  You  should  review  and  follow  the 
Education  Submission  Procedures  for 
submitting  an  application  through 
Grants.gov  that  are  included  in  the 
application  package  for  this  competition 
to  ensure  that  you  submit  your 
application  in  a  timely  manner  to  the 
Grants.gov  system.  You  can  also  find  the 
Education  Submission  Procedures 
pertaining  to  Grants.gov  under  News 
and  Events  on  the  Department’s  G5 
system  home  page  at  http://www.G5.gov. 

•  You  will  not  receive  additional 
point  value  because  you  submit  your 
application  in  electronic  format,  nor 
will  we  penalize  you  if  you  qualify  for 
an  exception  to  the  electronic 
submission  requirement,  as  described 
elsewhere  in  this  section,  and  submit 
your  application  in  paper  format. 

•  You  must  submit  all  documents 
electronically,  including  all  information 
you  typically  provide  on  the  following 
forms:  the  Application  for  Federal 
Assistance  (SF  424),  the  Department  of 
Education  Supplemental  Information  for 
SF  424,  Budget  Information — Non- 
Construction  Programs  (ED  524),  and  all 
necessary  assurances  and  certifications. 

•  You  must  upload  any  narrative 
sections  and  all  other  attachments  to 
your  application  as  files  in  a  PDF 
(Portable  Document)  read-only,  non- 
modifiable  format.  Do  not  upload  an 
interactive  or  fillable  PDF  file.  If  you 
upload  a  file  type  other  than  a  read¬ 
only,  non-modifiable  PDF  or  submit  a 
password-protected  file,  we  will  not 
review  that  material. 

•  Your  electronic  application  must 
comply  with  any  page-limit 
requirements  described  in  this  notice. 

•  After  you  electronically  submit 
your  application,  you  will  receive  from 
Grants.gov  an  automatic  notification  of 
receipt  that  contains  a  Grants.gov 
tracking  number.  (This  notification 
indicates  receipt  by  Grants.gov  only,  not 
receipt  by  the  Department.)  The 
Department  then  will  retrieve  your 
application  from  Grants.gov  and  send  a 
second  notification  to  you  by  email. 

This  second  notification  indicates  that 
the  Department  has  received  your 
application  and  has  assigned  your 
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application  a  PR/ Award  number  (an  ED- 
specified  identifying  number  unique  to 
your  application). 

•  We  may  request  that  you  provide  us 
original  signatures  on  forms  at  a  later 
date. 

Application  Deadline  Date  Extension 
in  Case  of  Technical  Issues  with  the 
Grants.gov  System:  If  you  are 
experiencing  problems  submitting  your 
application  through  Grants.gov,  please 
contact  the  Grants.gov  Support  Desk, 
toll  free,  at  1-800-518-4726.  You  must 
obtain  a  Grants.gov  Support  Desk  Case 
Number  and  must  keep  a  record  of  it. 

If  you  are  prevented  from 
electronically  submitting  your 
application  on  the  application  deadline 
date  because  of  technical  problems  with 
the  Grants.gov  system,  we  will  grant  you 
an  extension  until  4:30:00  p.m., 
Washington,  DC  time,  the  following 
business  day  to  enable  you  to  transmit 
your  application  electronically  or  by 
hand  delivery.  You  also  may  mail  your 
application  by  following  the  mailing 
instructions  described  elsewhere  in  this 
notice. 

If  you  submit  an  application  after 
4:30:00  p.m.,  Washington,  DC  time,  on 
the  application  deadline  date,  please 
contact  the  person  listed  under  FOR 
FURTHER  INFORMATION  CONTACT  in 
section  VII  of  this  notice  and  provide  an 
explanation  of  the  technical  problem 
you  experienced  with  Grants.gov,  along 
with  the  Grants.gov  Support  Desk  Case 
Number.  We  will  accept  your 
application  if  we  can  confirm  that  a 
technical  problem  occurred  with  the 
Grants.gov  system  and  that  the  problem 
affected  your  ability  to  submit  your 
application  by  4:30:00  p.m., 

Washington,  DC  time,  on  the 
application  deadline  date.  The 
Department  will  contact  you  after  a 
determination  is  made  on  whether  your 
application  will  be  accepted. 

Note:  The  extensions  to  which  we  refer  in 
this  section  apply  only  to  the  unavailability 
of,  or  technical  problems  with,  the  Grants.gov 
system.  We  will  not  grant  you  an  extension 
if  you  failed  to  fully  register  to  submit  your 
application  to  Grants.gov  before  the 
application  deadline  date  and  time  or  if  the 
technical  problem  you  experienced  is 
unrelated  to  the  Grants.gov  system. 

Exception  to  Electronic  Submission 
Requirement:  You  qualify  for  an 
exception  to  the  electronic  submission 
requirement,  and  may  submit  your 
application  in  paper  format,  if  you  are 
unable  to  submit  an  application  through 
the  Grants.gov  system  because — 

•  You  do  not  have  access  to  the 
Internet;  or 

•  You  do  not  have  the  capacity  to 
upload  large  documents  to  the 
Grants.gov  system; 


and 

•  No  later  than  two  weeks  before  the 
application  deadline  date  [14  calendar 
days  or,  if  the  fourteenth  calendar  day 
before  the  application  deadline  date 
falls  on  a  Federal  holiday,  the  next 
business  day  following  the  Federal 
holiday),  you  mail  or  fax  a  written 
statement  to  the  Department,  explaining 
which  of  the  two  grounds  for  an 
exception  prevents  you  from  using  the 
Internet  to  submit  your  application. 

If  you  mail  your  written  statement  to 
the  Department,  it  must  be  postmarked 
no  later  than  two  weeks  before  the 
application  deadline  date.  If  you  fax 
your  written  statement  to  the 
Department,  we  must  receive  the  faxed 
statement  no  later  than  two  weeks 
before  the  application  deadline  date. 

Address  and  mail  or  fax  your 
statement  to:  Kristen  Rhinehart- 
Fernandez,  U.S.  Department  of 
Education,  400  Maryland  Avenue  SW., 
Room  5027,  PGP,  Washington,  DC 
20202-2800.  FAX:  (202)  245-7592. 

Your  paper  application  must  be 
submitted  in  accordance  with  the  mail 
or  hand  delivery  instructions  described 
in  this  notice. 

b.  Submission  of  Paper  Applications 
by  Mail. 

If  you  qualify  for  an  exception  to  the 
electronic  submission  requirement,  you 
may  mail  [through  the  U.S.  Postal 
Ser\dce  or  a  commercial  carrier)  your 
application  to  the  Department.  You 
must  mail  the  original  and  two  copies 
of  your  application,  on  or  before  the 
application  deadline  date,  to  the 
Department  at  the  following  address: 

U.S.  Department  of  Education, 
Application  Control  Center,  Attention: 
[CFDA  Number  84.315C),  LBJ  Basement 
Level  1,  400  Maryland  Avenue  SW., 
Washington,  DC  20202-4260. 

You  must  show  proof  of  mailing 
consisting  of  one  of  the  following: 

[1)  A  legibly  dated  U.S.  Postal  Service 
postmark. 

[2)  A  legible  mail  receipt  with  the 
date  of  mailing  stamped  by  the  U.S. 

Postal  Service. 

[3)  A  dated  shipping  label,  invoice,  or 
receipt  from  a  commercial  carrier. 

[4)  Any  other  proof  of  mailing 
acceptable  to  the  Secretary  of  the  U.S. 
Department  of  Education. 

If  you  mail  your  application  through 
the  U.S.  Postal  Service,  we  do  not 
accept  either  of  the  following  as  proof 
of  mailing: 

[1)  A  private  metered  postmark. 

(2)  A  mail  receipt  that  is  not  dated  by 
the  U.S.  Postal  Servdce. 

If  your  application  is  postmarked  after 
the  application  deadline  date,  we  will 
not  consider  your  application. 


Note:  The  U.S.  Postal  Service  does  not 
uniformly  provide  a  dated  postmark.  Before 
relying  on  this  method,  you  should  check 
with  your  local  post  office. 

c.  Submission  of  Paper  Applications 
by  Hand  Delivery. 

If  you  qualify  for  an  exception  to  the 
electronic  submission  requirement,  you 
[or  a  courier  service)  may  deliver  your 
paper  application  to  the  Department  by 
hand.  You  must  deliver  the  original  and 
two  copies  of  your  application  by  hand, 
on  or  before  the  application  deadline 
date,  to  the  Department  at  the  following 
address:  U.S.  Department  of  Education, 
Application  Control  Center,  Attention: 
[CFDA  Number  84.315C),  550  12th 
Street  SW.,  Room  7039,  Potomac  Center 
Plaza,  Washington,  DC  20202-4260. 

The  Application  Control  Center 
accepts  hand  deliveries  daily  between 
8:00  a.m.  and  4:30:00  p.m.,  Washington, 
DC  time,  except  Saturdays,  Sundays, 
and  Federal  holidays. 

Note  for  Mail  or  Hand  Delivery  of 
Paper  Applications:  If  you  mail  or  hand 
deliver  your  application  to  the 
Department — 

[1)  You  must  indicate  on  the  envelope 
and — if  not  provided  by  the 
Department — in  Item  11  of  the  SF  424 
the  CFDA  number,  including  suffix 
letter,  if  any,  of  the  competition  under 
which  you  are  submitting  your 
application;  and 

[2)  The  Application  Control  Center 
will  mail  to  you  a  notification  of  receipt 
of  your  grant  application.  If  you  do  not 
receive  this  notification  within  15 
business  days  from  the  application 
deadline  date,  you  should  call  the  U.S. 
Department  of  Education  Application 
Control  Center  at  [202)  245-6288. 

V.  Application  Review  Information 

1.  Selection  Criteria:  The  selection 
criteria  for  this  competition  are  from  34 
CFR  75.210  and  are  listed  in  the 
application  package. 

2.  Review  and  Selection  Process:  We 
remind  potential  applicants  that  in 
reviewing  applications  in  any 
discretionary  grant  competition,  the 
Secretary  may  consider,  under  34  CFR 
75.21 7[d)[3),  the  past  performance  of  the 
applicant  in  carrying  out  a  previous 
award,  such  as  the  applicant’s  use  of 
funds,  achievement  of  project 
objectives,  and  compliance  with  grant 
conditions.  The  Secretary  may  also 
consider  whether  the  applicant  failed  to 
submit  a  timely  performance  report  or 
submitted  a  report  of  unacceptable 
quality. 

In  addition,  in  making  a  competitive 
grant  award,  the  Secretary  also  requires 
various  assurances  including  those 
applicable  to  Federal  civil  rights  laws 
that  prohibit  discrimination  in  programs 
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or  activities  receiving  Federal  financial 
assistance  from  the  Department  of 
Education  (34  CFR  100.4,  104.5,  106.4, 
108.8,  and  110.23). 

3.  Special  Conditions:  Under  34  CFR 
74.14  and  80.12,  the  Secretary  may 
impose  special  conditions  on  a  grant  if 
the  applicant  or  grantee  is  not 
financially  stable;  has  a  history  of 
unsatisfactory  performance:  has  a 
financial  or  other  management  system 
that  does  not  meet  the  standards  in  34 
CFR  parts  74  or  80,  as  applicable;  has 
not  fulfilled  the  conditions  of  a  prior 
grant;  or  is  otherwise  not  responsible. 

VI.  Award  Administration  Information 

1 .  Award  Notices:  If  your  application 
is  successful,  we  notify  your  U.S. 
Representative  and  U.S.  Senators  and 
send  you  a  Grant  Award  Notification 
(GAN):  or  we  may  send  you  an  email 
containing  a  link  to  access  an  electronic 
version  of  your  GAN.  We  may  notify 
you  informally,  also. 

If  your  application  is  not  evaluated  or 
not  selected  for  funding,  we  notify  you. 

2.  Administrative  and  National  Policy 
Requirements:  We  identify 
administrative  and  national  policy 
requirements  in  the  application  package 
and  reference  these  and  other 
requirements  in  the  Applicable 
Regulations  section  of  this  notice. 

We  reference  the  regulations  outlining 
the  terms  and  conditions  of  an  award  in 
the  Applicable  Regulations  section  of 
this  notice  and  include  these  and  other 
specific  conditions  in  the  GAN.  The 
GAN  also  incorporates  your  approved 
application  as  part  of  your  binding 
commitments  under  the  grant. 

3.  Reporting:  (a)  If  you  apply  for  a 
grant  under  this  competition,  you  must 
ensure  that  you  have  in  place  the 
necessary  processes  and  systems  to 
comply  with  the  reporting  requirements 
in  2  GFR  part  170  should  you  receive 
funding  under  the  competition.  This 
does  not  apply  if  you  have  an  exception 
under  2  GFR  170.110(b). 

(b)  At  the  end  of  yovu-  project  period, 
you  must  submit  a  final  performance 
report,  including  financial  information, 
as  directed  by  the  Secretary.  If  you 
receive  a  multi-year  award,  you  must 
submit  an  annual  performance  report 
that  provides  the  most  current 
performance  and  financial  expenditure 
information  as  directed  by  the  Secretary 
under  34  GFR  75.118.  The  Secretary 
may  also  require  more  frequent 
performance  reports  under  34  GFR 
75.720(c).  For  specific  requirements  on 
reporting,  please  go  to  www.ed.gov/ 
fund/grant/apply/appforms/ 
appforms.html. 

4.  Performance  Measures:  The 
Government  Performance  and  Results 


Act  of  1993  (GPRA)  directs  Federal 
departments  and  agencies  to  improve 
the  effectiveness  of  programs  by 
engaging  in  strategic  planning,  setting 
outcome-related  goals  for  programs,  and 
measuring  program  results  against  those 
goals. 

The  goal  of  the  Gapacity  Building 
Program  for  Traditionally  Underserved 
Populations — Vocational  Rehabilitation 
Training  Institute  for  the  Preparation  of 
Personnel  in  American  Indian 
Vocational  Rehabilitation  Services 
(AIVRS)  projects  is  to  improve  the 
knowledge  and  skills  of  such  personnel 
so  that  they  can  provide  appropriate, 
effective,  and  culturally  relevant  VR 
services  to  assist  American  Indians  with 
disabilities  prepare  for,  and  engage  in, 
gainful  employment  consistent  with 
their  informed  choice. 

The  Gooperative  Agreement  will 
specify  the  measures  that  will  be  used 
to  assess  the  grantee’s  performance 
against  the  goals  and  objectives  of  the 
project,  including  outcome  measures 
and  measures  that  reflect  the  quality, 
relevance,  and  usefulness  of  the  training 
and  TA  products  developed  by  the 
Institute. 

In  its  annual  and  final  performance 
report  to  the  Department,  the  grant 
recipient  will  be  expected  to  report  the 
data  outlined  in  the  Gooperative 
Agreement  that  is  needed  to  assess  its 
performance,  including,  at  a  minimum, 
the  following  information: 

The  Performance  measures  for  this 
project  are: 

•  The  number  of  participants  enrolled 
in  the  Institute; 

•  The  number  of  participants  who 
successfully  completed  the  series  of 
trainings  provided  by  the  Institute;  and 

•  The  number  of  participants  who 
obtained  a  VR  certificate. 

The  Gooperative  Agreement  and 
annual  report  will  be  reviewed  by  RSA 
and  the  grant  recipient  between  the 
third  and  fourth  quarter  of  each  project 
period.  Adjustments  will  be  made  to  the 
project  accordingly  in  order  to  ensure 
demonstrated  progress  towards  meeting 
the  goal  and  outcomes  of  the  project. 

5.  Continuation  Awards:  In  making  a 
continuation  award,  the  Secretary  may 
consider,  under  34  GFR  75.253,  the 
extent  to  which  a  grantee  has  made 
“substantial  progress  toward  meeting 
the  objectives  in  its  approved 
application.”  This  consideration 
includes  the  review  of  a  grantee’s 
progress  in  meeting  the  targets  and 
projected  outcomes  in  its  approved 
application,  and  whether  the  grantee 
has  expended  funds  in  a  manner  that  is 
consistent  with  its  approved  application 
and  budget.  In  making  a  continuation 
grant,  the  Secretary  also  considers 


whether  the  grantee  is  operating  in 
compliance  with  the  assurances  in  its 
approved  application,  including  those 
applicable  to  Federal  civil  rights  laws 
that  prohibit  discrimination  in  programs 
or  activities  receiving  Federal  financial 
assistance  from  the  Department  (34  GFR 
100.4,  104.5,  106.4,  108.8,  and  110.23). 

Vn.  Agency  Contact 

FOR  FURTHER  INFORMATION  CONTACT: 

Kristen  Rhinehart-Femandez,  U.S. 
Department  of  Education,  Rehabilitation 
Services  Administration,  400  Maryland 
Avenue  SW.,  Room  5027,  PGP, 
Washington,  DC  20202-2800. 

Telephone;  (202)  245-6103  or  by  email: 
kristen.rhinehart@ed.gov. 

If  you  use  a  TDD  or  a  TTY,  call  the 
FRS,  toll  free,  at  1-800-877-8339. 

VIII.  Other  Information 

Accessible  Format:  Individuals  with 
disabilities  can  obtain  this  document 
and  a  copy  of  the  application  package  in 
an  accessible  format  (e.g.,  braille,  large 
print,  audiotape,  or  compact  disc)  on 
request  to  the  program  contact  person 
listed  under  FOR  FURTHER  INFORMATION 
CONTACT  in  section  VII  of  this  notice. 

Electronic  Access  to  This  Document: 
The  official  version  of  this  document  is 
the  document  published  in  the  Federal 
Register.  Free  Internet  access  to  the 
official  edition  of  the  Federal  Register 
and  the  Code  of  Federal  Regulations  is 
available  via  the  Federal  Digital  System 
at:  www.gpo.gov/fdsys.  At  this  site  you 
can  view  this  document,  as  well  as  all 
other  documents  of  this  Department 
published  in  the  Federal  Register,  in 
text  or  Adobe  Portable  Document 
Format  (PDF).  To  use  PDF  you  must 
have  Adobe  Acrobat  Reader,  which  is 
available  free  at  the  site. 

You  may  also  access  documents  of  the 
Department  published  in  the  Federal 
Register  by  using  the  article  search 
feature  at:  www.federalregister.gov. 
Specifically,  through  the  advanced 
search  feature  at  this  site,  you  can  limit 
your  search  to  documents  published  by 
the  Department. 

Dated;  August  11,  2014. 

Michael  K.  Yudin, 

Acting  Assistant  Secretary  for  Special 
Education  and  Rehabilitative  Services. 

IFR  Doc.  2014-19284  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  EDUCATION 

Applications  for  New  Awards;  National 
Institute  on  Disability  and 
Rehabilitation  Research — Disability 
and  Rehabiiitation  Research  Projects 
and  Centers  Program — Advanced 
Rehabilitation  Research  and  Training 
Program — Advanced  Rehabilitation 
Research  Policy  Feliowship; 

Correction 

Catalog  of  Federal  Domestic  Assistance 
(CFDA)  Number;  84.133P-5. 

AGENCY:  Office  of  Special  Education  and 
Rehabilitative  Services,  Department  of 
Education. 

ACTION:  Notice;  correction. 

SUMMARY:  On  July  21,  2014,  we 
published  in  the  Federal  Register  (79 
FR  42403)  a  notice  inviting  applications 
for  new  awards  for  fiscal  year  (FY)  2014 
for  the  Advanced  Rehabilitation 
Research  and  Training  (ARRT) 

Program — Advanced  Rehabilitation 
Research  Policy  Fellowship.  This  notice 
corrects  the  applicant  eligibility 
information. 

DATES:  Effective  August  14,  2014. 

SUPPLEMENTARY  INFORMATION: 

Correction 

In  the  Federal  Register  of  July  21, 

2014  (79  FR  42403),  on  page  42403,  in 
the  middle  column  under  the  heading 
III.  Eligibility  Information,  we  correct 
the  first  paragraph  to  read: 

1.  Eligible  Apph'canfs;  Institutions  of 
higher  education  (IHEs). 

Program  Authority:  29  U.S.C.  762(g)  and 
764(b)(2)(A). 

FOR  FURTHER  INFORMATION  CONTACT: 

Marlene  Spencer,  U.S.  Department  of 
Education,  400  Maryland  Avenue  SW., 
Room  5133,  PCP,  Washington,  DC 
20202-2700.  Telephone:  (202)  245-7532 
or  by  email:  marlene.spencer@ed.gov.  If 
you  use  a  telecommunications  device 
for  the  deaf  or  a  text  telephone,  call  the 
Federal  Relay  Sertdce,  toll  free,  at  1- 
800-877-8339. 

Accessible  Format:  Individuals  with 
disabilities  can  obtain  this  document 
and  a  copy  of  the  application  package  in 
an  accessible  format  (e.g.,  braille,  large 
print,  audiotape,  or  compact  disc)  on 
request  to  the  program  contact  person 
listed  imder  FOR  FURTHER  INFORMATION 
CONTACT  of  this  notice. 

Electronic  Access  to  This  Document: 
The  official  version  of  this  document  is 
the  document  published  in  the  Federal 
Register.  Free  Internet  access  to  the 
official  edition  of  the  Federal  Register 
and  the  Code  of  Federal  Regulations  is 
available  via  the  Federal  Digital  System 
at:  wmv.gpo.gov/fdsys.  At  this  site  you 


can  view  this  document,  as  well  as  all 
other  documents  of  this  Department 
published  in  the  Federal  Register,  in 
text  or  Adobe  Portable  Document 
Format  (PDF).  To  use  PDF  you  must 
have  Adobe  Acrobat  Reader,  which  is 
available  free  at  the  site. 

You  may  also  access  documents  of  the 
Department  published  in  the  Federal 
Register  by  using  the  article  search 
feature  at:  www.federalregister.gov. 
Specifically,  through  the  advanced 
search  feature  at  this  site,  you  can  limit 
your  search  to  documents  published  by 
the  Department. 

Dated;  August  11,  2014. 

Michael  K.  Yudin, 

Acting  Assistant  Secretap'  for  Special 
Education  and  Rehabilitative  Serxdces. 

[FR  Doc.  2014-19287  Filed  8-13-14;  8;45  am] 
BILLING  CODE  4000-01-P 


DEPARTMENT  OF  ENERGY 

Environmental  Management  Site- 
Specific  Advisory  Board,  Nevada 

AGENCY:  Department  of  Energy. 

ACTION:  Notice  of  open  meeting. 

SUMMARY:  This  notice  announces  a 
meeting  of  the  Environmental 
Management  Site-Specific  Advisor}^ 
Board  (EM  SSAB),  Nevada.  The  Federal 
Advisory  Committee  Act  (Pub.  L.  92- 
463,  86  Stat.  770)  requires  that  public 
notice  of  this  meeting  be  announced  in 
the  Federal  Register. 

DATES:  Wednesday,  September  10,  2014; 
4:00  p.m. 

ADDRESSES:  National  Atomic  Testing 
Museum,  755  East  Flamingo  Road,  Las 
Vegas,  Nevada  89119. 

FOR  FURTHER  INFORMATION  CONTACT: 
Barbara  Ulmer,  Board  Administrator, 

232  Energy  Way,  M/S  505,  North  Las 
Vegas,  Nevada  89030.  Phone:  (702)  630- 
0522;  Fax  (702)  295-5300  or  Email: 
NSSAB@nnsa.doe.gov. 

SUPPLEMENTARY  INFORMATION:  Purpose  of 
the  Board:  The  purpose  of  the  Board  is 
to  make  recommendations  to  DOE-EM 
and  site  management  in  the  areas  of 
environmental  restoration,  waste 
management,  and  related  activities. 

Tentative  Agenda 

1.  Fiscal  Year  2015  Work  Plan 
Development 

2.  Election  of  Officers 

3.  Recommendation  Development  for 
Radioactive  Waste  Acceptance 
Program  Facility  Evaluation 
Improvement  Opportunities — Work 
Plan  Item  #7 

Public  Participation:  The  EM  SSAB, 
Nevada,  welcomes  the  attendance  of  the 


public  at  its  advisory  committee 
meetings  and  will  make  every  effort  to 
accommodate  persons  with  physical 
disabilities  or  special  needs.  If  you 
require  special  accommodations  due  to 
a  disability,  please  contact  Barbara 
Ulmer  at  least  seven  days  in  advance  of 
the  meeting  at  the  phone  number  listed 
above.  Written  statements  may  be  filed 
with  the  Board  either  before  or  after  the 
meeting.  Individuals  who  wish  to  make 
oral  presentations  pertaining  to  agenda 
items  should  contact  Barbara  Ulmer  at 
the  telephone  number  listed  above.  The 
request  must  be  received  five  days  prior 
to  the  meeting  and  reasonable  provision 
will  be  made  to  include  the  presentation 
in  the  agenda.  The  Deputy  Designated 
Federal  Officer  is  empowered  to 
conduct  the  meeting  in  a  fashion  that 
will  facilitate  the  orderly  conduct  of 
business.  Individuals  wishing  to  make 
public  comments  can  do  so  during  the 
15  minutes  allotted  for  public 
comments. 

Minutes:  Minutes  will  be  available  by 
writing  to  Barbara  Ulmer  at  the  address 
listed  above  or  at  the  following  Web 
site:/?  ttp://nv.  energy.gov/nssab/ 
MeetingMinutes.  aspx. 

Issued  at  Washington,  DC  on  August  8, 
2014. 

LaTanya  R.  Butler, 

Deputy  Committee  Management  Officer. 

[FR  Doc.  2014-19305  Filed  8-13-14;  8;45  am] 
BILLING  CODE  64S0-<)1-P 


DEPARTMENT  OF  ENERGY 

Environmental  Management  Site- 
Specific  Advisory  Board,  Paducah 

agency:  Department  of  Energy  (DOE). 
ACTION:  Notice  of  open  meeting. 

SUMMARY:  This  notice  announces  a 
meeting  of  the  Environmental 
Management  Site-Specific  Advisory 
Board  (EM  SSAB),  Paducah.  The 
Federal  Advisory  Committee  Act  (Pub. 
L.  92-463,  86  Stat.  770)  requires  that 
public  notice  of  this  meeting  be 
announced  in  the  Federal  Register. 
DATES:  Thursday,  September  11,  2014; 
6:00  p.m. 

ADDRESSES:  Barkley  Centre,  111 
Memorial  Drive,  Paducah,  Kentucky 
42001. 

FOR  FURTHER  INFORMATION  CONTACT: 

Rachel  Blumenfeld,  Deputy  Designated 
Federal  Officer,  Department  of  Energy 
Paducah  Site  Office,  Post  Office  Box 
1410,  MS-103,  Paducah,  Kentucky 
42001,  (270)  441-6806. 

SUPPLEMENTARY  INFORMATION: 

Purpose  of  the  Board:  The  purpose  of 
the  Board  is  to  make  recommendations 
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to  DOE-EM  and  site  management  in  the 
areas  of  environmental  restoration, 
waste  management  and  related 
activities. 

Tentative  Agenda: 

•  Call  to  Order,  Introductions,  Review 

of  Agenda 

•  Administrative  Issues 

•  Public  Comments  (15  minutes) 

•  Adjourn 

Breaks  Taken  as  Appropriate 

Public  Participation:  The  EM  SSAB, 
Paducah,  welcomes  the  attendance  of 
the  public  at  its  advisory  committee 
meetings  and  will  make  every  effort  to 
accommodate  persons  with  physical 
disabilities  or  special  needs.  If  you 
require  special  accommodations  due  to 
a  disability,  please  contact  Rachel 
Blumenfeld  as  soon  as  possible  in 
advance  of  the  meeting  at  the  telephone 
number  listed  above.  Written  statements 
may  be  filed  with  the  Board  either 
before  or  after  the  meeting.  Individuals 
who  wish  to  make  oral  statements 
pertaining  to  agenda  items  should 
contact  Rachel  Blumenfeld  at  the 
telephone  number  listed  above. 

Requests  must  be  received  as  soon  as 
possible  prior  to  the  meeting  and 
reasonable  provision  will  be  made  to 
include  the  presentation  in  the  agenda. 
The  Deputy  Designated  Federal  Officer 
is  empowered  to  conduct  the  meeting  in 
a  fashion  that  will  facilitate  the  orderly 
conduct  of  business.  Individuals 
wishing  to  make  public  comments  will 
be  provided  a  maximum  of  five  minutes 
to  present  their  comments.  The  EM 
SSAB,  Paducah,  will  hear  public 
comments  pertaining  to  its  scope  (clean¬ 
up  standards  and  environmental 
restoration;  waste  management  and 
disposition;  stabilization  and 
disposition  of  non-stockpile  nuclear 
materials;  excess  facilities;  future  land 
use  and  long-term  stewardship;  risk 
assessment  and  management;  and  clean¬ 
up  science  and  technology  activities). 
Comments  outside  of  the  scope  may  be 
submitted  via  written  statement  as 
directed  above. 

Minutes:  Minutes  will  be  available  by 
writing  or  calling  Rachel  Blumenfeld  at 
the  address  and  phone  number  listed 
above.  Minutes  will  also  be  available  at 
the  following  Web  site:  http:// 
mvw.pgd pcab.en  ergy.gov/ 
2014Meetings.html. 

Issued  at  Washington,  DC,  on  August  8, 
2014. 

LaTanya  R.  Butler, 

Deputy  Committee  Management  Officer. 

IFR  Doc.  2014-19307  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6450-01-P 


DEPARTMENT  OF  ENERGY 

Office  of  Energy  Efficiency  and 
Renewable  Energy 

[Docket  No.  EERE-2014-BT-NOA-0016] 

Physical  Characterization  of  Grid- 
Connected  Commercial  and 
Residential  Buildings  End-Use 
Equipment  and  Appliances 

AGENCY:  Office  of  Energy  Efficiency  and 
Renewable  Energy,  Department  of 
Energy. 

ACTION:  Notice  of  availability  and 
request  for  public  comment. 

SUMMARY:  The  U.S.  Department  of 
Energy  (DOE)  is  announcing  the 
availability  of  a  Framework  Document 
for  the  physical  characterization  of  grid- 
connected  building’s  end-use 
equipment  and  appliances.  DOE 
welcomes  written  comments  and 
relevant  data  from  interested  parties  on 
any  subject  within  the  scope  of  this 
framework.  A  copy  of  the  Framework 
Document  is  available  at:  http:// 
www.regulations.gov/ 
tt!documentDetail;D=EERE-2014-BT- 
NOA-0016-0022. 

DATES:  DOE  will  accept  written 
comments,  data,  and  information 
regarding  the  Framework  Document  no 
later  than  September  29,  2014. 
ADDRESSES:  Any  comments  submitted 
must  identify  the  request  for  comment 
for  physical  characterization  of  grid- 
connected  buildings  and  provide  docket 
number  EERE-2014-BT-NOA-0016. 
Comments  may  be  submitted  by  any  of 
the  following  methods: 

•  Email: 

ConnectedBuildings201 4NOA001 6® 
ee.doe.gov  Include  the  docket  number 
EERE-2014-BT-NOA-0016  in  the 
subject  line  of  the  message. 

•  Mail:  Mr.  Joseph  Hagerman,  U.S. 
Department  of  Energy,  Building 
Technologies  Office,  Mailstop  EE-5B, 
1000  Independence  Avenue  SW., 
Washington,  DC  20585-0121.  If 
possible,  please  submit  all  items  on  a 
compact  disc  (CD),  in  which  case  it  is 
not  necessary  to  include  printed  copies. 
[Please  note  that  comments  and  CDs 
sent  by  mail  are  often  delayed  and  may 
be  damaged  by  mail  screening 
processes.] 

•  Hand  Delivery/Courier:  Mr.  Joseph 
Hagerman,  U.S.  Department  of  Energy, 
Building  Technologies  Program,  950 
L’Enfant  Plaza  SW.,  Suite  600, 
Washington,  DC  20024.  If  possible, 
please  submit  all  items  on  CD,  in  which 
case  it  is  not  necessary  to  include 
printed  copies. 

Docket:  The  docket  is  available  for 
review  at  www.regulations.gov, 


including  Federal  Register  notices, 
framework  documents,  public  meeting 
attendee  lists  and  transcripts, 
comments,  and  other  supporting 
documents/materials.  All  documents  in 
the  docket  are  listed  in  the 
www.regulations.gov  index. 

FOR  FURTHER  INFORMATION  CONTACT:  Mr. 
Joseph  Hagerman,  U.S.  Department  of 
Energy,  Office  of  Building  Technologies 
(EE-5B),  950  L’Enfant  Plaza  SW., 
Washington,  DC  20024.  Phone:  (202) 
586-4549.  Email:  Joseph. hagerman® 
ee.doe.gov. 

SUPPLEMENTARY  INFORMATION:  On  June  5, 
2014,  the  U.S.  Department  of  Energy 
(DOE)  published  a  request  for  comment 
and  notice  of  a  public  meeting  in  the 
Federal  Register  (79  FR  32542).  The 
public  meeting  was  held  on  July  11, 
2014,  where  the  structure  and  content 
for  the  draft  Framework  Document  were 
presented  and  discussed.  At  that 
meeting,  DOE  announced  that  it  would 
make  the  Framework  Document 
available  for  public  comment  within  2- 
3  weeks  of  the  public  meeting.  This 
notice  announces  the  availability  of  the 
Framework  Document,  which  proposes 
a  draft  plan  for  development  of 
characterization  protocols  for  connected 
building’s  end-use  appliances  and 
equipment.  A  copy  of  the  Framework 
Document  is  available  at:  http:// 
www.regulations.gov/ 
tt!documentDetail;D=EERE-2014-BT- 
NOA-0016-0022.  In  addition,  the 
Framework  Document  specifically  seeks 
comment  on  the  following  issues: 

1.  What  reports,  studies,  activities  or 
other  documents  are  there  that  might  be 
useful  in  the  development  of 
characterization  protocols  for  connected 
equipment? 

2.  How  can  these  terms  (in  the 
document)  be  better  defined? 

3.  Should  additional  terms  be 
defined? 

4.  Are  there  other  aspects  of  the 
experimental  set-up  that  should  be 
considered  for  connected  equipment? 

5.  Should  there  be  a  step  to  determine 
eligibility  for  characterization  as 
connected  equipment? 

6.  If  so,  what  are  the  minimum 
features  in  order  to  become  eligible? 

7.  What  responses  should  be 
characterized  for  connected  equipment? 

8.  Should  there  be  an  approved  list  of 
responses  available  for  characterization? 

9.  How  does  characterization 
sequence  depend  on  equipment  type? 

10.  What  aspects  should  be  included 
in  a  characterization  sequence  for 
connected  equipment? 

11.  What  data  should  be  collected  for 
physical,  informational,  or  other 
responses? 
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12.  What  metrics  should  he  computed 
for  physical,  informational,  or  other 
responses? 

13.  Are  there  other  aspects  of  the 
characterization  execution  that  should 
be  considered  for  connected  equipment? 

14.  Which  of  the  two  options  for 
establishing  the  characterization 
protocols  best  addresses  industry  needs 
and  minimizes  industry  burdens? 

15.  Are  there  other  options  that  DOE 
might  pursue  for  establishing 
characterization  protocols? 

16.  Would  it  be  useful  to  have 
illustrative  examples  like  this  in  the 
framework  document? 

17.  After  seeing  this  illustrative 
example,  does  the  framework  need 
additional  steps  or  further  revision? 

DOE  will  accept  written  comments, 
data,  and  information  regarding  the 
Framework  Document  no  later  than 
September  29,  2014. 

Issued  in  Washington,  DC,  on  August  6, 
2014. 

Kathleen  B.  Hogan, 

Deputy  Assistant  Secretary  for  Energy 
Efficiency,  Energy'  Efficiency  and  Renewable 
Energy. 

(FR  Doc.  2014-19297  Filed  8-13-14;  8:45  am] 

BILLING  CODE  XXXX-XX-P 


DEPARTMENT  OF  ENERGY 

Office  of  Energy  Efficiency  and 
Renewable  Energy 

Wind  and  Water  Power  Technologies 
Office;  Request  for  Information 

agency:  Office  of  Energy  Efficiency  and 
Renewable  Energy,  Department  of 
Energy. 

ACTION:  Notice. 

SUMMARY:  The  U.S.  Department  of 
Energy  (DOE)  invites  public  comment 
on  its  Request  for  Information  (RFI)  to 
help  inform  DOE’s  research  and 
development  activities  related  to 
Distributed  Generation  from  Wind 
Energy  Systems. 

DATES:  Comments  regarding  the  RFI 
must  be  received  on  or  before 
September  21,  2014. 

ADDRESSES:  The  complete  RFI  document 
is  located  at  https ://eere- 
exchange.energy.gov/. 

FOR  FURTHER  INFORMATION  CONTACT: 
Responses  to  the  RFI  should  be  sent  via 
email  to  DistributedGeneration® 
ee.doe.gov.  Further  instruction  can  be 
found  in  the  RFI  document  posted  on 
EERE  Exchange. 

SUPPLEMENTARY  INFORMATION:  The  Wind 
and  Water  Power  Technologies  Office  is 
within  the  Department  of  Energy’s 
Office  of  Energy  Efficiency  and 


Renewable  Energy  (DOE-EERE). 
WWPTO  program  activities  lead  the 
nation’s  efforts  to  accelerate  the 
deployment  of  wind  power  technologies 
through  improved  performance,  lower 
costs,  and  reduced  market  barriers.  The 
Wind  Program  works  with  national 
laboratories,  industry,  universities,  and 
other  federal  agencies  to  conduct 
research  and  development  activities 
through  competitively  selected,  directly 
funded,  and  cost-shared  projects. 
WWPTO  efforts  target  offshore  wind, 
land  based  utility-scale  and  distributed 
applications  of  wind  power  technology. 
To  find  more  information  about  the 
Wind  Program,  please  visit:  http:// 
energy.gov/eere/wind/wind-program. 

The  focus  of  this  RFI  will  be  on  the 
Wind  Program’s  distributed  wind 
portfolio.  Distributed  wind  energy 
systems  are  commonly  installed  on 
residential,  agricultural,  commercial, 
institutional,  and  industrial  sites 
connected  either  physically  or  virtually 
on  the  customer  side  of  the  meter  (to 
serve  on-site  load)  or  directly  to  the 
local  distribution  or  micro  grid  (to 
support  local  grid  operations  or  offset 
nearby  loads).  Because  the  definition  is 
based  on  a  wind  project’s  location 
relative  to  end-use  and  power- 
distribution  infrastructure,  rather  than 
on  technology  size  or  project  size,  the 
distributed  wind  market  includes  wind 
turbines  and  projects  of  many  sizes.  For 
example,  distributed  wind  systems  can 
range  in  size  from  a  1-kW  or  smaller  off- 
grid  trubine  at  a  remote  cabin  to  a  10- 
kW  turbine  at  a  home  to  one  or  several 
multi-megawatt  turbines  at  a  university 
campus,  manufacturing  facility,  or  other 
large  facility.  To  find  more  information 
on  the  Wind  Program’s  distributed  wind 
portfolio,  please  visit;  http://energy.gov/ 
eere/wind/distributed-wind. 

DOE’s  Wind  Program  is  planning  a 
research  and  development  program 
which  will  seek  to  ensure  system 
performance  meets  consumer 
expectations;  develop  reliable,  low-cost 
technology  optimized  for  distributed 
applications;  increase  utility  confidence 
in  integration  of  distributed  wind 
systems;  and  streamline  the  project 
development  and  installation  process. 
The  activities  under  this  program  would 
encompass  the  following  focus  areas: 

1.  Wind  Resource  Characterization  & 
Assessment 

•  Better  understanding  of  resomce 
creates  reliable  turbine  designs, 
properly  sited  distributed  wind  systems, 
and  mitigates  financial  risk  with  regard 
to  payback 


2.  Turbine  Technology 

•  Technology  transfer  and  innovation 
to  expand  rotors  and  increase  hub 
heights  for  small  and  midsize  turbines 
for  increased  performance,  and 
advanced  manufacturing  for  lower  cost 
systems 

3.  Distributed  Grid  Integration 

•  Accurate  generator  modeling  and 
clear  understanding  of  operating 
impacts  to  mitigate  interconnection/ 
integration  effects 

4.  Soft  Cost  Reduction 

•  Reduced  red  tape  from  permitting 
requirements  and  interconnection 
procedures  will  lower  costs,  accelerate 
adoption  and  integration 

The  purpose  of  this  RFI  is  to  solicit 
feedback  from  industry,  academia, 
research  laboratories,  government 
agencies,  and  other  stakeholders  on 
DOE’s  new  perspective  on  distributed 
wind  and  R&D  focus  areas  in  order  to 
inform  future  activities  and  priorities. 
EERE  is  specifically  interested  in 
information  on  each  of  the  focus  areas 
listed  above.  This  is  solely  a  request  for 
information  and  not  a  Funding 
Opportunity  Announcement  (FOA). 
EE^  is  not  accepting  applications 
through  this  RFI.  DOE  will  not  respond 
to  questions  regarding  this  RFI. 

In  its  RFI,  DOE  requests  comments, 
information,  and  recommendations  on 
four  main  activities  related  to 
Distributed  Wind  Energy  Systems.  The 
RFI  is  available  at:  https://eere- 
exchange.energy.gov/. 

Issued  in  Washington,  DC,  on  August  11, 
2014. 

Jose  Zayas, 

Director,  Wind  and  Water  Power  Technologies 
Office,  U.S.  Department  of  Energy. 

|FR  Doc.  2014-19295  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6450-01 -P 


DEPARTMENT  OF  ENERGY 

Federal  Energy  Regulatory 
Commission 

Combined  Notice  of  Filings  #1 

Take  notice  that  the  Commission 
received  the  following  electric  rate 
filings: 

Docket  Numbers:  ER 14-1 2 10-001. 
Applicants:  Midcontinent 
Independent  System  Operator,  Inc. 

Description:  2014-08-06_SA  6502 
Illinois  Power-Edwards  SSR 
Compliance  Filing  to  be  effective  1/1/ 
2013. 

Filed  Date:  8/6/14. 

Accession  Number:  20140806-5111. 
Comments  Due:  5  p.m.  ET  8/27/14. 
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Docket  Numbers:  ER14-1225-002. 

Applicants:  Southwest  Power  Pool, 
Inc. 

Description:  Lea  County  Stated  Rate 
Compliance  Filing  to  be  effective  4/1/ 
2014. 

Filed  Date:  8/6/14. 

Accession  Number:  20140806-5122. 

Comments  Due:  5  p.m.  ET  8/27/14. 

Docket  Numbers:  ER14-2602-000. 

Applicants:  PacifiCorp. 

Description:  BPA  AC  Intertie 
Agreement  12th  Revised  to  be  effective 
10/1/2014. 

Filed  Date:  8/5/14. 

Accession  Number:  20140805-5164. 

Comments  Due:  5  p.m.  ET  8/26/14. 

Docket  Numbers:  ER14-2603-000. 

Applicants:  ISO  New  England  Inc., 
New  England  Independent 
Transmission  Company,  LLC. 

Description  .-Notice  of  Termination  of 
the  NEITC  Operating  Agreement  of  New 
England  Independent  Transmission 
Company,  LLC,  et.  al. 

Filed  Date:  8/6/14. 

Accession  Number:  20140806-5069. 

Comments  Due:  5  p.m.  ET  8/27/14. 

Docket  Numbers:  ER14-2604-000. 

Applicants:  Deseret  Generation  & 
Transmission  Co-operative,  Inc. 

Description:  OATT  Order  No.  792 
Compliance  Filing  to  be  effective  8/3/ 
2014. 

Filed  Date:  8/6/14. 

Accession  Number:  20140806-5100. 

Comments  Due:  5  p.m.  ET  8/27/14. 

Docket  Numbers:  ER14-2605-000. 

Applicants:  Midcontinent 
Independent  System  Operator,  Inc. 

Description :  201 4-08-06_Ameren 
Edwards  Part  1  Compliance  Filing  to  be 
effective  7/22/2014. 

Filed  Date:  8/6/14. 

Accession  Number:  20140806-5108. 

Comments  Due:  5  p.m.  ET  8/27/14. 

Docket  Numbers:  ER14-2606-000. 

Applicants:  Macho  Springs  Power  I, 
LLC. 

Description:  Order  No.  784 
Compliance  Filing  and  Revisions  to 
Market-Based  Rate  Tariff  to  be  effective 
8/7/2014. 

Filed  Date:  8/6/14. 

Accession  Number:  20140806-5112. 

Comments  Due:  5  p.m.  ET  8/27/14. 

Docket  Numbers:  ER14-2607-000. 

Applicants:  California  Independent 
System  Operator  Corporation. 

Description:  2014-08-06_EIM_ 
EntitityAgreement  PacifiCorp  to  be 
effective  9/30/2014. 

Filed  Date:  8/6/14. 

Accession  Number:  20140806-5125. 

Comments  Due:  5  p.m.  ET  8/27/14. 

The  filings  are  accessible  in  the 
Commission’s  eLibrary  system  by 


clicking  on  the  links  or  quer3dng  the 
docket  number. 

Any  person  desiring  to  intervene  or 
protest  in  any  of  the  above  proceedings 
must  file  in  accordance  with  Rules  211 
and  214  of  the  Commission’s 
Regulations  (18  CFR  385.211  and 
385.214)  on  or  before  5:00  p.m.  Eastern 
time  on  the  specified  comment  date. 
Protests  may  be  considered,  but 
intervention  is  necessary  to  become  a 
party  to  the  proceeding. 

eFiling  is  encouraged.  More  detailed 
information  relating  to  filing 
requirements,  interventions,  protests, 
service,  and  qualifying  facilities  filings 
can  be  found  at:  http://www.ferc.gov/ 
docs- filing/efiling/ filing-req.pdf.  F or 
other  information,  call  (866)  208-3676 
(toll  free).  For  TTY,  call  (202)  502-8659. 

Dated:  August  6,  2014. 

Nathaniel  J.  Davis,  Sr., 

Deputy  Secretary. 

(FR  Doc.  2014-19259  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6717-01-P 


DEPARTMENT  OF  ENERGY 

National  Nuclear  Security 
Administration 

Defense  Programs  Advisory 
Committee 

AGENCY:  Department  of  Energy,  National 
Nuclear  Security  Administration,  Office 
of  Defense  Programs. 

ACTION:  Notice  of  closed  meeting. 

SUMMARY:  This  notice  announces  a 
closed  meeting  of  the  Defense  Programs 
Advisory  Committee  (DP AC).  The 
Federal  Advisory  Committee  Act  (Pub. 

L.  92-463,  86  Stat.  770)  (the  Act) 
requires  that  public  notice  of  these 
meetings  be  announced  in  the  Federal 
Register.  Due  to  national  security 
considerations,  under  section  10(d)  of 
the  Act  and  5  U.S.C.  552b(c),  the 
meeting  will  be  closed  to  the  public  and 
matters  to  be  discussed  are  exempt  from 
public  disclosure  under  Executive  Order 
13526  and  the  Atomic  Energy  Act  of 
1954,  42  U.S.C.  2161  and  2162,  as 
amended. 

DATES:  August  26,  2014,  8:30  a.m.  to 
5:00  p.m.,  and  August  27,  2014,  8:30 

a.m.  to  12:30  p.m. 

ADDRESSES:  U.S.  Department  of  Energy, 
1000  Independence  Avenue  SW., 
Washington,  DC. 

FOR  FURTHER  INFORMATION  CONTACT: 

Mark  Visosky,  Office  of  RDT&E  (NA- 
11),  National  Nuclear  Security 
Administration,  U.S.  Department  of 
Energy,  1000  Independence  Ave.  SW., 
Washington,  DC  20585,  (202)  287-5270. 


SUPPLEMENTARY  INFORMATION: 

Background:  The  DP  AC  will  provide 
advice  and  recommendations  to  the 
Deputy  Administrator  for  Defense 
Programs  on  the  stewardship  and 
maintenance  of  the  Nation’s  nuclear 
deterrent.  The  activities  of  the  DP  AC 
will  include,  but  are  not  limited  to: 

a.  Periodic  reviews  of  the  diverse, 
major  activities  of  the  Office  of  Defense 
Programs  including: 

b. 

i.  Assessment  of  the  U.S.  nuclear 
weapons  stockpile; 

ii.  The  science,  technology  and 
engineering  infrastructure  needed  to 
maintain  the  U.S.  stockpile  and  the 
overall  U.S.  nuclear  deterrent;  and 

iii.  The  U.S.  nuclear  weapons 
manufacturing  and  production  complex 
facilities  and  related  technologies. 

c.  Ongoing  analysis  of  the  DP  mission 
and  its  foundation  in  national  strategic 
policy  (including  the  Nuclear  Posture 
Review,  provisions  of  the  New  START 
Treaty  and  other  relevant  treaties). 

d.  Potential  application  of  DP 
capabilities  to  broader  national  security 
problems. 

e.  Analysis  of  DP  management  issues 
including  facility  operations  and  fiscal 
matters. 

f.  Where  appropriate,  analysis  of 
issues  of  broader  concern  to  NNSA. 

Purpose  of  the  Meeting:  The  purpose 
of  this  meeting  of  the  Defense  Programs 
Advisory  Committee  is  to  discuss  topics 
and  provide  advice  and  guidance  with 
respect  to  the  National  Nuclear  Security 
Administration  stockpile  stewardship 
and  stockpile  maintenance  programs. 

Type  of  Meeting:  In  the  interest  of 
national  security,  the  meeting  will  be 
closed  to  the  public.  The  Federal 
Advisory  Committee  Act,  5  U.S.C.  App. 
2  section  10(d),  and  the  Federal 
Advisory  Committee  Management 
Regulation,  41  CFR  102-3.155, 
incorporate  by  reference  the 
Government  in  the  Sunshine  Act,  5 
U.S.C.  552b,  which,  at  552b(c)(l)  and 
(c)(3)  permits  closure  of  meetings  where 
restricted  data  or  other  classified 
matters  will  be  discussed.  Such  data 
and  matters  will  be  discussed  in  each 
session. 

This  notice  is  being  published  less 
than  15  days  prior  to  the  meeting  date 
due  to  programmatic  issues  and 
scheduling  conflicts. 

Tentative  Agenda:  Day  1 — Swearing- 
in  of  Committee  Members,  Annual 
Ethics  Briefing,  Welcome,  Topic  1, 

Topic  2.  Day  2 — Topic  2  continued. 
Topic  3. 

Public  Participation:  There  will  be  no 
public  participation  in  this  closed 
meeting.  Those  wishing  to  provide 
written  comments  or  statements  to  the 
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Committee  are  invited  to  send  them  to 
Mark  Visosky  at  the  address  listed 
above. 

Minutes:  The  minutes  of  the  meeting 
will  not  be  available. 

Issued  in  Washington,  DC  on  August  12, 
2014. 

LaTanya  R.  Butler, 

Deputy  Committee  Management  Officer. 

[FR  Doc.  2014-19370  Filed  8-13-14;  8:45  am] 
BILLING  CODE  6450-01 -P 


ENVIRONMENTAL  PROTECTION 
AGENCY 

[FRL-9915-22-OA] 

National  Environmental  Education 
Advisory  Councii  Meetings 

agency:  Environmental  Protection 
Agency. 

ACTION:  Notice  of  cancellation  and 
reschedule  of  teleconference  meeting. 


SUMMARY:  The  Environmental  Protection 
Agency  (EPA  or  Agency)  Office  of 
External  Affairs  and  Environmental 
Education  (OEAEE)  is  issuing  this 
notice  to  cancel  the  August  8,  2014 
NEEAC  Teleconference  and  reschedule 
it  for  August  21,  2014  from  3:00  p.m.- 
4:00  p.m.  Eastern  Time.  Notice  of  the 
August  8,  2014  meeting  was  previously 
published  on  July  1,  2014:  FR  Doc 
2014-15397  Filed  6-30-2014.  The 
purpose  of  these  teleconference(s),  is  to 
discuss  specific  topics  of  relevance  for 
consideration  by  the  council  in  order  to 
provide  advice  and  insights  to  the 
Agency  on  en\dronmental  education. 

DATES:  The  National  Environmental 
Education  Advisory  Council  will  hold  a 
public  meeting  (teleconference)  on 
Thursday  August  21,  2014  from  3:00 
p.m.— 4:00  p.m.  (Eastern  Time). 

FOR  FURTHER  INFORMATION  CONTACT:  For 

information  regarding  this  cancellation 
and  rescheduling  of  the  meeting,  please 
contact  Mr.  Javier  Araujo,  Designated 
Federal  Officer  (DFO),  EPA  National 
Environmental  Education  Advisory 
Council,  at  (202)  564-2642  or  email  at: 
Araufo.javieT@epa.gov. 

Dated:  August  6,  2014. 

Javier  Araujo, 

Designated  Federal  Officer. 

|FR  Doc.  2014-19273  Filed  8-13-14;  8:45  am] 
BILLING  CODE  6560-S0-P 


ENVIRONMENTAL  PROTECTION 
AGENCY 

[FRL-9915-20-OGC] 

Proposed  Settlement  Agreement 

AGENCY:  Environmental  Protection 
Agency  (EPA). 

ACTION:  Notice  of  proposed  settlement 
agreement;  request  for  public  comment. 

SUMMARY:  In  accordance  with  section 
113(g)  of  the  Clean  Air  Act,  as  amended 
(“Act”),  notice  is  hereby  given  of  a 
proposed  settlement  agreement  to 
address  lawsuits  filed  by  WildEarth 
Guardians  and  National  Parks 
Conservation  Association  (“NCPA”) 
(collectively  “Petitioners”)  in  the 
United  States  Court  of  Appeals  for  the 
Tenth  Circuit:  WildEarth  Guardians  v. 
EPA,  No.  13-9520  (10th  Cir.)  and 
National  Parks  Conservation 
Association  v.  EPA,  No.  13-9525  (10th 
Cir.).  On  February  25,  2013,  WildEarth 
Guardians  filed  a  petition  for  review 
challenging  EPA’s  approval  of  the 
Colorado  regional  haze  SIP.  Specifically, 
WildEarth  Guardians  challenged  EPA’s 
approval  of  certain  BART  and 
reasonable  progress  determinations  for 
Units  1,  2,  and  3  of  the  Craig  Generating 
Station;  Units  1  and  2  of  the  Comanche 
Power  Station;  Boilers  4  and  5  of  the 
Colorado  Energy  Nations  Company, 
LLLP  facility  at  the  Coors  Brewery  in 
Golden,  Colorado;  and  the  time  by 
which  the  Colorado  regional  haze  SIP 
required  emission  limits  to  be  met  at  the 
these  facilities.  On  March  1,  2013, 

NPCA  filed  a  petition  for  review 
challenging  EPA’s  approval  of  the  NOx 
emission  limits  for  Craig  Units  1,2,  and 
3.  The  proposed  settlement  agreement 
seeks  to  resolve  all  of  Petitioners’  claims 
regarding  the  Craig  Generating  Station 
and  establishes  deadlines  for  the  State 
of  Colorado  to  submit  a  SIP  revision  to 
EPA  and  for  EPA  to  take  action  on  that 
SIP  revision. 

DATES:  Written  comments  on  the 
proposed  settlement  agreement  must  be 
received  by  September  15,  2014. 
ADDRESSES:  Submit  your  comments, 
identified  by  Docket  ID  number  EPA- 
HQ-OGC-2014-0580,  online  at 
www.regulations.gov  (EPA’s  preferred 
method);  by  email  to  oei. docket® 
epa.gov;  by  mail  to  EPA  Docket  Center, 
Environmental  Protection  Agency, 
Mailcode:  2822T,  1200  Pennsylvania 
Ave.  NW.,  Washington,  DC  20460-0001; 
or  by  hand  delivery  or  courier  to  EPA 
Docket  Center,  EPA  West,  Room  3334, 
1301  Constitution  Ave.  NW., 
Washington,  DC,  between  8:30  a.m.  and 
4:30  p.m.  Monday  through  Friday, 
excluding  legal  holidays.  Comments  on 


a  disk  or  CD-ROM  should  be  formatted 
in  Word  or  ASCII  file,  avoiding  the  use 
of  special  characters  and  any  form  of 
encryption,  and  may  be  mailed  to  the 
mailing  address  above. 

FOR  FURTHER  INFORMATION  CONTACT: 
Matthew  C.  Marks,  Air  and  Radiation 
Law  Office  (2344A),  Office  of  General 
Counsel,  U.S.  Enviroiunental  Protection 
Agency,  1200  Pennsylvania  Ave.  NW., 
Washington,  DC  20460;  telephone:  (202) 
564-3276;  fax  number  (202)  564-5603; 
email  address:  marks.matthew@epa.gov. 
SUPPLEMENTARY  INFORMATION: 

I.  Additional  Information  About  the 
Proposed  Settlement  Agreement 

The  proposed  settlement  agreement 
will  resolve  lawsuits  seeking  to  overturn 
EPA’s  final  action  approving  the 
Colorado  regional  haze  SIP  submitted  by 
the  Colorado  Department  of  Public 
Health  and  Environment  (“CDPHE”), 
specifically  EPA’s  approval  of  the 
requirements  related  to  the  Craig 
Generating  Station.  77  FR  76871 
(December  31,  2012)  (“Final  Rule”).  The 
proposed  settlement  agreement  states 
that,  within  ten  business  days  of  the 
final  effective  date  of  the  agreement, 

EPA  will  file  a  motion  with  the  Tenth 
Circuit,  seeking  a  voluntary  remand  to 
EPA  of  those  portions  of  the  Final  Rule 
regarding  EPA’s  approval  of  the 
Colorado  regional  haze  SIP  relating  to 
Craig  Unit  1.  The  proposed  settlement 
agreement  also  states  that  CDPHE 
intends  to  submit  a  proposal  to  revise  its 
SIP  to  EPA  no  later  than  July  31,  2015, 
which  will  include  a  determination  that 
the  NOx  BART  emission  limit  for  Craig 
Unit  1  is  0.07  Ib/MMBtu,  calculated  on 
a  30  boiler-operating-day  rolling 
average,  and  with  a  compliance 
deadline  of  August  31,  2021.  The 
proposed  SIP  revision  will  not  alter  any 
emission  limit  or  compliance  deadline 
for  Craig  Unit  2  or  3.  If  CDPHE 
determines  that  it  will  not  be  able  to 
submit  the  proposed  SIP  revision  to 
EPA  by  July  31,  2015,  or  that  the  terms 
of  the  proposed  SIP  revision  will  not  be 
in  accordance  with  those  set  forth  in  the 
proposed  settlement  agreement,  then  all 
parties  must  be  notified  immediately. 

In  addition,  the  proposed  settlement 
agreement  states  that  no  later  than 
December  31,  2016,  EPA  will  either  take 
final  action  on  the  proposed  SIP 
revision,  or  take  final  action  on  the 
remanded  portion  of  the  Colorado 
regional  haze  SIP  if  CDPHE  has  not 
submitted  the  proposed  SIP  revision  by 
December  31,  2015.  If,  however,  CDPHE 
submits  a  proposed  SIP  revision  that  is 
in  accordance  with  the  proposed 
settlement  agreement  after  December  31, 
2015,  EPA  may,  at  its  election,  take  final 
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action  on  that  submission  by  December 
31,  2016,  rather  than  taking  final  action 
on  the  remanded  portion  of  the 
Colorado  regional  haze  SIP.  Nothing  in 
the  proposed  settlement  agreement 
limits  or  modifies  EPA’s  discretion 
under  the  Clean  Air  Act  in  any  future 
notice-and-comment  rulemaking  or 
otherwise. 

For  a  period  of  thirty  (30)  days 
following  the  date  of  publication  of  this 
notice,  the  Agency  will  accept  written 
comments  relating  to  the  proposed 
settlement  agreement  from  persons  who 
were  not  named  as  parties  or 
intervenors  to  the  litigation  in  question. 
EPA  or  the  Department  of  Justice  may 
withdraw  or  withhold  consent  to  the 
proposed  settlement  agreement  if  the 
comments  disclose  facts  or 
considerations  that  indicate  that  such 
consent  is  inappropriate,  improper, 
inadequate,  or  inconsistent  with  the 
requirements  of  the  Act.  Unless  EPA  or 
the  Department  of  Justice  determines 
that  consent  to  this  settlement 
agreement  should  be  withdrawn,  the 
terms  of  the  agreement  will  be  affirmed. 

II.  Additional  Information  About 
Commenting  on  the  Proposed 
Settlement  Agreement 

A.  How  can  I  get  a  copy  of  the 
settlement  agreement? 

The  official  public  docket  for  this 
action  (identified  by  Docket  ID  No. 
EPA-HQ-OGC-2014-0580)  contains  a 
copy  of  the  proposed  settlement 
agreement.  The  official  public  docket  is 
available  for  public  viewing  at  the 
Office  of  Environmental  Information 
(OEI)  Docket  in  the  EPA  Docket  Center, 
EPA  West,  Room  3334,  1301 
Constitution  Ave.  NW.,  Washington, 

DC.  The  EPA  Docket  Center  Public 
Reading  Room  is  open  from  8:30  a.m.  to 
4:30  p.m.,  Monday  through  Friday, 
excluding  legal  holidays.  The  telephone 
number  for  the  Public  Reading  Room  is 
(202)  566-1744,  and  the  telephone 
number  for  the  OEI  Docket  is  (202)  566- 
1752. 

An  electronic  version  of  the  public 
docket  is  available  through 
www.regulations.gov.  You  may  use  the 
\\n\nv.regulations. gov  to  submit  or  view 
public  comments,  access  the  index 
listing  of  the  contents  of  the  official 
public  docket,  and  to  access  those 
documents  in  the  public  docket  that  are 
available  electronically.  Once  in  the 
system,  key  in  the  appropriate  docket 
identification  number  then  select 
“search”. 

It  is  important  to  note  that  EPA’s 
policy  is  that  public  comments,  whether 
submitted  electronically  or  in  paper, 
will  be  made  available  for  public 


viewing  online  at  www.regulations.gov 
without  change,  unless  the  comment 
contains  copyrighted  material,  CBI,  or 
other  information  whose  disclosure  is 
restricted  by  statute.  Information 
claimed  as  CBI  and  other  information 
whose  disclosure  is  restricted  by  statute 
is  not  included  in  the  official  public 
docket  or  in  the  electronic  public 
docket.  EPA’s  policy  is  that  copyrighted 
material,  including  copyrighted  material 
contained  in  a  public  comment,  will  not 
be  placed  in  EPA’s  electronic  public 
docket  but  will  be  available  only  in 
printed,  paper  form  in  the  official  public 
docket.  Although  not  all  docket 
materials  may  be  available 
electronically,  you  may  still  access  any 
of  the  publicly  available  docket 
materials  through  the  EPA  Docket 
Center. 

B.  How  and  to  whom  do  I  submit 
comments? 

You  may  submit  comments  as 
provided  in  the  ADDRESSES  section. 
Please  ensure  that  your  comments  are 
submitted  within  the  specified  comment 
period.  Comments  received  after  the 
close  of  the  comment  period  will  be 
marked  “late.”  EPA  is  not  required  to 
consider  these  late  comments. 

If  you  submit  an  electronic  comment, 
EPA  recommends  that  you  include  your 
name,  mailing  address,  and  an  email 
address  or  other  contact  information  in 
the  body  of  your  comment  and  with  any 
disk  or  CD  ROM  you  submit.  This 
ensures  that  you  can  be  identified  as  the 
submitter  of  the  comment  and  allows 
EPA  to  contact  you  in  case  EPA  cannot 
read  your  comment  due  to  technical 
difficulties  or  needs  further  information 
on  the  substance  of  your  comment.  Any 
identifying  or  contact  information 
provided  in  the  body  of  a  comment  will 
be  included  as  part  of  the  comment  that 
is  placed  in  the  official  public  docket, 
and  made  available  in  EPA’s  electronic 
public  docket.  If  EPA  cannot  read  your 
comment  due  to  technical  difficulties 
and  cannot  contact  you  for  clarification, 
EPA  may  not  be  able  to  consider  your 
comment. 

Use  of  the  www.regulations.gov  Web 
site  to  submit  comments  to  EPA 
electronically  is  EPA’s  preferred  method 
for  receiving  comments.  The  electronic 
public  docket  system  is  an  “anonymous 
access”  system,  which  means  EPA  will 
not  know  your  identity,  email  address, 
or  other  contact  information  unless  you 
provide  it  in  the  body  of  your  comment. 
In  contrast  to  EPA’s  electronic  public 
docket,  EPA’s  electronic  mail  (email) 
system  is  not  an  “anonymous  access” 
system.  If  you  send  an  email  comment 
directly  to  the  Docket  without  going 
through  www.regulations.gov,  your 


email  address  is  automatically  captured 
and  included  as  part  of  the  comment 
that  is  placed  in  the  official  public 
docket,  and  made  available  in  EPA’s 
electronic  public  docket. 

Dated:  August  6,  2014. 

Lorie  J.  Schmidt, 

Associate  General  Counsel. 

[FR  Doc.  2014-19266  Filed  8-13-14;  8:45  am) 
BILLING  CODE  6560-50-P 


EXPORT-IMPORT  BANK 

[Public  Notice  2014-0037] 

Application  for  Final  Commitment  for  a 
Long-Term  Loan  or  Financial 
Guarantee  in  Excess  of  $100  Miiiion: 
AP088773XX 

AGENCY:  Export-Import  Bank  of  the 
United  States. 

ACTION:  Notice. 

SUMMARY:  This  Notice  is  to  inform  the 
public,  in  accordance  with  Section 
3(c)(10)  of  the  Charter  of  the  Export- 
Import  Bank  of  the  United  States  (“Ex- 
Im  Bank”),  that  Ex-Im  Bank  has  received 
an  application  for  final  commitment  for 
a  long-term  loan  or  financial  guarantee 
in  excess  of  $100  million  (as  calculated 
in  accordance  with  Section  3(c)(10)  of 
the  Charter). 

Comments  received  within  the 
comment  period  specified  below  will  be 
presented  to  the  Ex-Im  Bank  Board  of 
Directors  prior  to  final  action  on  this 
Transaction.  Comments  received  will  be 
made  available  to  the  public. 

DATES:  Comments  must  be  received  on 
or  before  September  8,  2014  to  be 
assured  of  consideration  before  final 
consideration  of  the  transaction  by  the 
Board  of  Directors  of  Ex-Im  Bank. 
ADDRESSES:  Comments  may  be 
submitted  through  Regulations.gov  at 
WWW.REGULATIONS.GOV.  To  submit 
a  comment,  enter  EIB-2014-0037  under 
the  heading  “Enter  Keyword  or  ID”  and 
select  Search.  Follow  the  instructions 
provided  at  the  Submit  a  Comment 
screen.  Please  include  your  name, 
company  name  (if  any)  and  EIB-2014- 
0037  on  any  attached  document. 

Reference:  AP088773XX 

Purpose  and  Use: 

Brief  description  of  the  purpose  of  the 
transaction: 

To  support  the  export  of  U.S.- 
manufactured  goods  and  services  to  be 
used  in  Pemex  oil  and  gas  projects. 

Brief  non-proprietary  description  of 
the  anticipated  use  of  the  items  being 
exported: 

To  be  used  for  Pern  ex’s  on-  and  off¬ 
shore  oil  and  gas  exploration  and 
production  areas. 
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To  the  extent  that  Ex-Im  Bank  is 
reasonably  aware,  the  item(s)  being 
exported  are  not  expected  to  produce 
exports  or  provide  services  in 
competition  with  the  exportation  of 
goods  or  provision  of  services  by  a 
United  States  industry. 

Parties: 

Principal  Supplier;  Solar  Turbines 
International 

Obligor:  Petroleos  Mexicanos 

Guarantor(s):  Pern  ex  Exploracion  y 
Produccion;  Pemex  Refinacion;  Pemex 
Gas  y  Petroquimica  Basica. 

Description  Of  Items  Being  Exported: 
Drilling  rigs,  platform  rentals, 
compressors,  oil  field  services  and 
related  equipment. 

Information  On  Decision:  Information 
on  the  final  decision  for  this  transaction 
will  be  available  in  the  “Summary 
Minutes  of  Meetings  of  Board  of 
Directors”  on  http://exim.gov/ 
ne  wsan  deven  ts/boardmeetings/ board/ 

Confidential  Information:  ftease  note 
that  this  notice  does  not  include 
confidential  or  proprietary  business 
information:  information  which,  if 
disclosed,  would  violate  the  Trade 
Secrets  Act;  or  information  which 
would  jeopardize  jobs  in  the  United 
States  by  supplying  information  that 
competitors  could  use  to  compete  with 
companies  in  the  United  States. 

Lloyd  Ellis, 

Program  Specialist,  Office  of  the  General 
Counsel. 

[FR  Doc.  2014-19205  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6690-01-P 


EXPORT-IMPORT  BANK 

[Public  Notice  2014-0036] 

Application  for  Final  Commitment  for  a 
Long-Term  Loan  or  Financial 
Guarantee  in  Excess  of  $100  Million: 
AP088866XX 

AGENCY:  Export-Import  Bank  of  the 
United  States. 

ACTION:  Notice. 

SUMMARY:  This  Notice  is  to  inform  the 
public,  in  accordance  with  Section 
3(cKl0)  of  the  Charter  of  the  Export- 
Import  Bank  of  the  United  States  (“Ex- 
Im  Bank”),  that  Ex-Im  Bank  has  received 
an  application  for  final  commitment  for 
a  long-term  loan  or  financial  guarantee 
in  excess  of  $100  million  (as  calculated 
in  accordance  with  Section  3(c)  (10)  of 
the  Charter).  Comments  received  within 
the  comment  period  specified  below 
will  be  presented  to  the  Ex-Im  Bank 
Board  of  Directors  prior  to  final  action 
on  this  Transaction. 

DATES:  Comments  must  be  received  on 
or  before  September  8,  2014  to  be 


assured  of  consideration  before  final 
consideration  of  the  transaction  by  the 
Board  of  Directors  of  Ex-Im  Bank. 

ADDRESSES:  Comments  may  be 
submitted  through  Regulations.gov  at 
WWW.REGULATIONS.GOV.  To  submit 
a  comment,  enter  EIB-2014-0036  under 
the  heading  “Enter  Keyword  or  ID”  and 
select  Search.  Follow  the  instructions 
provided  at  the  Submit  a  Comment 
screen.  Please  include  your  name, 
company  name  (if  any)  and  EIB-2014- 
0036  on  any  attached  document. 

Reference:  AP088866XX 
Purpose  and  Use: 

Brief  description  of  the  purpose  of  the 
transaction: 

To  support  the  export  of  U.S.- 
manufactured  commercial  aircraft  to 
Ethiopia. 

Brief  non-proprietary  description  of 
the  anticipated  use  of  the  items  being 
exported: 

To  be  used  by  Ethiopian  Airlines  for 
air  cargo  transport  primarily  between 
Ethiopia  and  other  countries  in  Africa, 
Asia  and  Europe. 

To  the  extent  that  Ex-Im  Bank  is 
reasonably  aware,  the  items  being 
exported  are  not  expected  to  produce 
exports  or  provide  services  in 
competition  with  the  exportation  of 
goods  or  provision  of  services  by  a 
United  States  industry. 

Parties: 

Principal  Supplier:  The  Boeing 
Company 

Obligor:  Ethiopian  Airlines 
Guarantor(s):  None 
Description  Of  Items  Being  Exported: 
Boeing  777  aircraft 

Information  On  Decision:  Information 
on  the  final  decision  for  this  transaction 
will  be  available  in  the  “Summary 
Minutes  of  Meetings  of  Board  of 
Directors”  on  http://exim.gov/ 
newsandevents/boardmeetings /board/ 

Confidential  Information:  Please  note 
that  this  notice  does  not  include 
confidential  or  proprietary  business 
information;  information  which,  if 
disclosed,  would  violate  the  Trade 
Secrets  Act;  or  information  which 
would  jeopardize  jobs  in  the  United 
States  by  supplying  information  that 
competitors  could  use  to  compete  with 
companies  in  the  United  States. 

Lloyd  Ellis, 

Program  Specialist,  Export  Import  Bank. 

[FR  Doc.  2014-19203  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6690-01-P 


EXPORT-IMPORT  BANK 

[Public  Notice  2014-0039] 

Application  for  Final  Commitment  for  a 
Long-Term  Loan  or  Financial 
Guarantee  in  Excess  of  $100  Million: 
AP088346XX 

AGENCY:  Export-Import  Bank  of  the 
United  States. 
action:  Notice. 


SUMMARY:  This  Notice  is  to  inform  the 
public,  in  accordance  with  Section 
3(c)(10)  of  the  Charter  of  the  Export- 
Import  Bank  of  the  United  States  (“Ex- 
Im  Bank”),  that  Ex-Im  Bank  has  received 
an  application  for  final  commitment  for 
a  long-term  loan  or  financial  guarantee 
in  excess  of  $100  million  (as  calculated 
in  accordance  with  Section  3(c)(10)  of 
the  Charter).  Comments  received  within 
the  comment  period  specified  below 
will  be  presented  to  the  Ex-Im  Bank 
Board  of  Directors  prior  to  final  action 
on  this  Transaction.  Comments  received 
will  be  made  available  to  the  public. 
DATES:  Comments  must  be  received  on 
or  before  September  8,  2014  to  be 
assured  of  consideration  before  final 
consideration  of  the  transaction  by  the 
Board  of  Directors  of  Ex-Im  Bank. 
ADDRESSES:  Comments  may  be 
submitted  through  Regulations.gov  at 
\mnV. REGULATIONS. GOV.  To  submit 
a  comment,  enter  EIB-2014-0039  under 
the  heading  “Enter  Keyword  or  ID”  and 
select  Search.  Follow  the  instructions 
provided  at  the  Submit  a  Comment 
screen.  Please  include  your  name, 
company  name  (if  any)  and  EIB-2014- 
0039  on  any  attached  document. 

Reference:  AP088346XX 

Purpose  and  Use: 

Brief  description  of  the  purpose  of  the 
transaction: 

A  loan  guarantee  or  direct  loan  to  a 
United  Kingdom-based  company  to 
support  the  procurement  of  one  U.S. 
manufactured  satellite,  U.S.  supplied 
launch  services  and  U.S.  brokered 
launch  insurance. 

Brief  non-proprietary  description  of 
the  anticipated  use  of  the  items  being 
exported: 

The  loan  will  enable  the  United 
Kingdom-based  company  to  finance  the 
construction  of  one  U.S.  manufactured 
satellite,  the  procurement  of  U.S. 
supplied  launch  services  and  U.S. 
brokered  launch  insurance.  The  satellite 
is  expected  to  provide  the  company 
capacity  to  deliver  retail  and  wholesale 
broadband  internet  service  offerings  to 
customers  in  North  America,  Central 
America,  portions  of  South  America,  the 
Caribbean,  and  North  Atlantic  aviation 
and  maritime  routes. 
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To  the  extent  that  Ex-Im  Bank  is 
reasonably  aware,  the  item(s)  being 
exported  are  not  expected  to  produce 
exports  or  provide  services  in 
competition  with  the  exportation  of 
goods  or  provision  of  services  by  a 
United  States  industry. 

Parties: 

Principal  Supplier:  Boeing  Satellite 
Systems  International. 

Obligor:  ViaSat  Technologies  Ltd. 

Guarantor(s):  ViaSat  Inc. 

Description  Of  Items  Being  Exported: 
Satellite  and  related  equipment,  launch 
services  and  launch  insurance. 

Information  On  Decision:  Information 
on  the  final  decision  for  this  transaction 
will  be  available  in  the  “Summary 
Minutes  of  Meetings  of  Board  of 
Directors”  on  http://exim.gov/ 
newsan  deven  ts/boardmeetings/board/ 

Confidential  Information:  Please  note 
that  this  notice  does  not  include 
confidential  or  proprietary  business 
information;  information  which,  if 
disclosed,  would  violate  the  Trade 
Secrets  Act;  or  information  which 
would  jeopardize  jobs  in  the  United 
States  by  supplying  information  that 
competitors  could  use  to  compete  with 
companies  in  the  United  States. 

Lloyd  Ellis, 

Program  Specialist,  Office  of  the  General 
Counsel. 

[FR  Doc.  2014-19207  Filed  8-13-14;  8:45  am) 
BILLING  CODE  6690-01-P 


EXPORT-IMPORT  BANK 

[Public  Notice  2014-0038] 

Application  for  Finai  Commitment  for  a 
Long-Term  Loan  or  Financiai 
Guarantee  in  Excess  of  $100  Million: 
AP088774XX 

AGENCY:  Export-Import  Bank  of  the 
United  States. 
action:  Notice. 


SUMMARY:  This  Notice  is  to  inform  the 
public,  in  accordance  with  Section 
3(c)(10)  of  the  Charter  of  the  Export- 
Import  Bank  of  the  United  States  (“Ex- 
Im  Bank”),  that  Ex-Im  Bank  has  received 
an  application  for  final  commitment  for 
a  long-term  loan  or  financial  guarantee 
in  excess  of  $100  million  (as  calculated 
in  accordance  with  Section  3(c)(10)  of 
the  Charter). 

Comments  received  within  the 
comment  period  specified  below  will  be 
presented  to  the  Ex-Im  Bank  Board  of 
Directors  prior  to  final  action  on  this 
Transaction.  Comments  received  will  be 
made  available  to  the  public. 

DATES:  Comments  must  be  received  on 
or  before  September  8,  2014  to  be 


assured  of  consideration  before  final 
consideration  of  the  transaction  by  the 
Board  of  Directors  of  Ex-Im  Bank. 
ADDRESSES:  Comments  may  be 
submitted  through  Regulations.gov  at 
iAm^W.HEGULATIONS.GOV.  To  submit 
a  comment,  enter  EIB-2014-0038  under 
the  heading  “Enter  Keyword  or  ID”  and 
select  Search.  Follow  the  instructions 
provided  at  the  Submit  a  Comment 
screen.  Please  include  your  name, 
company  name  (if  any)  and  EIB-2014- 
0038  on  any  attached  document. 
Reference:  AP088774XX 
Purpose  and  Use: 

Brief  description  of  the  purpose  of  the 
transaction: 

To  support  the  export  of  U.S.  small 
business  manufactm:ed  goods  and 
services  to  be  used  in  Pemex  oil  and  gas 
projects. 

Brief  non-proprietary  description  of 
the  anticipated  use  of  the  items  being 
exported: 

To  be  used  for  Pemex’s  on-  and  off¬ 
shore  oil  and  gas  exploration  and 
production  areas. 

To  the  extent  that  Ex-Im  Bank  is 
reasonably  aware,  the  item(s)  being 
exported  are  not  expected  to  produce 
exports  or  provide  services  in 
competition  with  the  exportation  of 
goods  or  provision  of  services  by  a 
United  States  industry. 

Parties: 

Principal  Supplier:  Quantum 
Reservoir  Impact  LLC. 

Obligor:  Petroleos  Mexicanos. 
Guarantor(s):  Pemex  Exploracion  y 
Produccion;  Pemex  Refinacion;  Pemex 
Gas  y  Petroquimica  Basica. 

Description  of  Items  Being  Exported: 
Drilling  rigs,  platform  rentals, 
compressors,  oil  field  services  and 
related  equipment. 

Information  on  Decision:  Information 
on  the  final  decision  for  this  transaction 
will  be  available  in  the  “Summary 
Minutes  of  Meetings  of  Board  of 
Directors”  on  http://exim.gov/ 
newsandevents/boardmeetings/board/. 

Confidential  Information:  Please  note 
that  this  notice  does  not  include 
confidential  or  proprietary  business 
information;  information  which,  if 
disclosed,  would  violate  the  Trade 
Secrets  Act;  or  information  which 
would  jeopardize  jobs  in  the  United 
States  by  supplying  information  that 
competitors  could  use  to  compete  with 
companies  in  the  United  States. 

Lloyd  Ellis, 

Program  Specialist,  Office  of  the  General 
Counsel. 

(FR  Doc.  2014-19206  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6690-01-P 


FEDERAL  MARITIME  COMMISSION 
Notice  of  Agreements  Filed 

The  Commission  hereby  gives  notice 
of  the  filing  of  the  following  agreements 
under  the  Shipping  Act  of  1984. 
Interested  parties  may  submit  comments 
on  the  agreements  to  the  Secretary, 
Federal  Maritime  Commission, 
Washington,  DC  20573,  within  twelve 
days  of  the  date  this  notice  appears  in 
the  Federal  Register.  Copies  of  the 
agreements  are  available  through  the 
Commission’s  Web  site  [www.fmc.gov) 
or  by  contacting  the  Office  of 
Agreements  at  (202)  523-5793  or 
tradeanalysis@fmc.gov. 

Agreement  No.:  011426-055. 

Title:  West  Coast  of  South  America 
Discussion  Agreement. 

Parties:  Compania  Chilena  de 
Navigacion  Interoceanica,  S.A.; 
Compania  Sud  Americana  de  Vapores, 
S.A.;  Frontier  Liner  Services,  Inc.; 
Hamburg-Siid;  Interocean  Lines,  Inc.; 
King  Ocean  Services  Limited,  Inc.; 
Mediterranean  Shipping  Company,  SA; 
Seaboard  Marine  Ltd.;  South  Pacific 
Shipping  Company,  Ltd.  (d/b/a 
Ecuadorian  Line);  and  Trinity  Shipping 
Line. 

Filing  Party:  Wayne  R.  Rohde,  Esq.; 
Cozen  O’Conner;  1627  I  Street  NW., 

Suite  1100;  Washington,  DC  20006- 
4007. 

Synopsis:  The  amendment  deletes 
Interocean  Lines,  Inc.  and  South  Pacific 
Shipping  Company,  Ltd.  (d/b/a 
Ecuadorian  Line)  as  members  from  the 
agreement,  effective  August  16,  2014. 
Agreement  No.:  201225. 

Title:  ITS  Terminal  Cooperative 
Working  Agreement  Port  of  Long  Beach. 

Parties:  Ports  America  Terminal 
Holdings  II,  Inc.;  Kawasaki  Kisen 
Kaisha,  Ltd;  and  International 
Transportation  Services,  Inc. 

Filing  Party:  J.  Michael  Cavanaugh; 
Holland  &  Knight;  800  17th  Street  NW., 
Suite  1100;  Washington,  DC  20006. 

Synopsis:  The  agreement  would 
authorize  the  parties  to  enter  into  a  joint 
venture  to  operate  an  existing  marine 
terminal  at  the  Port  of  Long  Beach.  The 
Parties  request  expedited  review. 
Agreement  No.:  201226. 

Title:  Husky  Terminal  Cooperative 
Working  Agreement  Port  of  Tacoma. 

Parties:  Ports  America  Terminal 
Holdings  II,  Inc.;  Kawasaki  Kisen 
Kaisha,  Ltd;  and  International 
Transportation  Services,  Inc. 

Filing  Party:  J.  Michael  Cavanaugh; 
Holland  &  Knight;  800  17th  Street  NW., 
Suite  1100;  Washington,  DC  20006. 

Synopsis:  The  agreement  would 
authorize  the  parties  to  enter  into  a  joint 
venture  to  operate  an  existing  marine 
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terminal  at  the  Port  of  Tacoma.  The 
Parties  request  expedited  review. 

By  Order  of  the  Federal  Maritime 
Commission. 

Dated:  August  8,  2014. 

Karen  V.  Gregory, 

Secretary. 

(FR  Doc.  2014-19183  Filed  8-13-14;  8:45  am] 
BILLING  CODE  6730-01-P 


FEDERAL  RESERVE  SYSTEM 

Change  in  Bank  Control  Notices; 
Acquisitions  of  Shares  of  a  Bank  or 
Bank  Holding  Company 

The  notificants  listed  below  have 
applied  under  the  Change  in  Bank 
Control  Act  (12  U.S.C.  1817(j))  and 
§  225.41  of  the  Board’s  Regulation  Y  (12 
CFR  225.41)  to  acquire  shares  of  a  bank 
or  bank  holding  company.  The  factors 
that  are  considered  in  acting  on  the 
notices  are  set  forth  in  paragraph  7  of 
the  Act  (12  U.S.C.  1817(j)(7)). 

The  notices  are  available  for 
immediate  inspection  at  the  Federal 
Reserv^e  Bank  indicated.  The  notices 
also  will  be  available  for  inspection  at 
the  offices  of  the  Board  of  Governors. 
Interested  persons  may  express  their 
views  in  writing  to  the  Resen^e  Bank 
indicated  for  that  notice  or  to  the  offices 
of  the  Board  of  Governors.  Comments 
must  be  received  not  later  than  August 
27,  2014. 

A.  Federal  Reserve  Bank  of  Atlanta 
(Chapelle  Davis,  Assistant  Vice 
President)  1000  Peachtree  Street  NE., 
Atlanta,  Georgia  30309: 

1.  Andrew  Litsch  and  Joshua  Litsch, 
both  of  Edmond,  Oklahoma,  to  acquire 
control  of  First  of  Grandfield 
Corporation,  parent  of  First  State  Bank, 
both  in  Grandfield,  Oklahoma. 

Board  of  Governors  of  the  Federal  Reserve 
System,  August  11,  2014. 

Michael  J.  Lewandowski, 

Assistant  Secretary  of  the  Board. 

[FR  Doc.  2014-19258  Filed  8-13-14;  8:45  am] 
BILLING  CODE  6210-01-P 


FEDERAL  RETIREMENT  THRIFT 
INVESTMENT  BOARD 

Sunshine  Act  Meeting 

TIME  AND  DATE:  8:30  a.m.  (Eastern  Time) 
August  21,  2014. 

PLACE:  10th  Floor  Board  Meeting,  Room 
77  K  Street  NE.,  Washington,  DC  20002. 
STATUS:  Open  to  the  public. 

MATTERS  TO  BE  CONSIDERED: 


Open  to  the  Public 

1 .  Approval  of  the  Minutes  of  the  July 

28,  2014  Board  Member  Meeting 

2.  Monthly  Reports 

a.  Monthly  Participant  Activity  Report 

b.  Quarterly  Investment  Report 

c.  Legislative  Report 

3.  Quarterly  Metrics  Reports 

4.  Office  of  Enterprise  Risk  Management 

(OERM)  Report 

5.  FY  15  Budget  Re\dew  and  Approval 
CONTACT  PERSON  FOR  MORE  INFORMATION: 
Kimberly  Weaver,  Director,  Office  of 
External  Affairs,  (202)  942-1640. 

Dated:  August  12,  2014. 

James  Petrick, 

General  Counsel,  Federal  Retirement  Thrift 
Investment  Board. 

[FR  Doc.  2014-19379  Filed  8-12-14;  4:15  pm] 
BILLING  CODE  6760-01-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Centers  for  Disease  Control  and 
Prevention 

[60Day-14-14ARR] 

Proposed  Data  Collections  Submitted 
for  Public  Comment  and 
Recommendations 

The  Centers  for  Disease  Control  and 
Prevention  (CDC),  as  part  of  its 
continuing  effort  to  reduce  public 
burden,  invites  the  general  public  and 
other  Federal  agencies  to  take  this 
opportunity  to  comment  on  proposed 
and/or  continuing  information 
collections,  as  required  by  the 
Paperwork  Reduction  Act  of  1995.  To 
request  more  information  on  the  below 
proposed  project  or  to  obtain  a  copy  of 
the  information  collection  plan  and 
instruments,  call  404-639-7570  or  send 
comments  to  Leroy  Richardson,  1600 
Clifton  Road,  MS-D74,  Atlanta,  GA 
30333  or  send  an  email  to  onib@cdc.gov. 

Comments  submitted  in  response  to 
this  notice  will  be  summarized  and/or 
included  in  the  request  for  Office  of 
Management  and  Budget  (0MB) 
approval.  Comments  are  invited  on:  (a) 
Whether  the  proposed  collection  of 
information  is  necessary  for  the  proper 
performance  of  the  functions  of  the 
agency,  including  whether  the 
information  shall  have  practical  utility; 
(b)  the  accuracy  of  the  agency’s  estimate 
of  the  burden  of  the  proposed  collection 
of  information;  (c)  ways  to  enhance  the 
quality,  utility,  and  clarity  of  the 
information  to  be  collected;  (d)  ways  to 
minimize  the  burden  of  the  collection  of 
information  on  respondents,  including 
through  the  use  of  automated  collection 


techniques  or  other  forms  of  information 
technology;  and  (e)  estimates  of  capital 
or  start-up  costs  and  costs  of  operation, 
maintenance,  and  purchase  of  services 
to  provide  information.  Burden  means 
the  total  time,  effort,  or  financial 
resources  expended  by  persons  to 
generate,  maintain,  retain,  disclose  or 
provide  information  to  or  for  a  Federal 
agency.  This  includes  the  time  needed 
to  review  instructions;  to  develop, 
acquire,  install  and  utilize  technology 
and  systems  for  the  purpose  of 
collecting,  validating  and  verifying 
information,  processing  and 
maintaining  information,  and  disclosing 
and  providing  information;  to  train 
personnel  and  to  be  able  to  respond  to 
a  collection  of  information,  to  search 
data  sources,  to  complete  and  review 
the  collection  of  information;  and  to 
transmit  or  otherwise  disclose  the 
information.  Written  comments  should 
be  received  within  60  days  of  this 
notice. 

Proposed  Project 

Drug  Overdose  Response  Investigation 
(DORI)  Data  Collections — New — 
National  Center  for  Injury  Prevention 
and  Control  (NCIPC),  Centers  for 
Disease  Control  and  Prevention  (CDC). 

Background  and  Brief  Description 

State  and  local  health  authorities 
frequently  call  upon  CDC’s  National 
Center  for  Injury  Prevention  and  Control 
(NCIPC)  to  assist  in  their  response  to 
urgent  public  health  problems  resulting 
from  drug  use,  misuse,  abuse,  and 
overdose.  When  called,  NCIPC  supports 
the  states  and  local  health  authorities  by 
conducting  Drug  Overdose  Response 
Investigations  (DORI),  which  entails  a 
rapid  and  flexible  epidemiological 
response.  Urgent  requests  such  as  DORIs 
depend  on  the  time  and  resources 
available,  number  of  persons  involved, 
and  other  circumstances  unique  to  the 
urgent  conditions  at  hand  and  usually 
involve  the  development  of  procedures, 
specific  data  collection  instruments,  and 
the  collection  of  critical  data. 

This  request  is  for  a  new  generic 
approval  to  conduct  information 
collections  during  DORIs.  A  three-year 
clearance  is  requested  to  ensure:  (1) 

Rapid  deployment  data  collection  tools 
and  (2)  timely  information  collection  of 
vital  information.  Of  particular  interest 
is  response  to  increasing  trends  in,  or 
changing  characteristics  of,  overdose 
from  prescription  drugs  (with  a  special 
interest  in  opioid  analgesics  such  as 
oxycodone  or  methadone; 
benzodiazepines  such  as  alprazolam) 
and/or  illicit  drugs  (e.g.,  heroin). 

Specifically,  this  request  covers 
investigative  collections  with  the 
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following  aims:  (1)  To  understand 
sudden  increases  in  drug  use  and 
misuse  associated  with  fatal  and 
nonfatal  overdoses;  (2)  to  understand 
the  drivers  and  risk  factors  associated 
with  those  trends;  and  (3)  to  identify  the 
groups  most  affected.  This  will  allow 
CDC  to  effectively  advise  states  on 
recommended  actions  to  control  local 
epidemics.  Thus,  the  ultimate  goals  of 
these  collections  are  to  minimize 
adverse  health  consequences,  provide 
epidemiological  data  collection  support 
to  the  states  and,  based  on  the  findings 
from  the  investigation,  appropriately 
assist  with  implementation  of 
prevention  and  control  measures. 

Data  are  collected  by  epidemiologists, 
psychologists,  medical  professionals, 
subject  matter  experts,  and 
biostatisticians.  Examples  of  data 
collection  modes  that  may  be  employed 
during  DORls  include:  Archival  record 
abstractions  and  reviews,  face-to-face 
interviews,  telephone  interviews,  web- 
based  questionnaires,  and  self- 
administered  questionnaires. 

For  example,  information  collected 
through  archival  chart  review  from 


hospitals  and  medical  examiners  could 
include  demographics,  drug  use  history, 
reported  medical  and  mental  health 
conditions,  place  of  overdose,  place  of 
death,  drug  paraphernalia  on  the  scene, 
mode  of  administration,  observers 
present,  naloxone  administration, 
hospital  admittance,  autopsy  findings, 
toxicology  results,  and  so  forth. 
Information  collected  through 
interviews  with  representatives  from 
agencies  involved  in  preventing, 
intervening,  or  responding  to  drug 
overdose  could  include  professional 
history,  personal  experience  with  drug 
overdose  cases  or  investigations, 
prevention  or  intervention  efforts 
engaged  in,  perceptions  of 
characteristics  of  or  changes  in  drug 
overdose  cases  (e.g.,  transition  from 
opioids  to  heroin;  increasing  or 
decreasing  rates),  and  so  forth. 

Collection  of  information  from  nonfatal 
overdose  victims,  and  friends  and 
family  of  overdose  victims  could 
include  substance  use  history, 
prescription  drug  history,  number  of 
providers  and  pharmacies  used,  pain 

Estimated  Annualized  Burden  Hours 


history,  co-occurring  health  conditions 
(e.g.,  abnormal  snoring  indicative  of 
respiratory  depression),  mental  health 
conditions  (e.g.,  depression,  anxiety 
disorders),  enrollment  in  drug  treatment 
program,  sources  of  drugs,  route  of  drug 
administration,  criminal  history,  and  so 
forth.  Finally,  collection  of  spatial 
information  could  be  obtained  through 
city,  county,  and  state  government 
agencies  to  determine  structural  and 
environmental  factors  associated  with 
location  of  overdose  deaths. 

Respondent  type  will  also  vary  by 
investigation,  but  will  include 
organizations  typically  involved  in 
prevention,  intervention,  and  response 
to  drug  overdose  (e.g.,  public  health, 
law  enforcement  authorities,  health 
systems,  and  community  organizations. 
Respondents  also  may  include  victims 
of  non-fatal  drug  overdoses,  as  well  as 
family  and  friends  of  victims. 

During  a  DORI,  data  are  collected 
once,  with  the  rare  need  for  follow-up. 
There  are  no  costs  to  respondents  other 
than  their  time. 


Type  of  respondent 


Drug  Overdose  Response  Investiga¬ 
tion  Participants. 


Total 


Form  name 

I 

j  Number  of 
respondents 

i 

Number  of 
responses 
per 

respondent 

Average 
burden  per 
response 
(in  hours) 

Total 

burden 

hours 

Drug  Overdose  Response  Inves¬ 
tigation  Data  Collection  Instru¬ 
ments. 

2,700 

1 

.5 

1,350 

1,350 

Leroy  Richardson, 

Chief,  Information  Collection  Review  Office, 
Office  of  Scientific  Integrity,  Office  of  the 
Associate  Director  for  Science,  Office  of  the 
Director,  Centers  for  Disease  Control  and 
Prevention. 

[FR  Doc.  2014-19245  Filed  8-13-14;  8:45  am) 

BILLING  CODE  4163-18-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Centers  for  Disease  Control  and 
Prevention 

Advisory  Committee  on  Breast  Cancer 
in  Young  Women  (ACBCYW) 

Correction 

The  notice  for  this  August  11,  2014 
meeting  was  published  in  the  Federal 
Register  on  July  15,  2014,  Volume  79, 
Number  135,  Page  41289.  Due  to 
unforeseen  technological  issues,  the 
previously  published  Web  access  has 
been  changed.  This  change  occurred  too 


close  to  the  meeting  date  for  CDC  to  be 
able  to  provide  advance  notification  to 
the  public.  The  revised  web  access 
information  and  link  were  posted  on  the 
committee  Web  site  in  advance  of  the 
meeting;  and  the  information  was 
announced  during  the  meeting  for 
members  of  the  public  who  joined  the 
meeting  by  phone. 

For  additional  information  on 
ACBCYW  please  visit  the  ACBCYW  site: 
http://www.cdc.gov/cancer/breast/ 
what_cdc_is_doing/young_women.htm 
Contact  Person  for  More  Information: 
Temeika  L.  Fairley,  Ph.D.,  Designated 
Federal  Officer,  National  Center  for 
Chronic  Disease  Prevention  and  Health 
Promotion,  CDC,  5770  Buford  Highway, 
NE.,  Mailstop  F76,  Atlanta,  Georgia 
30341,  Telephone  (770)  488-4518,  Fax 
(770)  488-4760,  Email:  acbcyw@cdc.gov 
The  Director,  Management  Analysis 
and  Services  Office,  has  been  delegated 
the  authority  to  sign  Federal  Register 
notices  pertaining  to  announcements  of 
meetings  and  other  committee 


management  activities  for  both  the 
Centers  for  Disease  Control  and 
Prevention  and  the  Agency  for  Toxic 
Substances  and  Disease  Registry. 

Gary  J.  Johnson, 

Acting  Director,  Management  Analysis  and 
Services  Office,  Centers  for  Disease  Control 
and  Prevention. 

[FR  Doc.  2014-19202  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 

[Docket  No.  FDA-201 3-N-1 11 9] 

Agency  Information  Collection 
Activities;  Submission  for  Office  of 
Management  and  Budget  Review; 
Comment  Request;  Food  Canning 
Establishment  Registration,  Process 
Filing,  and  Recordkeeping  for  Acidified 
Foods  and  Thermally  Processed  Low- 
Acid  Foods  in  Hermeticaily  Seaied 
Containers 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

ACTION:  Notice. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA)  is  announcing 
that  a  proposed  collection  of 
information  has  been  submitted  to  the 
Office  of  Management  and  Budget 
(0MB)  for  review  and  clearance  under 
the  Paperwork  Reduction  Act  of  1995. 
DATES:  Fax  WTitten  comments  on  the 
collection  of  information  by  September 
15,  2014. 

ADDRESSES:  To  ensure  that  comments  on 
the  information  collection  are  received, 
0MB  recommends  that  written 
comments  be  faxed  to  the  Office  of 
Information  and  Regulatory  Affairs, 
0MB,  Attn:  FDA  Desk  Officer,  FAX: 
202-395-7285,  or  emailed  to  oira_ 
submission@omb.eop.gov.  All 
comments  should  be  identified  with  the 
0MB  control  number  0910-0037.  Also 
include  the  FDA  docket  number  found 
in  brackets  in  the  heading  of  this 
document. 

FOR  FURTHER  INFORMATION  CONTACT:  FDA 

PRA  Staff,  Office  of  Operations,  Food 
and  Drug  Administration,  8455 
Colesville  Rd.,  COLE-14526,  Silver 
Spring,  MD  20993-0002,  PHAStaff@ 
fda.hhs.gov. 

SUPPLEMENTARY  INFORMATION:  In 

compliance  with  44  U.S.C.  3507,  FDA 
has  submitted  the  following  proposed 
collection  of  information  to  OMB  for 
review  and  clearance. 

Food  Canning  Establishment 
Registration,  Process  Filing,  and 
Recordkeeping  for  Acidified  Foods 
and  Thermally  Processed  Low- Acid 
Foods  in  Hermetically  Sealed 
Containers — 21  CFR  108.25  and 
108.35,  and  Parts  113  and  114  (OMB 
Control  Number  0910-0037) — 
Revision 

Section  402  of  the  Federal  Food,  Drug, 
and  Cosmetic  Act  (the  FD&C  Act)  (21 
U.S.C.  342)  deems  a  food  to  be 
adulterated,  in  part,  if  the  food  bears  or 


contains  any  poisonous  or  deleterious 
substance  which  may  render  it  injurious 
to  health.  Section  301(a)  of  the  FD&C 
Act  (21  U.S.C.  331(a))  prohibits  the 
introduction  or  delivery  for  introduction 
into  interstate  commerce  of  adulterated 
food.  Under  section  404  of  the  FD&C 
Act  (21  U.S.C.  344),  our  regulations 
require  registration  of  food  processing 
establishments,  filing  of  process  or  other 
data,  and  maintenance  of  processing 
and  production  records  for  acidified 
foods  and  thermally  processed  low-acid 
foods  in  hermetically  sealed  containers. 
These  requirements  are  intended  to 
ensure  safe  manufacturing,  processing, 
and  packing  procedures  and  to  permit 
us  to  verify  that  these  procedures  are 
being  followed.  Improperly  processed 
low-acid  foods  present  life-threatening 
hazards  if  contaminated  with  foodbome 
microorganisms,  especially  Clostridium 
botulinum.  The  spores  of  C.  botulinum 
need  to  be  destroyed  or  inhibited  to 
avoid  production  of  the  deadly  toxin 
that  causes  botulism.  This  is 
accomplished  with  good  manufacturing 
procedures,  which  must  include  the  use 
of  adequate  heat  processes  or  other 
means  of  preservation. 

To  protect  the  public  health,  om: 
regulations  require  that  each  firm  that 
manufactures,  processes,  or  packs 
acidified  foods  or  thermally  processed 
low-acid  foods  in  hermetically  sealed 
containers  for  introduction  into 
interstate  commerce  register  the 
establishment  with  us  using  Form  FDA 
2541  (§§  108.25(c)(1)  and  108.35(c)(2) 

(21  CFR  108.25(c)(1)  and  108.35(c)(2))). 
In  addition  to  registering  the  plant,  each 
firm  is  required  to  provide  data  on  the 
processes  used  to  produce  these  foods, 
using  Form  FDA  2541a  for  all  methods 
except  aseptic  processing,  or  Form  FDA 
2541c  for  aseptic  processing  of  low-acid 
foods  in  hermetically  sealed  containers 
(§§  108.25(c)(2)  and  108.35(c)(2)).  Plant 
registration  and  process  filing  may  be 
accomplished  simultaneously.  Process 
data  must  be  filed  prior  to  packing  any 
new  product,  and  operating  processes 
and  procedures  must  be  posted  near  the 
processing  equipment  or  made  available 
to  the  operator  (21  CFR  113.87(a)). 

Regulations  in  parts  108, 113,  and  114 
(21  CFR  parts  108,  113,  and  114)  require 
firms  to  maintain  records  showing 
adherence  to  the  substantive 
requirements  of  the  regulations.  These 
records  must  be  made  available  to  FDA 
on  request.  Firms  also  must  document 
corrective  actions  when  process  controls 
and  procedures  do  not  fall  within 
specified  limits  (§§  113.89,  114.89,  and 
114.100(c));  report  any  instance  of 
potential  health-endangering  spoilage, 
process  deviation,  or  contamination 
with  microorganisms  where  any  lot  of 


the  food  has  entered  distribution  in 
commerce  (§§  108.25(d)  and  108.35(d) 
and  (e));  and  develop  and  keep  on  file 
plans  for  recalling  products  that  may 
endanger  the  public  health  (§§  108.25(e) 
and  108.35(f)).  To  permit  lots  to  be 
traced  after  distribution,  acidified  foods 
and  thermally  processed  low-acid  foods 
in  hermetically  sealed  containers  must 
be  marked  with  an  identifying  code 
(§§  113.60(c)  (thermally  processed 
foods)  and  114.80(b)  (acidified  foods)). 

The  records  of  processing  information 
are  periodically  reviewed  during  factory 
inspections  by  FDA  to  verify  fulfillment 
of  the  requirements  in  21  CFR  parts  113 
or  114.  Scheduled  thermal  processes  are 
examined  and  reviewed  to  determine 
their  adequacy  to  protect  public  health. 
In  the  event  of  a  public  health 
emergency,  records  are  used  to  pinpoint 
potentially  hazardous  foods  rapidly  and 
thus  limit  recall  activity  to  affected  lots. 

As  described  in  our  regulations, 
processors  may  obtain  the  paper 
versions  of  Forms  FDA  2541,  FDA 
2541a,  and  FDA  2541c  by  contacting  us 
at  a  particular  address.  Processors  mail 
completed  paper  forms  to  us.  However, 
processors  who  are  subject  to  §§  108.25, 
108.35,  or  both,  have  an  option  to 
submit  Forms  FDA  2541,  FDA  2541a, 
and  FDA  2541c  electronically  (see  76  FR 
11783  at  11785,  March  3,  2011). 

In  a  notice  published  in  the  Federal 
Register  of  September  18,  2013  (78  FR 
57391)  (the  September  18,  2013  notice), 
we  provided  notice  that  we  are  updating 
the  process  filing  portion  of  the 
electronic  submission  system  to 
incorporate  “smartform”  technology. 

The  updated  process  filing  portion  of 
the  electronic  submission  system  will 
query  the  processor  about  the  processes 
used  to  produce  the  food  and  present 
only  those  data  entry  fields  that  are 
applicable.  This  will  reduce  the  burden 
on  processors  and  reduce  errors  in 
process  filing  because  processors  will 
no  longer  need  to  evaluate  whether 
particular  data  entry  fields  are 
applicable  to  their  products.  For 
example,  when  a  processor  submits  a 
process  filing  for  a  product  that  is 
processed  using  a  low-acid  retorted 
method  with  a  process  mode  of 
“agitating,”  smartform  technology 
would  bypass  questions  that  are  not 
applicable  to  this  process  mode  option. 

Although  we  encourage  commercial 
processors  to  use  the  electronic 
submission  system  for  plant  registration 
and  process  filing,  we  will  continue  to 
make  paper-based  forms  available.  To 
standardize  the  burden  associated  with 
process  filing,  regardless  of  whether  the 
process  filing  is  submitted  electronically 
or  using  a  paper  form,  we  are  proposing 
to  eliminate  Forms  FDA  2541a  and  FDA 
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2541c  and  replace  these  two  forms  with 
a  total  of  four  forms.  Each  of  the  four 
proposed  replacement  forms  will 
pertain  to  a  specific  type  of  commercial 
processing  and  will  be  available  both  on 
the  electronic  submission  system  and  as 
a  paper-based  form.  The  electronic 
submission  system  and  the  paper-based 
form  will  “mirror”  each  other  to  the 
extent  practicable.  The  four  proposed 
replacement  process  filing  forms  are  as 
follows: 

•  Form  FDA  2541d  (Food  Process 
Filing  for  Low-Acid  Retorted  Method); 

•  Form  FDA  2541e  (Food  Process 
Filing  For  Acidified  Method); 

•  Form  FDA  2541f  (Food  Process 
Filing  for  Water  Activity/Formulation 
Control  Method);  and 

•  Form  FDA  2541g  (Food  Process 
Filing  for  Low-Acid  Aseptic  Systems). 

Some  of  the  data  entry  fields  on  the 
four  proposed  replacement  process 
filing  forms  are  not  on  current  Forms 
FDA  2541a  and  FDA  2541c.  We  added 
certain  data  entry  fields  to  improve  the 
efficiency  of  our  review  of  the  process 
filings.  For  example,  the  four  proposed 
replacement  forms  include  data  entry 
fields  for  the  “food  product  group” 

(such  as  liquid,  ready-to-eat  “breakfast 
foods”).  We  estimate  that  any  time  it 
would  take  to  provide  such  information 
not  already  on  Form  FDA  2541a  or  FDA 
2541c  would  be  offset  by  the  time 
processors  will  save  by  not  having  to 
evaluate  whether  certain  data  entry 
fields  on  Form  FDA  2541a  or  FDA 
2541c  are  applicable  to  their  products. 

In  accordance  with  5  CFR  1320.8(d), 
we  requested  public  comment  on  the 
proposed  information  collection  in  the 
September  18,  2013,  notice.  We 
extended  the  comment  period  for  an 
additional  90  days  on  November  18, 
2013.  We  received  five  comments  in 
response  to  the  notice,  each  addressing 
one  or  more  topics. 

(Comment  1)  One  comment 
expressed  concern  that  it  would  have  to 
resubmit  all  previously  submitted 
process  filings. 

(Response)  There  is  no  need  to 
resubmit  previously  submitted  process 
filings.  Previously  submitted  process 
filings  will  remain  valid  provided  that 
the  information  in  the  previously 
submitted  filings  is  still  current. 

(Comment  2)  One  comment 
expressed  concern  that  we  are  planning 
to  eliminate  electronic  submission. 

(Response)  We  are  not  planning  to 
eliminate  electronic  submission  for 
process  filing  and  registration.  When  we 
published  the  notice  on  September  18, 
2013,  we  made  the  revised  paper  forms 
available  for  review  so  that  interested 
parties  could  comment  on  their  content 
and  format.  As  a  result  of  the  comments. 


we  have  updated  the  draft  revised 
forms.  Once  we  receive  OMB  approval 
of  the  revised  information  collection,  we 
will  update  the  electronic  system  so  that 
the  information  requested  in  the 
electronic  system  mirrors  the 
information  requested  on  the  revised 
paper  forms. 

[Comment  3)  One  comment  asserted 
that  we  do  not  have  legal  authority  to 
use  Form  FDA  2541e  for  the  purpose  of 
submitting  a  voluntary  process  filing. 

(Response)  We  disagree  with  the 
comment’s  assertion  that  we  do  not 
have  the  legal  authority  to  permit  a 
manufacturer  to  provide  a  voluntary 
process  filing  submission  to  FDA  on 
Form  FDA  2541e.  The  scope  of  the 
voluntary  submission  discussed  in  this 
document  is  limited  to  certain  food 
products  (that  is,  fermented  foods  that 
have  a  finished  equilibrium  pH  of  4.6  or 
below  and  acid  foods  with  small 
amounts  of  added  low-acid  ingredients) 
whose  regulatory  classification  is  not 
obvious  when  we  look  at  the  product 
and  the  product  label.  FDA  has  long 
regarded  it  to  be  a  prudent  practice  for 
manufacturers  of  foods  to  work 
cooperatively  with  FDA  to  ensure  that 
their  products  are  safe  and  comply  with 
all  applicable  legal  requirements. 
Consequently,  we  have  proposed  to 
institute  the  voluntary  consultation 
process  discussed  in  this  document.  The 
draft  guidance  document,  “Guidance  for 
Industry:  Submitting  Form  FDA  2541 
(Food  Canning  Establishment 
Registration)  and  Forms  FDA  2541  d, 

FDA  2541e,  FDA  254lf,  and  FDA  2541g 
(Food  Process  Filing  Forms)  to  FDA  in 
Electronic  or  Paper  Format  (January 
2014),”  available  on  FDA’s  Web  site  at 
http://www.fda.gov/FoodGuidances, 
describes  the  scope  and  purpose  of  this 
process  in  section  II. C,  and  we  expect  to 
issue  final  guidance  on  or  about  the  date 
that  Form  FDA  2541e  becomes 
operational,  along  with  the  other  revised 
forms  discussed  in  this  document.  The 
ability  to  submit  a  voluntary  submission 
fosters  communication  by  encouraging 
manufacturers  to  submit  their 
processing  techniques  to  FDA  for  an 
early  evaluation  of  whether  their 
product  satisfies  the  criteria  for  being 
excluded  from  the  coverage  of  part  114. 
Such  communication  will  help  to 
ensure  that  any  potential  food  safety 
issues  are  resolved  before  the  product  is 
marketed  and  will  help  to  ensure  that 
processing  techniques  used  by 
manufacturers  are  in  full  compliance 
with  the  standards  of  the  FD&C  Act. 

FDA  is  instituting  this  voluntary 
consultation  process  under  our  broad 
statutory  authority,  found  in  section 
1003  of  the  FD&C  Act  (21  U.S.C.  393), 
to  protect  the  public  health  by  ensuring 


that  foods  are  safe,  wholesome,  sanitary, 
and  properly  labeled  and  the 
prohibitions  regarding  adulterated  food 
in  section  402(a)(1)  of  the  FD&C  Act  (21 
U.S.C.  342(a)(1)). 

(Comment  4)  One  comment 
expressed  concern  that  a  manufacturer 
of  a  product  that  satisfies  the  criteria  for 
being  excluded  from  the  coverage  of 
part  114  who  submits  a  voluntary 
submission  will  be  held  to  the  same 
regulations  that  acidified  products  are 
held  to  with  regard  to  inspections  and 
recordkeeping.  As  a  result,  we  would  be 
making  substantial  changes  to  part  114 
without  notice  and  comment 
rulemaking. 

(Response)  A  voluntary  process 
filing  submission  to  FDA  on  Form  FDA 
2541e  allows  manufacturers  to  submit 
their  processing  techniques  to  FDA  for 
an  early  evaluation  of  whether  their 
product  satisfies  the  criteria  for  being 
excluded  from  the  coverage  of  part  114. 
If  the  product  satisfies  the  criteria  for 
being  excluded  from  the  coverage  of 
part  114,  the  product  is  not  subject  to 
the  inspection  and  recordkeeping 
regulations  in  part  114  and  has  not 
become  subject  to  those  regulations  as  a 
result  of  the  submission  and 
consultation.  However,  if  after  careful 
review  of  the  voluntary  submission  we 
conclude  that  the  product  does  not 
satisfy  the  criteria  for  being  excluded 
from  the  coverage  of  part  114,  then  we 
would  advise  the  manufacturer  of  our 
determination  that  the  product  is  an 
acidified  food  subject  to  part  114  and 
that  a  process  filing  as  an  acidified  food 
must  be  submitted  for  the  product. 

(Comment  5)  One  comment 
expressed  concern  that  the  “voluntary 
process  filing”  is  not  “voluntary” 
because  it  asserted  our  inspectors  will 
expect  all  manufacturers  of  products 
that  are  excluded  from  the  coverage  of 
part  114  to  voluntarily  file,  thereby 
making  the  process  effectively 
mandatory. 

(Response)  The  voluntary 
submission  process  is  only  available  to 
manufacturers  of  certain  food  products 
(that  is,  fermented  foods  that  have  a 
finished  equilibrium  pH  of  4.6  or  below 
and  acid  foods  with  small  amounts  of 
added  low-acid  ingredients)  whose 
regulatory  classification  is  not  obvious 
when  we  look  at  the  product  and  the 
product  label.  For  example,  we  can 
easily  determine  that  products  such  as 
refrigerated  foods  and  carbonated 
beverages  are  excluded  from  the 
coverage  of  part  114  by  looking  at  the 
product  or  the  product  label.  In 
response  to  comments,  we  have  revised 
our  guidance  and  the  instructions  for 
voluntary  submissions  to  clarify  those 
products  for  which  a  voluntary 
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submission  would  or  would  not  be 
accepted.  In  the  event  that  we  receive  a 
voluntary  submission  for  a  product  that 
is  not  eligible  for  the  review,  we  will 
respond  to  the  submission  by  notifying 
the  manufacturer  of  the  error.  We  will 
not  add  the  product  to  our  database. 
Thus,  ineligible  submissions  will  be 
rejected  and  will  not  result  in  additional 
information  in  our  database.  In 
summary,  our  inspectors  will  not  expect 
all  manufacturers  to  submit  voluntary 
submissions  because  not  all  products 
are  eligible  for  the  process  and  no 
advantage  is  obtained  from  a  voluntary 
submission  for  an  ineligible  product. 

(Comment  6)  One  comment 
expressed  concern  that  voluntary 
submitters  who  choose  to  use  the 
electronic  submission  system  would  not 
be  able  to  access  and  view  their 
submissions. 

(Response)  A  voluntary  submission 
on  Form  FDA  2541e  that  is  submitted 
electronically  may  be  accessed  and 
viewed  in  the  same  manner  as  a 
required  process  filing  on  Form  FDA 
2541e  that  is  submitted  electronically. 

(Comment  7)  One  comment 
suggested  that  voluntary  submission 
may  create  confusion  by  subjecting  a 
non-covered  product  (that  is  a 
refrigerated  food  or  a  fermented  food)  to 
the  acidified  food  regulations, 

(Response)  As  discussed  in  the 
response  to  Comment  4,  if  a  product 
satisfies  the  criteria  for  being  excluded 
from  the  coverage  of  part  114,  the 
product  is  not  subject  to  the  inspection 
and  recordkeeping  regulations  in  part 
114  and  will  not  become  subject  to 
those  regulations  as  a  result  of  a 
voluntar)'  submission.  We  can  easily 
determine  that  some  products  such  as 
refrigerated  foods  and  carbonated 
beverages  are  excluded  from  the 
coverage  of  part  114  by  looking  at  the 
product  or  the  product  label.  The 
voluntary  submission  process  is  only 
available  to  manufacturers  of  certain 
food  products  (that  is,  fermented  foods 
that  have  a  finished  equilibrium  pH  of 
4.6  or  below  and  acid  foods  with  small 
amounts  of  added  low-acid  ingredients) 
whose  regulatory  classification  is  not 
obvious  when  we  look  at  the  product 
and  the  product  label. 

(Comment  8)  One  comment  stated 
that  the  current,  “Acidified  and  Low- 
Acid  Canned  Foods:  Draft  Guidance: 
Acidified  Foods  (September,  2010),” 
does  not  provide  guidance  on  what 
constitutes  a  fermented  food. 

(Response)  As  discussed  in  section 
III.C  of  the  guidance,  fermented  foods 
(such  as  some  kinds  of  sauerkraut, 
cucumber  pickles,  and  green  olives)  are 
low  acid  foods  that  have  been  subjected 
to  the  action  of  microorganisms  to 


reduce  the  pH  of  the  food  to  4.6  or 
below. 

(Comment  9)  One  comment 
suggested  that  the  voluntary  submission 
process  creates  unnecessary  burdens  for 
both  industry  and  FDA  and  that  there 
will  be  no  benefit  derived  from  the 
consultation  process. 

(Response)  Manufacturers  are  free  to 
decide  whether  to  make  a  voluntary 
submission,  and  we  believe  that  some 
manufacturers  may  choose  to  do  so  to 
participate  in  the  voluntary  consultation 
process.  Such  consultation  may  enable 
us  to  more  easily  determine  the 
regulatory  classification  of  a  product. 

For  a  domestic  product,  this  may  reduce 
the  time  it  takes  for  us  to  complete  a 
facility  inspection.  With  regard  to  a  food 
product  that  will  be  offered  for  import 
into  the  United  States,  this  may  enable 
us  to  reduce  the  time  it  takes  to 
authorize  release  of  the  product  at  the 
border.  For  FDA,  the  voluntary 
submission  results  in  increased 
efficiency. 

(Comment  10)  Because  FDA  Form 
2541e  does  not  have  to  be  filled  out  in 
its  entirety,  the  comment  argued  that 
voluntary  filing  does  not  result  in 
benefits  to  food  safety.  The  comment 
suggested  that  a  better  voluntary 
program  would  be  one  in  which  a 
processor  could  submit  a  scheduled 
process  for  a  food  to  seek  our 
assessment  of  the  systems  in  place  to 
assure  the  safety  of  the  food,  not  just  as 
a  way  to  determine  if  a  product  is 
acidified  or  not. 

(Response)  As  discussed  in  the 
response  to  Comment  4,  a  voluntary 
process  filing  submission  to  FDA  on 
Form  FDA  2541e  allows  manufacturers 
to  submit  their  processing  techniques  to 
FDA  for  an  early  evaluation  of  whether 
their  product  satisfies  the  criteria  for 
being  excluded  from  the  coverage  of 
part  114.  If  we  conclude  that  the 
product  does  not  satisfy  the  criteria  for 
being  excluded  from  the  coverage  of 
part  1 14,  then  we  would  advise  the 
manufacturer  of  our  determination  that 
the  product  is  an  acidified  food  subject 
to  part  114  and  that  a  process  filing  as 
an  acidified  food  must  be  submitted  for 
the  product.  This  results  in  proper 
regulatory  classification  of  the  product 
and  appropriate  FDA  review  of  the 
processing  technique,  thereby 
enhancing  food  safety. 

We  appreciate  the  comment’s 
suggestions  for  expanding  the  voluntary 
submission  program,  but  we  note  that 
the  expansion  suggested  by  the 
comment  is  not  within  the  scope  of  the 
revisions  to  Form  FDA  2541e.  The 
paperwork  reduction  analysis  only 
estimates  the  additional  paperwork 
burden  associated  with  voluntary 


submission  on  Form  FDA  2541e  of 
information  for  food  products,  limited 
to  those  the  regulatory  classification  of 
which  is  not  obvious  when  we  look  at 
the  product  and  the  product  label. 

(Comment  11)  One  comment 
suggested  that  Form  FDA  2541e  does 
not  provide  the  flexibility  needed  for 
manufacturers  to  report  their  processes. 
The  comment  indicated  that  the  draft 
form  only  provides  “one  size  fits  all” 
mandatory  processing  parameters  by 
listing  limited  options  for  processors  to 
choose  from. 

(Response)  When  we  revised  Form 
FDA  2541e,  we  listed  all  the  current 
processing  methods  used  by  industry, 
and  included  an  “Other”  choice  for 
many  fields  to  permit  manufacturers  to 
report  new  and  emerging  methods  that 
may  be  developed  in  the  future.  As  a 
result  of  these  revisions,  the  form 
provides  the  flexibility  needed  to 
describe  any  process.  In  addition,  we 
issued  a  draft  guidance  describing  the 
revised  forms  and  provided  interested 
parties  an  opportunity  to  comment  on 
alternative  processes  that  we  should 
include  on  the  forms. 

(Comment  12)  One  comment 
suggested  that  a  processor  should  be 
able  to  submit  one  Form  FDA  254 le  that 
describes  a  process  for  multiple  forms  of 
a  product  (e.g.,  “fresh  pack  pickles 
(whole,  cut  or  sliced)”),  multiple 
product  packing  mediums,  and  multiple 
product  names  that  indicate  minor 
formulation  changes,  provided  that  the 
preparation  of  these  products  follows 
the  identical  scheduled  process. 

(Response)  We  agree  that,  under  the 
appropriate  circumstances,  a  processor 
should  be  able  to  submit  one  paper 
Form  FDA  2541e  that  describes  a 
process  for  multiple  forms  of  a  product. 
In  the  past,  a  processor  could  complete 
Form  FDA  2541e  in  the  manner 
described.  The  revised  paper  version  of 
Form  FDA  2541e  may  still  be  prepared 
in  this  manner,  provided  that  the 
multiple  forms  of  the  product  all  follow 
the  identical  scheduled  process  and 
other  factors  (e.g.,  container  type  or  size) 
do  not  make  it  necessary  to  submit  a 
separate  filing.  The  paper  version  of 
revised  Form  FDA  2541e  will  allow  a 
processor  to  enter  (1)  multiple  product 
forms  (e.g.,  “fresh  pack  pickles  (whole, 
cut  or  sliced)”),  (2)  multiple  product 
packing  mediums  (such  as  brine,  oil, 
sauce),  and  (3)  multiple  product  names 
that  indicate  minor  formulation  changes 
(such  as  hot,  medium,  mild  salsa). 

(Comment  13)  One  comment  stated 
that  we  do  not  need  percent  headspace 
information  on  a  process  filing  for  an 
acidified  product  and,  if  the  form 
includes  the  data  element,  then  we 
should  provide  enough  room  on  the 
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form  for  a  processor  to  identify  multiple 
percent  headspace  figures  associated 
with  multiple  container  sizes. 

(Response)  Information  regarding 
the  percent  headspace  information  on  a 
process  filing  for  an  acidified  product 
may  help  us  analyze  a  processing 
method  that  uses  overpressure.  While 
overpressure  typically  is  used  for  low 
acid  products  that  are  thermally 
processed  at  elevated  temperatures, 
overpressure  may  also  be  used  for  an 
acidified  product.  Thus,  revised  Form 
FDA  2541e  includes  a  data  field  for 
percent  headspace.  If  overpressure  is 
not  being  used,  the  correct  response  is 
“N/A.” 

We  also  disagree  that  we  should  allow 
a  processor  to  identify  multiple  figures 
associated  with  multiple  container  sizes 
on  a  single  process  filing.  A  process 
filing  may  not  be  submitted  for  multiple 
container  types  or  sizes  to  prevent  the 
detention  of  product  where  multiple 
types  or  sizes  are  on  one  submission 
and  only  part  of  the  submission  (e.g., 
one  container  size  and/or  type)  is 
questionable  from  a  food  safety 
perspective.  A  separate  Form  FDA 
254 le  is  needed  for  each  container  type 
or  size.  Because  a  separate  Form  FDA 
2541e  is  needed  for  each  container  type 
or  size,  room  for  multiple  entries  for 
headspace  associated  with  multiple 
container  sizes  is  not  necessary. 

(Comment  14)  One  comment 
suggested  that  we  clarify  how  to 
complete  the  data  field,  “What  is  the 
vacuum,”  in  section  C.2  of  revised  Form 
FDA  2541e  when  the  processor  has  a 
range  of  values  to  report. 

(Response)  We  revised  the 
instructions  for  section  C.2  of  Form  FDA 
2541e  to  clarify  that  the  processor  of  an 
acidified  food  that  is  vacuum  packed 
should  report  the  minimum  value  if 
there  is  a  range  of  values  for  the 
vacuum. 

(Comment  15)  One  comment 
suggested  that  we  add  “Center 
Temperature”  as  a  thermal  process 
mode  in  section  G  of  revised  Form  FDA 
2541e.  The  comment  described  “Center 
Temperature”  as  a  process  in  which  the 
processor  punctures  the  lid  and  inserts 
a  thermometer  into  the  container  to  take 
a  center  temperature  reading.  When  the 
center  temperature  reaches  the 
appropriate  temperature,  the  processor 
begins  the  time  count.  The  comment 
explained  that  the  center  temperature 
method  differs  from  the  other  methods 
because  the  time  count  does  not  begin 
when  the  container  is  filled  or  the  lid  is 
placed  on  the  container  but  instead 
begins  when  the  center  temperature 
reaches  the  specified  temperature.  In 
addition,  the  comment  requests  that 
center  temperature  be  added  as  a  choice 


in  the  “Note”  under  Section  D 
(Container  Size)  that  references  specific 
thermal  processing  mode  for  which  the 
processor  may  choose  to  report  volume 
rather  than  container  dimensions. 

(Response)  We  disagree  with  the 
comment’s  suggestion  to  add  “Center 
Temperature”  as  a  thermal  process 
mode  in  section  G  and  as  a  choice  in  the 
“Note”  under  section  D  of  revised  Form 
FDA  2541e.  “Center  temperature”  is  not 
a  thermal  process  mode  because  it  does 
not  include  a  defined  scheduled 
process.  A  scheduled  process  for 
acidified  foods  can  consist  of  a 
minimum  of  two  components  as  in  the 
case  of  a  “hot  fill  and  hold”  or  as  many 
as  three  components  for  products  that 
are  processed  using  one  of  the  other 
processing  modes  selected.  The  term 
“center  temperature”  or  “center  can 
temperature”  refers  to  the  temperature 
of  the  product  achieved  at  the  end  of  the 
completed  scheduled  process  and  not  a 
thermal  process  mode  in  and  of  itself. 

(Comment  16)  One  comment 
suggested  that  we  clarify  where  to  report 
the  maximum  pH  value  on  Form  FDA 
2541e. 

(Response)  We  no  longer  request  the 
maximum  pH  value  of  the  product  on 
draft  Form  FDA  2541e.  We  revised  the 
form  to  refer  to  the  “finished 
equilibrium  pH”  value  of  the  product 
for  consistency  with  the  use  of  that  term 
in  §  114.80.  We  revised  the  instructions 
for  section  E.2  of  Form  FDA  2541e  to 
clarify  that  the  finished  equilibrium  pH 
should  be  reported. 

(Comment  17)  One  comment 
suggested  that  we  add  “critical  to  the 
scheduled  process”  to  the  term 
“Microbial  Preservative(s)”  in  section 
E.6  of  draft  Form  FDA  2541e.  The 
comment  explained  that  some 
preservatives  are  added  for  purposes 
other  than  controlling  the  growth  of 
microorganisms  and  should  not  be  part 
of  the  scheduled  process. 

(Response)  We  revised  the  title  of 
section  E.G  of  draft  Form  FDA  2541e  to 
read  “Microbial  Preservative(s)  Critical 
to  the  Scheduled  Process.” 

(Comment  18)  One  comment 
suggested  we  clarify  that  trade 
associations  are  an  appropriate  source 
for  a  scheduled  process. 

(Response)  Trade  associations  may 
provide  the  scientific  support  for  a 
scheduled  process.  In  response  to  the 
comment,  we  have  revised  our 
instructions  to  include  a  reference  to 
“organization”  which  by  definition 
would  include  trade  associations  in  the 
list  of  examples  for  the  term  “process 
source.” 

(Comment  19)  One  comment  asked 
us  to  clarify  how  to  fill  out  section  I  on 
Form  FDA  2541e  for  companies  that  use 


center  temperature,  particularly  with 
respect  to  columns  1,  2,  3,  5,  and  7. 

(Response)  As  discussed  in  the 
response  to  Comment  15,  we  disagree 
that  “center  temperature”  is  a  thermal 
process  mode.  The  term  “center 
temperature”  or  “center  can 
temperature”  refers  to  the  temperature 
of  the  product  achieved  at  the  end  of  the 
completed  scheduled  process  and  not  a 
thermal  process  mode  in  and  of  itself. 
The  center  temperature  is  the  end  point 
achieved  by  the  scheduled  process  and 
is  not  the  scheduled  process  itself.  The 
instructions  for  Form  FDA  2541e 
provide  step-by-step  directions  for  how 
to  fill  out  each  section  of  the  form. 

(Comment  20)  One  comment  noted 
that  the  draft  guidance  document, 
“Acidified  and  Low-Acid  Canned 
Foods:  Draft  Guidance:  Acidified  Foods 
(September,  2010),”  has  not  been 
finalized  and  suggested  that  we  should 
refrain  from  revising  the  process  filing 
forms  until  the  guidance  has  become 
final.  The  comment  expressed  concern 
that  the  “Food  Product  Group” 
categories  might  be  affected  by  possible 
changes  to  the  draft  guidance. 

(Response)  The  draft  acidified  foods 
guidance  is  intended  to  help 
commercial  food  processors  in 
determining  whether  their  food 
products  are  subject  to  the  regulations 
for  acidified  foods  and  provides  our 
thinking  on  several  topics  related  to  the 
processing  of,  and  process  filings  for, 
acidified  foods.  We  have  prepared  a 
separate  draft  guidance  document  that 
focuses  on  procedures  for  submitting 
the  revised  process  filing  forms.  The 
draft  guidance  entitled  “Guidance  for 
Industry:  Submitting  Form  FDA  2541 
(Food  Ganning  Establishment 
Registration)  and  Forms  FDA  2541d, 
FDA  2541e,  FDA  2541f,  and  FDA  2541g 
(Food  Process  Filing  Forms)  to  FDA  in 
Electronic  or  Paper  Format  (January 
2014),”  is  available  on  FDA’s  Web  site 
at  http://www.fda.gov/FoodGuidances. 
As  discussed  in  the  response  to 
Comment  3,  we  expect  to  issue  this 
guidance  as  final  guidance  on  or  about 
the  date  that  the  revised  forms  become 
operational.  Further,  we  disagree  that 
the  “Food  Product  Group”  categories 
might  be  affected  by  possible  changes  to 
the  draft  acidified  foods  guidance.  The 
“Food  Product  Group”  categories 
correspond  to  the  first  two  digits  of  the 
FDA  Product  Gode  and  would  not  be 
affected  by  changes  to  the  draft  acidified 
foods  guidance. 

(Gomment  21)  One  comment 
suggested  that  we  remove  the  “Food 
Product  Groups”  category  of  “Dressings/ 
condiments  (e.g.  salad  dressing, 
chutney,  salsa,  pepper  sauce,  etc.)”  from 
all  process  filing  forms  because  all 
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dressings  and  sauces  with  a  pH  of  4.6 
or  below  should  be  considered  acid 
foods. 

(Response)  The  definition  of 
acidified  foods  in  §  114.3(b)  only 
excludes  from  the  coverage  of  part  114 
those  dressing  and  condiments  that  are 
acid  foods  that  contain  small  amounts  of 
low-acid  ingredients  and  have  a 
resultant  finished  equilibrium  pH  that 
does  not  significantly  differ  from  that  of 
the  predominant  acid  or  acid  food.  We 
included  the  “Food  Product  Group” 
categor}',  “Dressings/condiments  (e.g. 
salad  dressing,  chutney,  salsa,  pepper 
sauce,  etc.),”  on  the  forms  to 
accommodate  the  possibility  that  some 
dressings  and  condiments  may  not 
satisfy  these  criteria. 

(Comment  22)  One  comment 
expressed  concern  that  the  “Food 
Product  Group”  categories  for  various 
fruit  and  vegetable  juices  indicates  that 
FDA  considers  all  fruit  and  vegetable 
juices  to  be  subject  to  the  acidified  foods 
regulations  and,  therefore,  will  require 
process  filings  for  all  fruit  and  vegetable 
juices. 

(Response)  The  definition  of 
acidified  foods  in  §  114.3(b)  excludes 
from  the  coverage  of  part  114  those  fruit 
and  vegetable  juices  that  meet  the 
definition  of  21  CFR  120.1(a)  and  have 
a  finished  natural  pH  of  4.6  or  below. 

We  included  “Food  Product  Group” 
categories  for  various  fruit  and  vegetable 
juices  on  all  the  forms  (forms  for  low- 
acid  foods  as  well  as  forms  for  acidified 
foods)  to  accommodate  the  possibility 
that  some  fruit  and  vegetable  juices  may 
not  satisfy  these  criteria. 

(Gomment  23)  One  comment 
suggested  we  should  eliminate  the 
optional  “Food  Product  Group” 
categories  from  the  process  filing  forms 
to  make  the  forms  easier  to  complete. 

(Response)  Because  the  “Food 
Product  Group”  information  is  optional, 
a  manufacturer  or  packer  that  chooses 
not  to  provide  the  information  may 
sinyjly  skip  that  section  of  the  form. 

(Comment  24)  One  comment 
questioned  the  value  of  the  optional 
“Food  Product  Group”  category 
information.  Another  comment  asserted 
that  parts  of  the  revised  forms  appear  to 
be  directed  toward  generating  what  it 
characterized  as  facility  profiles,  which 
it  further  characterized  as  extraneous 
information  not  relevant  to  public  safety 
and,  thus,  unnecessary. 

(Response)  As  discussed  in  section  I 
of  this  notice,  improperly  processed 
low-acid  foods  present  life-threatening 
hazards  if  contaminated  with  foodborne 
microorganisms,  especially  C. 
botulinum.  The  spores  of  C.  botulinum 
need  to  be  destroyed  or  inhibited  to 
avoid  production  of  the  deadly  toxin 


that  causes  botulism.  This  is 
accomplished  with  good  manufacturing 
procedures,  which  must  include  the  use 
of  adequate  heat  processes  or  other 
means  of  preservation.  To  protect  the 
public  health,  our  regulations  in  parts 
108,  113,  and  114  require  registration  of 
food  processing  establishments,  filing  of 
process  or  other  data,  and  maintenance 
of  processing  and  production  records  for 
acidified  foods  and  thermally  processed 
low-acid  foods  in  hermetically  sealed 
containers.  We  review  the  process 
filings  to  determine  their  adequacy  to 
protect  public  health.  In  the  event  of  a 
public  health  emergency,  records  are 
used  to  pinpoint  potentially  hazardous 
foods  rapidly  and  thus  limit  recall 
activity  to  affected  lots. 

We  interpret  the  comment  regarding 
“facility  profiles”  as  objecting  to  our 
intent  to  permit  manufacturers  to 
voluntarily  self-categorize  the  product 
for  which  they  are  submitting  a  process 
filing  as  one  of  several  optional  “Food 
Product  Group”  categories.  When  this 
optional  information  about  the  “Food 
Product  Group”  category  is  provided, 
we  will  use  it  to  help  us  understand  the 
nature  of  the  products  covered  by  the 
process  filing  as  we  review  the 
scheduled  process  described  in  the 
filing  for  adequacy  to  control  microbial 
contamination  to  ensure  safe 
manufacturing,  processing,  and  packing 
procedures.  We  will  also  use  the  “Food 
Product  Group”  category  information,  in 
addition  to  our  general  knowledge  of  the 
industry  and  the  reports  we  receive, 
such  as  those  under  §§  108.25(d)  and 
108.35(d)  regarding  instances  of 
potential  health-endangering  spoilage, 
process  deviation,  or  contamination 
with  microorganisms,  to  prioritize 
which  facilities  to  inspect. 

(Comment  25)  One  comment 
suggested  that,  to  eliminate  confusion, 
we  should  use  “import  codes”  from  the 
U.S.  International  Trade  Commission  to 
clarify  the  “Food  Product  Group” 
categories. 

(Response)  We  disagree  that  using  a 
coding  system  such  as  the  “Harmonized 
Tariff  Schedule  of  the  United  States 
Annotated”,  which  provides  the 
applicable  tariff  rates  and  statistical 
categories  for  all  merchandise  imported 
into  the  United  States,  would  eliminate 
confusion.  The  “Food  Product  Group” 
categories  identifies  to  FDA  a  “group” 
of  foods  that  will  help  us  determine  the 
product  submission  (such  as  Baby  Food 
or  Soup)  and  prioritize  facilities  to 
inspect  from  a  food  safety  perspective. 
The  “Food  Product  Group”  categories 
correspond  to  the  first  two  digits  of  the 
FDA  Product  Code,  also  referred  to  as 
the  Product  Industry  Code.  We  have 
been  using  this  coding  system  for 


decades,  and  so  we  believe  that  using 
“import  codes”  rather  than  our 
longstanding  coding  system  would  not 
enhance  our  ability  to  track  and  identify 
potentially  adulterated  products  as  well 
as  groups  of  foods  for  potential  health 
hazards. 

(Comment  26)  One  comment 
asserted  that  we  have  increased  the 
information  being  requested  by  30 
percent  and,  since  this  increase  should 
be  reflected  in  the  time  needed  to 
complete  the  forms,  we  underestimated 
the  reporting  burden  in  table  1. 

(Response)  We  disagree  that  we  have 
increased  the  information  being 
requested  or  underestimated  the  time  it 
takes  to  complete  the  paper  forms.  We 
updated  the  paper  forms  to  provide 
responsive  information  in  the  form  of 
check  boxes.  This  responsive 
information  has  been  reported  by 
industry  for  decades  without  being 
provided  as  check  boxes  on  the  paper 
forms.  Adding  these  check  boxes  makes 
tbe  forms  longer,  but  does  not  increase 
the  information  being  requested. 

Instead,  the  new  forms  should  reduce 
the  time  it  takes  to  complete  the  process 
filing  because  a  submitter  may  check  a 
box  rather  than  prepare  and  manually 
enter  on  the  paper  form  a  written 
description  of  a  process.  We  note  that 
substantial  time  may  be  saved  by 
submitters  that  use  the  electronic 
submission  system.  The  electronic 
submission  system  will  present  only 
those  sections  of  the  form  that  are 
relevant  to  the  subject  matter  of  the 
submission,  as  determined  by  the 
information  submitted  in  response  to 
tbe  initial  questions.  The  system  will 
also  minimize  the  submission  of 
incomplete  forms,  thus  saving  time  that 
paper  form  submitters  will  spend  if  it 
becomes  necessary  to  correct  a  form  and 
submit  it  again.  Finally,  we  note  that,  to 
the  extent  that  the  comment  is  referring 
to  the  optional  “Food  Product  Group” 
categories,  we  estimate  that  the 
information  is  readily  available  to  a 
submitter  and  easily  provided  by 
checking  a  box.  In  summary',  we  have 
not  increased  or  decreased  our  estimate 
of  the  total  time  necessary  to  complete 
the  new  process  filing  forms  because:  (1) 
We  have  not  increased  the  required 
information  in  a  process  filing;  (2)  the 
new  forms  should  reduce  the  time  it 
takes  to  complete  the  process  filing 
because  a  submitter  may  check  a  box 
rather  than  prepare  and  manually  enter 
on  the  form  a  written  description  of  a 
process;  and  (3)  the  “Food  Product 
Group”  category  information  is 
optional,  readily  available,  and 
provided  by  checking  a  box. 

(Gomment  27)  One  comment 
asserted  that  we  underestimated  the 
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number  of  hours  it  takes  to  comply  with 
recordkeeping  requirements  in  parts 
108,  113,  and  114,  as  reported  in  table 
2.  The  comment  stated  that  a  canning 
establishment  running  a  single  line 
operation  with  one  8-hour  shift  5  days 
a  week  for  52  weeks  each  year  would 
conduct  manufacturing  operations  for 
2,080  hours  each  year,  and  the 
recordkeeping  would  occupy  25  percent 
of  the  time  of  one  full-time  employee,  or 
520  hours  per  year,  which  is  greater 
than  our  estimate  of  250  hovus.  The 
comment  added  that,  for  a  facility 
operating  multiple  processing  lines  and/ 
or  multiple  shifts  per  day,  the 
recordkeeping  burden  would  be  greater. 

(Response)  We  appreciate  the 
information  provided  by  the  comment. 
Since  the  information  relates  the 
recordkeeping  experience  of  a  single 
line  operation,  without  additional 
information  we  do  not  have  a  sufficient 
basis  for  revising  the  estimated  average 
number  of  hours  of  recordkeeping 
undertaken  by  all  respondents,  across 
various  sizes  and  types  of  processing 
facilities.  Accordingly,  for  the  purpose 


of  this  information  collection  request, 
we  are  retaining  our  previous  estimate. 
However,  in  preparation  for  the  next 
regular  information  collection  request, 
we  will  consult  with  several 
establishments  of  varying  sizes  and 
types  to  obtain  additional  data  on  the 
recordkeeping  burdens  and  reevaluate 
our  estimates.  We  will  then  publish  the 
revised  estimates  for  comment  and 
consider  additional  information 
submitted  in  response. 

(Comment  28)  One  comment  asked 
us  to  consult  select  companies  before 
finalizing  the  revised  forms,  in  order  to 
obtain  these  companies’ 
recommendations  regarding  the  content 
of  the  forms,  as  part  of  a  transparent, 
collaborative  effort. 

(Response)  Section  3506(c)(2)(A)  of 
the  PRA  (44  U.S.C.  3506(c)(2)(A)) 
requires  us  to  provide  notice  and  a  60- 
day  comment  period  before  submitting 
the  information  collection  to  OMB. 
Section  3507(a)(1)(D)  of  the  PRA  (44 
U.S.C.  3507(a)(1)(D))  requires  us  to 
publish  a  second  notice  announcing  our 
submission  of  the  Information 


Collection  Request  to  OMB  and 
providing  a  30-day  comment  period 
during  which  interested  parties  may 
submit  their  comments  directly  to  OMB. 
These  processes  are  open  to  all 
interested  parties  rather  than  to  “select 
companies.”  Thus,  interested  parties 
had  sufficient  opportunity  to  comment. 

As  discussed  in  our  responses  to  the 
comments,  we  have  modified  the  paper- 
based  versions  of  the  four  proposed 
replacement  forms  and  their 
instructions.  We  have  also  modified  the 
electronic  submission  system  to  mirror 
the  paper  forms.  At  this  time,  these 
documents  are  available  for  review  on 
OMB’s  Web  site  as  part  of  the 
Information  Collection  Request  we 
submitted  to  OMB. 

Description  of  Respondents:  The 
respondents  to  this  information 
collection  are  commercial  processors 
and  packers  of  acidified  foods  and 
thermally  processed  low-acid  foods  in 
hermetically  sealed  containers. 

FDA  estimates  the  burden  of  this 
collection  of  information  as  follows: 


Table  1— Estimated  Annual  Reporting  Burden^ 


21  CFR  section 

FDA  form 
number 

Number  of 
respondents 

Number  of 
responses  per 
respondent 

Total  annual 
responses 

Average  burden 
per  response 

Total 

hours 

108.25(c)(1)  and  108.35(c)(2);  Food  can- 

2541 

645 

1 

645 

0.17  (10  mins.)  ... 

110 

ning  establishment  registration. 

108.25(c)(2);  Food  process  filing  for  acidi- 

254 1e 

726 

11 

7,986 

0.33  (20  mins.)  ... 

2,659 

fied  method. 

108.35(c)(2);  Food  process  filing  for  low- 

254  Id 

336 

12 

4,032 

0.33  (20  mins.)  ... 

1,343 

acid  retorted  method. 

108.35(c)(2);  Food  process  filing  for  water 

254  If 

37 

6 

222 

0.33  (20  mins.)  ... 

74 

activity/formulation  control  method. 

108.35(c)(2);  Food  process  filing  for  low- 

2541  g 

42 

22 

924 

0.75  (45  mins.)  ... 

693 

acid  aseptic  systems. 

108.25(d);  108.35(d)  and  (e);  Report  of  any 

N/A 

1 

1 

1 

4  . 

4 

instance  of  potential  health-endangering 

spoilage,  process  deviation,  or  contami- 

nation  with  microorganisms  where  any  lot 

of  the  food  has  entered  distribution  in 

commerce. 

Total  . 

4,883 

There  are  no  capital  costs  or  operating  and  maintenance  costs  associated  with  this  collection  of  information. 


FDA  bases  its  estimate  of  the  number 
of  respondents  in  table  1  on 
registrations,  process  filings,  and  reports 
received  over  the  past  3  years.  The 
hours  per  response  reporting  estimates 
are  based  on  our  experience  with 
similar  programs  and  information 


received  from  industry.  The  reporting 
burden  for  §§  108.25(d)  and  108.35(d) 
and  (e)  is  minimal  because  notification 
of  spoilage,  process  deviation,  or 
contamination  of  product  in  distribution 
occurs  less  than  once  a  year.  Most  firms 
discover  these  problems  before  the 


product  is  distributed  and,  therefore,  are 
not  required  to  report  the  occurrence. 

We  estimate  that  we  will  receive  one 
report  annually  under  §§  108.25(d)  and 
108.35(d)  and  (e).  The  report  is  expected 
to  take  4  hours  per  response,  for  a  total 
of  4  hours. 
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Table  2— Estimated  Annual  Recordkeeping  Burden  ^ 


21  CFR  section 

Number  of 
recordkeepers 

Number  of 
records  per 
recordkeeper 

Total  annual 
records 

Average 
burden  per 
recordkeeping 

Total  hours 

113.100  and  114.100 . 

10,392 

1 

10,392 

250 

2,598,000 

There  are  no  capital  costs  or  operating  and  maintenance  costs  associated  with  this  collection  of  information. 


FDA  bases  its  estimate  of  10,392 
recordkeepers  in  table  2  on  its  records 
of  the  number  of  registered  firms, 
excluding  firms  that  were  inactive  or 
out  of  business,  yet  still  registered.  To 
avoid  double-counting,  we  have  not 
included  estimates  for  §  108.25(e),  (g), 
and  (h)  because  they  merely  cross- 
reference  recordkeeping  requirements 
contained  in  parts  113  and  114  and  have 
been  accounted  for  in  the  recordkeeping 
burden  estimate.  We  estimate  that 
10,392  firms  will  expend  approximately 
250  hours  per  year  to  fully  satisfy  the 
recordkeeping  requirements  in  parts 
108,  113  and  114,  for  a  total  of  2,598,000 
hours. 

Finally,  our  regulations  require  that 
processors  mark  thermally  processed 
low-acid  foods  in  hermetically  sealed 
containers  (§11 3.60(c))  and  acidified 
foods  (§  114.80(b)  (21  CFR  114.80(b)) 
with  an  identifying  code  to  permit  lots 
to  be  traced  after  distribution.  We  seek 
0MB  approval  of  the  third  party 
disclosure  requirements  in  §§  113.60(c) 
and  114.80(b).  However,  we  have  not 
included  a  separate  table  to  report  the 
estimated  burden  of  these  regulations. 

No  burden  has  been  estimated  for  the 
third  party  disclosure  requirements  in 
§§  113.60(c)  and  114.80(b)  because  the 
coding  process  is  done  as  a  usual  and 
customary  part  of  normal  business 
activities.  Coding  is  a  business  practice 
in  foods  for  liability  purposes,  inventory 
control,  and  process  control  in  the  event 
of  a  problem.  Under  5  CFR  1320.3(b)(2)), 
the  time,  effort,  and  financial  resources 
necessar}'  to  comply  with  a  collection  of 
information  are  excluded  from  the 
burden  estimate  if  the  reporting, 
recordkeeping,  or  disclosure  activities 
needed  to  comply  are  usual  and 
customary  because  they  would  occur  in 
the  normal  course  of  activities. 

Dated:  August  7,  2014. 

Leslie  Kux, 

A  SSI  Stan  t  Commissi  on  er  for  Policy. 
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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 

[Docket  No.  FDA-201 4-N-1 139] 

Determination  That  DRIXORAL 
(Dexbrompheniramine  Maleate; 
Pseudoephedrine  Sulfate)  Tablet  and 
Other  Drug  Products  Were  Not 
Withdrawn  From  Sale  for  Reasons  of 
Safety  or  Effectiveness 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

ACTION:  Notice. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA)  has  determined 
that  the  drug  products  listed  in  this 
document  were  not  withdrawn  from 
sale  for  reasons  of  safety  or 
effectiveness.  This  determination  means 
that  FDA  will  not  begin  procedures  to 
withdraw  approval  of  abbreviated  new 
drug  applications  (ANDAs)  that  refer  to 
these  drug  products,  and  it  will  allow 
FDA  to  continue  to  approve  ANDAs  that 
refer  to  the  products  as  long  as  they 
meet  relevant  legal  and  regulatory 
requirements. 

FOR  FURTHER  INFORMATION  CONTACT: 

Amy  Hopkins,  Center  for  Drug 
Evaluation  and  Research,  Food  and 
Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  51,  Rm.  6223, 
Silver  Spring,  MD  20993-0002,  301- 
796-5418,  Amy.Hopkins@fda.hhs.gov. 
SUPPLEMENTARY  INFORMATION:  In  1984, 
Congress  enacted  the  Drug  Price 
Competition  and  Patent  Term 
Restoration  Act  of  1984  (Pub.  L.  98-417) 
(the  1984  amendments),  which 
authorized  the  approval  of  duplicate 
versions  of  drug  products  approved 
under  an  ANDA  procedure.  ANDA 
applicants  must,  with  certain 
exceptions,  show  that  the  drug  for 
which  they  are  seeking  approval 
contains  the  same  active  ingredient  in 
the  same  strength  and  dosage  form  as 


the  “listed  drug,”  which  is  a  version  of 
the  drug  that  was  previously  approved. 
ANDA  applicants  do  not  have  to  repeat 
the  extensive  clinical  testing  otherwise 
necessary  to  gain  approval  of  a  new 
drug  application  (NDA). 

The  1984  amendments  include  what 
is  now  section  505(j)(7)  of  the  Federal 
Food,  Drug,  and  Cosmetic  Act  (21  U.S.C. 
355(j)(7)),  which  requires  FDA  to 
publish  a  list  of  all  approved  drugs. 

FDA  publishes  this  list  as  part  of  the 
“Approved  Drug  Products  With 
Therapeutic  Equivalence  Evaluations,” 
which  is  generally  known  as  the 
“Orange  Book.”  Under  FDA  regulations, 
a  drug  is  removed  from  the  list  if  the 
Agency  withdraws  or  suspends 
approval  of  the  drug’s  NDA  or  ANDA 
for  reasons  of  safety  or  effectiveness  or 
if  FDA  determines  that  the  listed  drug 
was  withdrawn  from  sale  for  reasons  of 
safety  or  effectiveness  (21  CFR  314.162). 

Under  §314. 161(a)  (21  CFR 
314.161(a)),  the  Agency  must  determine 
whether  a  listed  drug  was  withdrawn 
from  sale  for  reasons  of  safety  or 
effectiveness:  (1)  Before  an  ANDA  that 
refers  to  that  listed  drug  may  be 
approved,  (2)  whenever  a  listed  drug  is 
voluntarily  withdrawn  from  sale  and 
ANDAs  that  refer  to  the  listed  drug  have 
been  approved,  and  (3)  when  a  person 
petitions  for  such  a  determination  under 
21  CFR  10.25(a)  and  10.30.  Section 
314.161(d)  provides  that  if  FDA 
determines  that  a  listed  drug  was 
withdrawn  from  sale  for  safety  or 
effectiveness  reasons,  the  Agency  will 
initiate  proceedings  that  could  result  in 
the  withdrawal  of  approval  of  the 
ANDAs  that  refer  to  the  listed  drug. 

FDA  has  become  aware  that  the  drug 
products  listed  in  the  table  in  this 
document  are  no  longer  being  marketed. 


Application  No. 

Drug 

Applicant 

NDA  013483  . 

DRIXORAL  (dexbrompheniramine  maleate  and 

MSD  Consumer  Care  Inc.,  556  Morris  Ave.,  Summit,  NJ 

pseudoephedrine  sulfate)  Tablet,  Extended  Release; 
Oral,  6  milligrams  (mg)/120  mg. 

07901. 

NDA  014685  . 

AVENTYL  (nortriptyline  hydrochloride  (HCI))  Solution;  Oral, 

Ranbaxy  Pharmaceuticals  Inc.,  600  College  Rd.  East, 

Equivalent  to  (EQ)  10  mg  Base/5mL. 

Princeton,  NJ  08540. 
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Application  No. 

Drug 

Applicant 

NDA  016418  . 

INDERAL  (propranolol  HCI)  Tablet;  Oral,  80  mg . 

Wyeth  Pharmaceuticals  Inc.,  C/0  Pfizer  Inc.,  235  East 
42nd  St.,  New  York,  NY  10017. 

NDA  016909  . 

LIDEX  (fluocinonide)  Ointment;  Topical  0.05%  . 

County  Line  Pharmaceuticals,  LLC,  13890  Bishop’s  Dr., 
Suite  410,  Brookfield,  Wl  53005. 

NDA  017373  . 

LIDEX  (fluocinonide)  Gel;  Topical  0.05%  . 

. Do. 

NDA  020073  . 

ROMAZICON  (flumazenil)  Injectable;  Injection,  1  mg/10 
milliliters  (mL)  (0.1  mg/mL);  0.5  mg/5  mL  (0.1  mg/mL). 

Hoffmann-La  Roche  Inc.,  C/0  Genentech  Inc.,  1  DNA 
Way,  South  San  Francisco,  CA  94080-4990. 

NDA  020229  . 

LEUSTATIN  (cladribine)  Injectable;  Injection,  1  mg/mL  . 

Janssen  Pharmaceuticals  Inc.,  C/0  Johnson  and  Johnson 
Pharmaceutical  Research  and  Development  LLC,  920 
Rt.  202  South,  P.O.  Box  300,  Raritan,  NJ  08869. 

NDA  020347  . 

HYTRIN  (terazosin  HCI)  Capsule;  Oral,  EQ  1  mg  Base; 
EQ  2  mg  Base;  EQ  5  mg  Base;  EQ  10  mg  Base. 

Abbott  Laboratories  Pharmaceutical  Products  Division, 
Dept.  491  AP6B  1 ,  Abbott  Park,  IL  60064. 

NDA  020560  . 

FOSAMAX  (alendronate  sodium)  Tablet;  Oral,  EQ  5  mg 
Base;  EQ  10  mg  Base;  EQ  35  mg  Base;  EQ  40  mg 
Base. 

Merck  and  Co.  Inc.,  126  East  Lincoln  Ave.,  RY  33  212, 
P.O.  Box  2000,  Rahway,  NJ  07065-0900. 

NDA  020813  . 

KLONOPIN  (clonazepam)  Tablet,  Orally  Disintegrating 
Tablet  (ODT);  Oral,  0.125  mg,  0.25  mg,  0.5  mg,  1  mg,  2 

Hoffmann-La  Roche  Inc.,  340  Kingsland  St.,  Nutley,  NJ 
07110. 

NDA  021046  . 

mg . 

CELEXA  (citalopram  hydrobromide)  Solution;  Oral,  EQ  10 
mg  Base/5  mL. 

Forest  Laboratories  Inc.,  Harborside  Financial  Center, 
Plaza  V,  Suite  1900,  Jersey  City,  NJ  07311. 

NDA  022246  . 

METOZOLV  ODT  (metoclopramide  HCI)  Tablet,  ODT; 
Oral,  EQ  10  mg  Base. 

Salix  Pharmaceuticals  Inc.,  8510  Colonnade  Center  Dr., 
Raleigh,  NC  27615. 

NDA  050533  . 

VIBRA-TABS  (doxycycline  hyclate)  Tablet;  Oral,  EQ  100 

Pfizer  Laboratories  Inc.,  235  East  42nd  St.,  New  York,  NY 

mg  Base. 

10017. 

FDA  has  reviewed  its  records  and, 
under  §314.161,  has  determined  that 
the  drug  products  listed  in  this 
document  were  not  withdrawn  from 
sale  for  reasons  of  safety  or 
effectiveness.  Accordingly,  the  Agency 
will  continue  to  list  the  drug  products 
listed  in  this  document  in  the 
“Discontinued  Drug  Product  List” 
section  of  the  Orange  Book.  The 
“Discontinued  Drug  Product  List” 
identifies,  among  other  items,  drug 
products  that  have  been  discontinued 
from  marketing  for  reasons  other  than 
safety  or  effectiveness. 

Approved  ANDAs  that  refer  to  the 
NDAs  listed  in  this  document  are 
unaffected  by  the  discontinued 
marketing  of  the  products  subject  to 
those  NDAs.  Additional  ANDAs  that 
refer  to  these  products  may  also  be 
approved  by  the  Agency  if  they  comply 
with  relevant  legal  and  regulatory 
requirements.  If  FDA  determines  that 
labeling  for  these  drug  products  should 
be  revised  to  meet  current  standards,  the 
Agency  will  advise  ANDA  applicants  to 
submit  such  labeling. 

Dated:  August  8,  2014. 

Leslie  Kux, 

Assistant  Commissioner  for  Policy. 

|FR  Doc.  2014-19272  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4164-01-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 

[Docket  No.  FDA-201 3-D-0092] 

Guidance  for  Industry  on 
Immunogenicity  Assessment  for 
Therapeutic  Protein  Products; 
Availability 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

action:  Notice. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA  or  the  Agency)  is 
announcing  the  availability  of  a 
guidance  for  industry  entitled 
“Immunogenicity  Assessment  for 
Therapeutic  Protein  Products.” 
Therapeutic  protein  products  may  elicit 
immune  responses,  which  may  lead  to 
serious  or  life-threatening  adverse 
events  for  the  patient  or  loss  of  efficacy 
of  the  product.  This  guidance  is 
intended  to  assist  manufacturers  and 
clinical  investigators  in  developing  a 
risk-based  approach  in  both  the 
nonclinical  and  clinical  phases  of 
product  development  that  will  allow 
them  to  evaluate  and  reduce  the 
likelihood  that  the  immunogenicity  of 
the  product  will  cause  harm  to  patients. 
This  guidance  finalizes  the  draft 
guidance  issued  in  February  2013. 
DATES:  Submit  either  electronic  or 
written  comments  on  Agency  guidances 
at  any  time. 

ADDRESSES:  Submit  written  requests  for 
single  copies  of  this  guidance  to  the 
Division  of  Drug  Information,  Center  for 


Drug  Evaluation  and  Research,  Food 
and  Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  51,  Rm.  2201, 
Silver  Spring,  MD  20993-0002;  or  the 
Office  of  Communication,  Outreach  and 
Development,  Center  for  Biologies 
Evaluation  and  Research,  Food  and 
Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  71,  Rm.  3128, 
Silver  Spring,  MD  20993-0002.  Send 
one  self-addressed  adhesive  label  to 
assist  that  office  in  processing  your 
requests.  See  the  SUPPLEMENTARY 
INFORMATION  section  for  electronic 
access  to  the  guidance  document. 

Submit  electronic  comments  on  the 
guidance  to  http://www.regulations.gov. 
Submit  written  comments  to  the 
Division  of  Dockets  Management  (HFA- 
305),  Food  and  Drug  Administration, 
5630  Fishers  Lane,  Rm.  1061,  Rockville, 
MD  20852. 

FOR  FURTHER  INFORMATION  CONTACT: 

Amy  Rosenberg,  Center  for  Drug 
Evaluation  and  Research,  Food  and 
Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  71,  Rm.  2238, 
Silver  Spring,  MD  20892,  240-402- 
9789;  or  Stephen  Ripley,  Center  for 
Biologies  Evaluation  and  Research, 

Food  and  Drug  Administration,  10903 
New  Hampshire  Ave.,  Bldg.  71,  Rm. 
7301,  Rockville,  MD  20993,  240-402- 
7911. 

SUPPLEMENTARY  INFORMATION: 

I.  Background 

FDA  is  armouncing  the  availability  of 
a  guidance  for  industry  entitled 
“Immunogenicity  Assessment  for 
Therapeutic  Protein  Products.”  The 
purpose  of  this  guidance  is  to  assist 
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manufacturers  and  clinical  investigators 
involved  in  the  development  of 
therapeutic  protein  products  for  human 
use  in  evaluating  and  reducing  the  risk 
of  adverse  events  caused  by  immune 
responses  to  these  products.  The 
guidance:  (1)  Outlines  and  recommends 
adoption  of  a  risk-based  approach  to 
evaluating  and  mitigating  potential 
immune  responses  to  therapeutic 
protein  products  that  may  affect  their 
safety  and  efficacy,  (2)  describes  various 
product-  and  patient-specific  factors 
that  affect  the  immunogenicity  of  or 
immune  responses  to  therapeutic 
protein  products  and  provides 
recommendations  pertaining  to  each 
factor  that  may  reduce  the  likelihood 
that  an  immune  response  will  be 
generated  to  the  product,  (3)  offers  a 
series  of  recommendations  for  risk 
mitigation  in  the  clinical  phase  of 
development  of  therapeutic  protein 
products,  (4)  provides  supplemental 
information  on  the  diagnosis  and 
management  of  particular  adverse 
consequences  of  immune  responses  to 
therapeutic  protein  products,  and  (5) 
discusses  briefly  the  use  of  animal 
studies  and  the  conduct  of  comparative 
immunogenicity  studies. 

In  the  Federal  Register  of  February 
11,  2013  (78  FR  9702),  FDA  announced 
the  availability  of  the  draft  guidance  of 
the  same  title  dated  February  2013.  FDA 
received  numerous  comments  on  the 
draft  guidance,  and  those  comments 
were  considered  as  the  guidance  was 
finalized.  In  addition,  editorial  changes 
were  made  to  improve  clarity. 

This  guidance  is  being  issued 
consistent  with  FDA’s  good  guidance 
practices  regulation  (21  CFR  10.115). 
The  guidance  represents  the  Agency’s 
current  thinking  on  immunogenicity 
assessments  for  therapeutic  protein 
products.  It  does  not  create  or  confer 
any  rights  for  or  on  any  person  and  does 
not  operate  to  bind  FDA  or  the  public. 
An  alternative  approach  may  be  used  if 
such  approach  satisfies  the 
requirements  of  the  applicable  statutes 
and  regulations. 

II.  Comments 

Interested  persons  may  submit  either 
electronic  comments  regarding  this 
document  to  http://www.regulations.gov 
or  wrritten  comments  to  the  Division  of 
Dockets  Management  (see  ADDRESSES).  It 
is  only  necessary  to  send  one  set  of 
comments.  Identify  comments  with  the 
docket  number  found  in  brackets  in  the 
heading  of  this  document.  Received 
comments  may  be  seen  in  the  Division 
of  Dockets  Management  between  9  a.m. 
and  4  p.m.,  Monday  through  Friday,  and 
will  be  posted  to  the  docket  at  http:// 
www.reguIations.gov. 


III.  Electronic  Access 

Persons  with  access  to  the  Internet 
may  obtain  the  document  at  http:// 
www.fda.gov/Drugs/ 
GuidanceCompliance 
Regulatorylnformation/Guidances/ 
default.htm;  http://www.fda.gov/ 

Bi  ologi  csBlood  Va  ccines/ 
GuidanceGompliance 
Begulatorylnformation/Guidances/ 
default.htm;  or  http:// 
www.reguIations.gov. 

Dated:  August  8,  2014. 

Leslie  Kux, 

Assistant  Commissioner  for  Policy. 

(FR  Doc.  2014-19267  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4164-01-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 
[Docket  No.  FDA-201 4-N-1 108] 

Revised  Draft  Guidance  for  Industry  on 
Clinical  Pharmacology  Labeling  for 
Human  Prescription  Drug  and 
Biologicai  Products — Considerations, 
Content,  and  Format;  Availability 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

ACTION:  Notice. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA)  is  announcing  the 
availability  of  a  revised  draft  guidance 
for  industry  entitled  “Clinical 
Pharmacology  Labeling  for  Human 
Prescription  Drug  and  Biological 
Products — Considerations,  Content,  and 
Format.’’  This  draft  guidance  is  one  of 
a  series  of  guidance  documents 
intended  to  assist  applicants  in 
complying  with  FDA  regulations  on  the 
content  and  format  of  labeling  for 
human  prescription  drug  and  biological 
products.  The  guidance  describes  the 
recommended  information  to  include  in 
the  Clinical  Pharmacology  section  of 
labeling  that  pertains  to  the  safe  and 
effective  use  of  human  prescription  drug 
and  biological  products.  This  revised 
draft  guidance  replaces  the  2009  draft 
guidance  for  industry  entitled  “Clinical 
Pharmacology  Section  of  Labeling  for 
Human  Prescription  Drug  and  Biological 
Products — Content  and  Format.’’ 

DATES:  Although  you  can  comment  on 
any  guidance  at  any  time  (see  21  CFR 
10.115(g)(5)),  to  ensure  that  the  Agency 
considers  your  comment  on  this  draft 
guidance  before  it  begins  work  on  the 
final  version  of  the  guidance,  submit 
either  electronic  or  written  comments 
on  the  draft  guidance  by  October  14, 
2014. 


ADDRESSES:  Submit  written  requests  for 
single  copies  of  the  draft  guidance  to  the 
Division  of  Drug  Information,  Center  for 
Drug  Evaluation  and  Research,  Food 
and  Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  51,  Rm.  2201, 
Silver  Spring,  MD  20993-0002  or  Office 
of  Communication,  Outreach,  and 
Development,  Center  for  Biologies 
Evaluation  and  Research,  Food  and 
Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  71,  Rm.  3128, 
Silver  Spring,  MD  20993.  Send  one  self- 
addressed  adhesive  label  to  assist  that 
office  in  processing  your  requests.  See 
the  SUPPLEMENTARY  INFORMATION  section 
for  electronic  access  to  the  draft 
guidance  document. 

Submit  electronic  comments  on  the 
draft  guidance  to  http:// 
www.regulations.gov.  Submit  written 
comments  to  the  Division  of  Dockets 
Management  (HFA-305),  Food  and  Drug 
Administration,  5630  Fishers  Lane,  Rm. 
1061,  Rockville,  MD  20852. 

FOR  FURTHER  INFORMATION  CONTACT:  Lei 
Zhang,  Office  of  Clinical  Pharmacology, 
Office  of  Translational  Sciences,  Center 
for  Drug  Evaluation  and  Research,  Food 
and  Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  51,  Rm.  3177, 
Silver  Spring,  MD  20993-0002,  301- 
796-5008  or  Stephen  Ripley,  Center  for 
Biologies  Evaluation  and  Research, 

Food  and  Drug  Administration,  10903 
New  Hampshire  Ave.,  Bldg.  71,  Rm. 
7301,  Silver  Spring,  MD  20993-0002, 
240-402-7911. 

SUPPLEMENTARY  INFORMATION: 

I.  Background 

In  the  Federal  Register  of  January  24, 
2006  (71  FR  3922),  FDA  published  a 
final  rule  entitled  “Requirements  on 
Content  and  Format  of  Labeling  for 
Human  Prescription  Drug  and  Biological 
Products”  to  revise  the  Agency’s 
previous  regulations  on  labeling 
(effective  June  30,  2006).  The  final  rule, 
commonly  referred  to  as  the  Physician 
Labeling  Rule  (PLR),  is  designed  to 
make  information  in  prescription  drug 
labeling  easier  for  health  care 
practitioners  to  access,  read,  and  use, 
thereby  increasing  the  extent  to  which 
practitioners  rely  on  labeling  for 
prescribing  decisions.  In  the  Federal 
Register  of  March  3,  2009  (74  FR  9250), 
FDA  announced  the  availability  of  a 
draft  guidance  for  industry  entitled 
“Clinical  Pharmacology  Section  of 
Labeling  for  Human  Prescription  Drug 
and  Biological  Products — Content  and 
Format”  as  one  of  a  series  of  guidance 
documents  intended  to  assist  applicants 
in  complying  with  FDA  regulations  on 
the  content  and  format  of  labeling  for 
human  prescription  drug  and  biological 
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products.  The  2009  draft  guidance 
provided  guidance  on  the  Clinical 
Pharmacology  section  of  the 
prescription  drug  labeling  under  the 
PLR. 

II.  Revised  Draft  Guidance 

FDA  is  announcing  the  availability  of 
a  draft  guidance  entitled  “Clinical 
Pharmacology  Labeling  for  Human 
Prescription  Drug  and  Biological 
Products — Considerations,  Content,  and 
Format,”  which  is  a  revision  of  the  2009 
draft  guidance.  The  revised  draft 
guidance  provides  clarifications  of 
recommendations  in  the  2009  draft 
guidance  based  on  consideration  of 
public  comments  on  the  2009  draft 
guidance  and  the  Agency’s  increased 
regulatory  experience  implementing  the 
PLR.  This  draft  guidance  provides 
clarity  on  the  information  that  should  be 
included  in  section  12  Clinical 
Pharmacology  and  provides  guidance 
on  the  inclusion  of  clinical 
recommendations  based  on  clinical 
pharmacology  findings  in  other  sections 
of  the  labeling. 

A.  Clinical  Pharmacology  Section  of 
Labeling 

The  draft  guidance  is  intended  to 
assist  applicants  in  preparing  the 
Clinical  Pharmacology  section  of 
product  labeling  to  meet  the 
requirements  of  FDA  regulations  (21 
CFR  201.57(c)(13)).  The  draft  guidance 
is  also  intended  to  ensure  consistency, 
as  appropriate,  in  labeling  of  the 
Clinical  Pharmacology  section  for  all 
prescription  drug  products  approved  by 
FDA. 

The  draft  guidance  outlines  the  use  of 
subsections,  headings,  and  subheadings 
to  provide  organization  to  the  Clinical 
Pharmacology  section.  The  draft 
guidance  also  emphasizes  the 
importance  of  providing  variability 
measures  related  to  pharmacokinetic 
measures  and  parameters, 
pharmacodynamic  measures,  and  other 
clinical  pharmacology  study  results. 

This  draft  guidance  provides  a  general 
framework  and  set  of  recommendations 
that  should  be  adapted  to  specific  drugs 
and  their  conditions  of  use.  Not  all  of 
the  information  identified  in  this  draft 
guidance  for  inclusion  in  the  Clinical 
Pharmacology  section  of  product 
labeling  will  be  applicable  for  every 
drug.  For  the  purposes  of  this  notice,  all 
references  to  drugs  include  both  human 
drugs  and  biological  products  unless 
otherwise  specified. 

B.  Cross-Referencing  of  Clinical 
Pharmacology  Information 

Detailed  information  on  clinical 
pharmacology  topics  is  included  in  the 


Clinical  Pharmacology  section,  while 
other  sections  of  labeling  contain 
summary  information  and  clinical 
recommendations  that  may  be  related  to 
clinical  pharmacology  information. 
Optimal  pharmacotherapy  is  driven  by 
an  understanding  of  a  drug  product’s 
clinical  pharmacology  as  well  as  the 
clinical  context  in  which  the  drug  will 
be  used.  Important  clinical 
pharmacology  attributes  to  consider  in 
therapeutic  decisionmaking  include,  but 
are  not  limited  to,  drug  mechanism  of 
action,  pharmacodynamic  effects  (e.g., 
on  target,  on  pathway,  and  off  target/ 
pathway),  and  pharmacokinetic 
properties  in  a  variety  of  settings  and 
specific  populations.  Clinical 
pharmacology  information  collected 
throughout  a  drug  product’s  life  can 
contribute  to  the  product’s  labeling. 
Specifically,  FDA  considers  what 
clinical  pharmacology  information  can 
be  directly  translated  to  patient  care 
management  and  provides  specific 
recommendations  that  should  be 
included  in  relevant  sections  of  the 
labeling.  Examples  include  strategies  for 
dose  selection,  therapeutic 
individualization,  and  adverse  reaction 
risk  minimization.  In  these  cases, 
supportive  information  (i.e.,  the  clinical 
pharmacology  basis  for  the  specific 
recommendation)  is  expected  to  be 
concise  to  enable  unambiguous 
application  to  patient  care. 

Occasionally,  depending  on  the 
complexity  of  the  patient  care 
recommendations,  it  can  be  appropriate 
to  provide  expanded  versions  of  this 
supportive  information  in  the  labeling. 
The  reason  for  including  this 
information  is  to  provide  sufficient 
detail  for  the  health  care  provider  to 
determine  the  relevance  of  the 
information  for  a  given  patient  or 
clinical  scenario;  this  information  is 
typically  included  in  the  Clinical 
Pharmacology  section  of  product 
labeling  and  is  the  main  focus  of  the 
guidance. 

This  draft  guidance  is  being  issued 
consistent  with  FDA’s  good  guidance 
practices  regulation  (21  CFR  10.115). 

The  draft  guidance,  when  finalized,  will 
represent  the  Agency’s  current  thinking 
on  inclusion  of  clinical  pharmacology 
information  in  section  12  Clinical 
Pharmacology  of  product  labeling.  It 
does  not  create  or  confer  any  rights  for 
or  on  any  person  and  does  not  operate 
to  bind  FDA  or  the  public.  An 
alternative  approach  may  be  used  if 
such  approach  satisfies  the  requirement 
of  the  applicable  statutes  and 
regulations. 


III.  Paperwork  Reduction  Act  of  1995 

This  revised  draft  guidance  refers  to 
previously  approved  collections  of 
information  that  are  subject  to  review  by 
the  Office  of  Management  and  Budget 
(0MB)  under  the  Paperwork  Reduction 
Act  of  1995  (44  U.S.C.  3501-3520).  The 
collections  of  information  in  21  CFR 
201.56  and  201.57  have  been  approved 
under  0MB  control  number  0910-0572; 
the  collections  of  information  related  to 
pharmacogenomic  data  have  been 
approved  under  OMB  control  number 
0910-0557. 

IV.  Comments 

Interested  persons  may  submit  either 
electronic  comments  regarding  this 
document  to  http://www.regulations.gov 
or  written  comments  to  the  Division  of 
Dockets  Management  (see  ADDRESSES).  It 
is  only  necessary  to  send  one  set  of 
comments.  Identify  comments  with  the 
docket  number  found  in  brackets  in  the 
heading  of  this  document.  Received 
comments  may  be  seen  in  the  Division 
of  Dockets  Management  between  9  a.m. 
and  4  p.m.,  Monday  through  Friday,  and 
will  be  posted  to  the  docket  at  http:// 
www.regulations.gov. 

V.  Electronic  Access 

Persons  with  access  to  the  Internet 
may  obtain  the  document  at  either 
http://www.fda.gov/Drugs/Guidance 
ComplianceHegulatoryInformation/ 
Guidances,  http://www.fda.gov/ 
BiologicsBloodVaccines/ Guidance 
ComplianceReguIatoryInformation/ 
default.htm,  or  http:// 
www.regulations.gov. 

Dated  August  8,  2014. 

Leslie  Kux, 

Assistant  Commissioner  for  Policy. 

|FR  Doc.  2014-19264  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4164-01-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 

[Docket  No.  FDA-201 1-D-0689] 

De  Novo  Classification  Process 
(Evaluation  of  Automatic  Class  III 
Designation);  Draft  Guidance  for 
Industry  and  Food  and  Drug 
Administration  Staff;  Availability 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

ACTION:  Notice. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA)  is  announcing  the 
availability  of  the  draft  guidance 
entitled  “De  Novo  Classification  Process 
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(Evaluation  of  Automatic  Class  III 
Designation).”  The  purpose  of  this 
document  is  to  provide  FDA’s  proposals 
for  guidance  to  FDA  staff  and  industry 
on  the  process  for  the  submission  and 
review  of  petitions  submitted  under  the 
Evaluation  of  Automatic  Class  III 
Designation  section  of  the  Federal  Food, 
Drug,  and  Cosmetic  Act  (the  FD&C  Act), 
also  known  as  the  de  novo  classification 
process.  FDA  is  issuing  this  draft 
guidance  to  provide  proposed  updated 
recommendations  for  efficient 
interaction  with  FDA,  including  what 
information  to  submit  when  seeking  a 
path  to  market  for  a  novel  device  via  the 
de  novo  process.  This  draft  guidance 
has  been  revised  and  is  being  reissued 
for  comment  because  the  Food  and  Drug 
Administration  Safety  and  Innovation 
Act  (FDASIA),  which  became  law  on 
July  9,  2012,  amended  the  FD&C  Act  to 
provide  for  the  submission  of  de  novos 
without  a  preceding  premarket 
notification  (510(k))  submission.  This 
draft  guidance  is  not  final  nor  is  it  in 
effect  at  this  time. 

DATES:  Although  you  can  comment  on 
any  guidance  at  any  time  (see  21  CFR 
10.115(g)(5)),  to  ensure  that  the  Agency 
considers  your  comment  on  this  draft 
guidance  before  it  begins  work  on  the 
final  version  of  the  guidance,  submit 
either  electronic  or  written  comments 
on  the  draft  guidance  by  October  14, 
2014.  Submit  either  electronic  or 
\witten  comments  concerning  proposed 
collection  of  information  by  October  14, 
2014. 

ADDRESSES:  Submit  written  requests  for 
single  copies  of  the  draft  guidance 
document  entitled  ‘‘De  Novo 
Classification  Process  (Evaluation  of 
Automatic  Class  111  Designation)”  to  the 
Office  of  the  Center  Director,  Guidance 
and  Policy  Development,  Center  for 
Devices  and  Radiological  Health 
(CDRH),  Food  and  Drug  Administration, 
10903  New  Hampshire  Ave.,  Bldg.  66, 
Rm.  5431,  Silver  Spring,  MD  20993- 
0002,  or  to  the  Office  of 
Communication,  Outreach  and 
Development,  Center  for  Biologies 
Evaluation  and  Research  (CBER),  Food 
and  Drug  Administration,  Bldg.  71,  Rm. 
3128,  Silver  Spring,  MD  20993-0002. 
Send  one  self-addressed  adhesive  label 
to  assist  that  office  in  processing  your 
request.  See  the  SUPPLEMENTARY 
INFORMATION  section  for  information  on 
electronic  access  to  the  guidance. 

Submit  electronic  comments  on  the 
draft  guidance  to  http:// 

regulations. gov.  Submit  written 
comments  to  the  Division  of  Dockets 
Management  (HFA-305),  Food  and  Drug 
Administration,  5630  Fishers  Lane,  Rm. 
1061,  Rockville,  MD  20852.  Identify 


comments  with  the  docket  number 
found  in  brackets  in  the  heading  of  this 
document. 

FOR  FURTHER  INFORMATION  CONTACT: 

Melissa  Burns,  Center  for  Devices  and 
Radiological  Health,  Food  and  Drug 
Administration,  10903  New  Hampshire 
Ave.,  Bldg.  66,  Rm.  1646,  Silver  Spring, 
MD  20993-0002,  301-796-5616, 
melissa.burns@fda.hhs.gov;  or  Stephen 
Ripley,  Center  for  Biologies  Evaluation 
and  Research,  Food  and  Drug 
Administration,  10903  New  Hampshire 
Ave.,  Bldg.  71,  Rm.  7301,  Silver  Spring, 
MD  20993-0002,  240-402-7911. 
SUPPLEMENTARY  INFORMATION: 

I.  Background 

A  medical  device  that  is  of  a  new  type 
that  FDA  has  not  yet  classified,  and 
therefore  cannot  be  found  to  be 
substantially  equivalent  to  a  legally 
marketed  predicate  device,  is 
“automatically”  or  “statutorily” 
classified  into  class  Ill  by  operation  of 
section  513(f)(1)  of  the  FD&C  Act  (21 
U.S.C.  360c(fJ(l))  even  if  the  risks  it 
presents  are  relatively  low.  This  is  the 
scenario  contemplated  by  Congress 
when  it  enacted  section  513(f)(2)  of  the 
FD&C  Act  (21  U.S.C.  360c(f)(2))  as  part 
of  the  Food  and  Drug  Administration 
Modernization  Act  of  1997  (FDAMA). 
The  process  created  by  this  provision  is 
referred  to  in  FDAMA  as  the  Evaluation 
of  Automatic  Class  111  Designation  (e.g., 
the  de  novo  process).  Congress  included 
this  section  to  limit  unnecessary 
expenditure  of  FDA  and  industry 
resources  that  could  occur  if  lower  risk 
devices  were  subject  to  premarket 
approval  under  section  515  of  the  FD&C 
Act  (21  U.S.C.  360e). 

Section  513(f)(2)  of  the  FD&C  Act  was 
amended  again  by  Congress  under 
section  607  of  FDASIA  (Pub.  L.  112- 
144)  in  2012.  Section  513(f)(2)  provides 
two  procedures  by  which  a  person  may 
request  FDA  to  classify  a  device  under 
the  criteria  set  forth  in  section  513(a)(1) 
of  the  FD&C  Act.  Under  the  first 
procedure,  the  person  submits  a 
premarket  notification  under  section 
510(k)  of  the  FD&C  Act  for  a  device  that 
has  not  previously  been  classified  and, 
after  receiving  an  order  classifying  the 
device  into  class  III  under  section 
513(f)(1),  the  person  requests  a 
classification  under  section  513(f)(2)  of 
the  FD&C  Act.  Under  the  second 
procedure,  rather  than  first  submitting  a 
premarket  notification  under  section 
510(k)  of  the  FD&C  Act  and  then  a 
request  for  classification  under  the  first 
procedure,  the  person  determines  that 
there  is  no  legally  marketed  device  upon 
which  to  base  a  determination  of 
substantial  equivalence  and  requests  a 


classification  under  section  513(f)(2)  of 
the  FD&C  Act. 

On  October  3,  2011,  FDA  published  a 
notice  of  availability  of  a  draft  guidance 
document  on  the  de  novo  classification 
process  (76  FR  61103).  The  comment 
period  closed  on  December  2,  2011. 
After  the  passage  of  FDASIA  in  2012 
added  a  procedure  by  which  a  person 
may  request  FDA  to  classify  a  device 
under  513(f)(2)  of  the  FD&C  Act,  FDA 
decided  it  should  revise  the  2011  draft 
guidance  to  include  recommendations 
regarding  the  second  procedure. 
Accordingly,  FDA  is  issuing  this  draft 
guidance  to  provide  updated  proposed 
recommendations  designed  to  foster 
efficient  interaction  with  FDA, 
including  what  information  to  submit, 
when  seeking  a  path  to  market  via  the 
de  novo  process.  This  draft  guidance 
describes  a  proposed  mechanism  to 
provide  greater  clarity  about  the  process 
for  de  novo  review  and  the  type  of  data 
necessary  to  support  de  novo 
classification  of  an  eligible  device. 

II.  Significance  of  Guidance 

This  draft  guidance  is  being  issued 
consistent  with  FDA’s  good  guidance 
practices  regulation  (21  CFR  10.115). 
The  draft  guidance,  when  finalized,  will 
represent  the  Agency’s  current  thinking 
on  the  de  novo  classification  process.  It 
does  not  create  or  confer  any  rights  for 
or  on  any  person  and  does  not  operate 
to  bind  FDA  or  the  public.  An 
alternative  approach  may  be  used  if 
such  approach  satisfies  the 
requirements  of  the  applicable  statute 
and  regulations. 

III.  Electronic  Access 

Persons  interested  in  obtaining  a  copy 
of  the  draft  guidance  may  do  so  by 
downloading  an  electronic  copy  from 
the  Internet.  A  search  capability  for  all 
CDRH  guidance  documents  is  available 
at  h  ttp://w'\\'W'.fda.gov/MedicalDevices/ 
DeviceRegulationandGuidance/ 
GuidanceDocuments/ default.htm. 
Guidance  documents  are  also  available 
at  http://wmv.regulations.gov  or  http:// 
wnmv.fda.gov/BiologicsBloodVaccines/ 
GuidanceComplianceBegulatory 
Information/default. htm.  Persons 
unable  to  download  an  electronic  copy 
of  “De  Novo  Classification  Process 
(Evaluation  of  Automatic  Class  111 
Designation)”  may  send  an  email 
request  to  GDBH-Guidance@fda.hhs.gov 
to  receive  an  electronic  copy  of  the 
document.  Please  use  the  document 
number  1769  to  identify  the  guidance 
you  are  requesting. 

rV.  Paperwork  Reduction  Act  of  1995 

Under  the  Paperwork  Reduction  Act 
(44  U.S.C.  3501-3502),  Federal  Agencies 
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must  obtain  approval  from  the  Office  of 
Management  and  Budget  (0MB)  for  each 
collection  of  information  they  conduct 
or  sponsor.  “Collection  of  information” 
is  defined  in  44  U.S.C.  3502(3)  and  5 
CFR  1320.3(c)  and  includes  Agency 
requests  or  requirements  that  members 
of  the  public  submit  reports,  keep 
records,  or  provide  information  to  a 
third  party.  Section  3506(c)  (2)(A)  of  the 
PRA  (44  U.S.C.  3506  (c)  (2)(A))  requires 
Federal  Agencies  to  provide  a  60-day 
notice  in  the  Federal  Register 
concerning  each  proposed  collection  of 
information  before  submitting  the 
collection  to  0MB  for  approval.  To 
comply  with  this  requirement,  FDA  is 
publishing  notice  of  the  proposed 
collection  of  information  set  forth  in 
this  document. 

With  respect  to  the  following 
collection  of  information,  FDA  invites 
comments  on  these  topics:  (1)  Whether 
the  proposed  collection  of  information 
is  necessary  for  the  proper  performance 
of  FDA’s  functions,  including  whether 
the  information  will  have  practical 
utility;  (2)  the  accuracy  of  FDA’s 


estimate  of  the  burden  of  the  proposed 
collection  of  information,  including  the 
validity  of  the  methodology  and 
assumptions  used;  (3)  ways  to  enhance 
the  quality,  utility,  and  clarity  of  the 
information  to  be  collected;  and  (4) 
ways  to  minimize  the  burden  of  the 
collection  of  information  on 
respondents,  including  through  the  use 
of  automated  collection  techniques, 
when  appropriate,  and  other  forms  of 
information  technology. 

Draft  Guidance  for  Industry  and  Food 
and  Drug  Administration  Staff:  De  Novo 
Classification  Process  (Evaluation  of 
Automatic  Class  III  Designation) 

This  draft  guidance  describes  how 
CDRH  and  CBER  intend  to  implement 
section  513(f)(2)  of  the  FD&C  Act. 
Section  513(f)(2)  provides  two 
procedures  by  which  a  person  may 
request  FDA  to  classify  a  device  under 
the  criteria  set  forth  in  section  513(a)(1) 
of  the  FD&C  Act.  Under  the  first 
procedure  (section  513(f)(2)(i)),  the 
person  submits  a  premarket  notification 
under  section  510(k)  of  the  FD&C  Act 
for  a  device  that  has  not  previously  been 


classified  and,  after  receiving  an  order 
classifying  the  device  into  class  111 
under  section  513(f)(1),  the  person 
requests  a  classification  under  section 
513(f)(2)  of  the  FD&C  Act.  Under  the 
second  procedure  (section  513(f)(2)(ii) 
of  the  FD&C  Act),  rather  than  first 
submitting  a  premarket  notification 
under  section  510(k)  of  the  FD&C  Act 
and  then  a  request  for  classification 
under  the  first  procedure,  the  person 
determines  that  there  is  no  legally 
marketed  device  upon  which  to  base  a 
determination  of  substantial 
equivalence  and  requests  a  classification 
under  section  513(f)(2)  of  the  FD&C  Act. 
When  final,  this  document  will 
supersede  “New  Section  513(f)(2) — 
Evaluation  of  Automatic  Class  III 
Designation,  Guidance  for  Industry  and 
CDRH  Staff’  dated  February  19,  1998. 

The  proposed  collections  of 
information  are  necessary  to  satisfy  the 
previously  mentioned  statutory 
requirements  for  implementing  this 
voluntary  submission  program. 

FDA  estimates  the  burden  of  this 
collection  of  information  as  follows: 


Table  1— Estimated  Annual  Reporting  Burden  ^ 


Submission  of  information  for  de  novo  classification 
program 

Number  of 
respondents 

Number  of 
responses  per 
respondent 

Total  annual 
responses 

Average 
burden  per 
respondent 
(in  hours) 

Total  hours 

CDRH  (21  U.S.C.  513(f)(2)(i))  . 

25 

1 

25 

100 

2,500 

CBER  (21  U.S.C.  513(f)(2)(i)) . 

1 

1 

1 

100 

100 

CDRH  (21  U.S.C.  513(f)(2)(ii))  . 

25 

1 

25 

180 

4,500 

CBER  (21  U.S.C.  513(f)(2)(ii))  . 

1 

1 

1 

180 

180 

Total  . 

7,280 

There  are  no  capital  costs  or  operating  and  maintenance  costs  associated  with  this  collection  of  information. 


Respondents  are  medical  device 
manufacturers  seeking  to  market 
medical  device  products  that  have  been 
classified  into  class  III  under  section 
513(f)(2)  of  the  FD&C  Act.  Based  on 
FDA’s  experience  with  the  de  novo 
classification  program,  FDA  expects  the 
program  to  continue  to  be  utilized  as  a 
viable  program  in  the  future.  It  is 
expected  that  the  number  of  de  novos 
will  increase  over  its  current  rate  and 
reach  a  steady  rate  of  approximately  50 
submissions  per  year. 

FDA  estimates  from  past  experience 
with  the  de  novo  petition  program  that 
the  complete  process  involved  with  the 
program  under  section  513(f)(2)(i)  of  the 
FD&C  Act  takes  approximately  100 
hours.  FDA  estimates  from  past 
experience  with  the  de  novo  petition 
program  that  the  complete  process 
involved  with  the  program  under 
section  513(f)(2)(i)(ii)  FD&C  Act  takes 
approximately  180  hours.  This  average 


is  based  upon  estimates  by  FDA 
administrative  and  technical  staff  who 
are  familiar  with  the  requirements  for 
submission  of  a  de  novo  petition  (and 
related  materials),  have  consulted  and 
advised  manufacturers  on  these 
requirements,  and  have  reviewed  the 
documentation  submitted.  Therefore, 
the  total  reporting  burden  hours  is 
estimated  to  be  7,280  hours. 

This  draft  guidance  also  refers  to 
currently  approved  information 
collections  found  in  FDA  regulations. 
The  collections  of  information  in  21 
CFR  part  807,  subpart  E,  are  approved 
under  0MB  control  number  0910-0120. 

V.  Comments 

Interested  persons  may  submit  either 
electronic  comments  regarding  this 
document  to  http://www.regulations.gov 
or  written  comments  to  the  Division  of 
Dockets  Management  (see  ADDRESSES).  It 
is  only  necessary  to  send  one  set  of 


comments.  Identify  comments  with  the 
docket  number  found  in  brackets  in  the 
heading  of  this  document.  Received 
comments  may  be  seen  in  the  Division 
of  Dockets  Management  between  9  a.m. 
and  4  p.m.,  Monday  through  Friday,  and 
will  be  posted  to  the  docket  at  http:// 
www.regulations.gov. 

Dated;  August  8,  2014. 

Leslie  Kux, 

Assistant  Commissioner  for  Policy. 

[FR  Doc.  2014-19253  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 

[Docket  No.  FDA-201 4-D-0622] 

Draft  Guidance  for  Industry  on  Best 
Practices  in  Deveioping  Proprietary 
Names  for  Drugs;  Reopening  of  the 
Comment  Period 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

ACTION:  Notice;  reopening  of  the 
comment  period. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA)  is  reopening  the 
comment  period  for  the  draft  guidance 
entitled  “Best  Practices  in  Developing 
Proprietary'  Names  for  Drugs,”  which 
published  in  the  Federal  Register  of 
May  29,  2014  (79  FR  30852).  FDA  is 
reopening  the  comment  period  in 
response  to  several  requests  for 
additional  time  and  to  allow  interested 
persons  more  time  to  submit  comments. 
DATES:  Although  you  can  comment  on 
any  guidance  at  any  time  (see  21  CFR 
10.115(g)(5)),  to  ensure  that  the  Agency 
considers  your  comments  on  this  draft 
guidance  before  it  begins  work  on  the 
final  version  of  the  guidance,  submit 
either  electronic  or  written  comments 
on  the  draft  guidance  by  September  15, 
2014. 

ADDRESSES:  Submit  electronic 
comments  to  http:// 
m\n^'.reguIations.gov.  Submit  witten 
comments  to  the  Division  of  Dockets 
Management  (HFA-305),  Food  and  Drug 
Administration,  5630  Fishers  Lane,  Rm. 
1061,  Rockville,  MD  20852. 

FOR  FURTHER  INFORMATION  CONTACT: 
Kellie  Taylor,  Center  for  Drug 
Evaluation  and  Research,  Food  and 
Drug  Administration,  Office  of 
Surveillance  and  Epidemiology,  10903 
New  Hampshire  Ave.,  Bldg.  22,  Rm. 
4418,  Silver  Spring,  MD  20993-0002, 
301-796-0157. 

SUPPLEMENTARY  INFORMATION: 

I.  Background 

In  the  Federal  Register  of  May  29, 
2014  (79  FR  30852),  FDA  announced  the 
availability  of  a  draft  guidance  for 
industry  entitled  “Best  Practices  in 
Developing  Proprietary  Names  for 
Drugs.”  In  that  document,  FDA 
requested  comments  on  the  draft 
guidance,  which  describes  best  practices 
for  developing  and  selecting  proposed 
proprietary  names  to  minimize 
medication  errors.  Interested  persons 
were  originally  given  until  July  28, 

2014,  to  submit  comments  on  the  draft 
guidance  to  ensure  that  the  Agency 


considers  their  comments  before  it 
begins  work  on  the  final  version  of  the 
guidance. 

The  Agency  has  received  several 
requests  to  reopen  the  comment  period 
for  an  additional  60  days.  The  requests 
conveyed  concern  that  the  original  60- 
day  comment  period  did  not  allow 
sufficient  time  to  develop  a  meaningful 
or  thoughtful  response. 

FDA  has  considered  the  requests  and 
will  reopen  the  comment  period  for  an 
additional  30  days.  The  Agency  believes 
that  an  additional  30  days  allows 
adequate  time  for  interested  persons  to 
submit  comments  without  significantly 
delaying  the  Agency’s  consideration  of 
these  important  issues. 

II.  How  to  Submit  Comments 

Interested  persons  may  submit  either 
electronic  comments  regarding  this 
document  to  http://www.regulations.gov 
or  wrritten  comments  to  the  Division  of 
Dockets  Management  (see  ADDRESSES).  It 
is  only  necessary  to  send  one  set  of 
comments.  Identify  comments  with  the 
docket  number  found  in  brackets  in  the 
heading  of  this  document.  Received 
comments  may  be  seen  in  the  Division 
of  Dockets  Management  between  9  a.m. 
and  4  p.m.,  Monday  through  Friday,  and 
will  be  posted  to  the  docket  at  http:// 
wnvw. regulations. gov. 

Dated:  August  8,  2014. 

Leslie  Kux, 

Assistant  Commissioner  for  Policy. 

[FR  Doc.  2014-19261  Filed  8-13-14;  8:45  am) 
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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 

[Docket  No.  FDA-201 4-N-0001] 

Clinical  Development  of  Drugs  for  the 
Prevention  of  Infections  Caused  by 
Staphylococcus  aureus  in  the  Health 
Care  Setting;  Public  Workshop 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

ACTION:  Notice  of  public  workshop. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA)  is  announcing  a 
public  workshop  regarding  the  clinical 
development  of  drugs  for  the  prevention 
of  serious  infections  caused  by 
Staphylococcus  aureus  in  the  health 
care  setting.  This  public  workshop  is 
intended  to  provide  information  for  and 
gain  perspective  from  health  care 
providers,  patients  and  patient  advocacy 
organizations,  academia,  and  industry 
on  various  aspects  of  clinical 
development  of  drugs  to  prevent 


Staphylococcus  aureus  infections 
including  the  design  of  clinical  trials. 
The  input  from  this  public  workshop 
will  help  in  developing  topics  for 
further  discussion. 

Date  and  Time:  The  public  workshop 
will  be  held  on  September  5,  2014,  from 
8:30  a.m.  to  5  p.m. 

Location:  The  public  workshop  will 
be  held  at  the  DoubleTree  by  Hilton 
Hotel  Washington  DC,  8727  Colesville 
Rd.,  Silver  Spring,  MD  20910.  The 
hotel’s  phone  number  is  301-589-5200. 

Contact  Persons:  Carole  Miller  or  Lori 
Benner,  Center  for  Drug  Evaluation  and 
Research,  Food  and  Drug 
Administration,  10903  New  Hampshire 
Ave.,  Bldg.  22,  Rm.  6217,  Silver  Spring, 
MD  20993-0002,  301-796-1300. 

Registration:  Registration  is  free  for 
the  public  workshop.  Interested  parties 
are  encouraged  to  register  early.  Seating 
is  limited  and  will  be  available  on  a 
first-come,  first-serv'ed  basis.  To  register 
electronically,  email  registration 
information  (including  name,  title,  firm 
name,  address,  telephone,  and  fax 
number)  to  FDASTAPHWORKSHOP® 
fda.hhs.gov.  Onsite  registration  the  day 
of  the  workshop  will  be  available,  but 
advanced  registration  is  preferred. 
Persons  without  access  to  the  Internet 
can  call  301-796-1300  to  register. 

If  you  need  a  sign  language  interpreter 
or  other  special  accommodations,  please 
notify  Carole  Miller  or  Lori  Benner  (see 
Contact  Persons]  at  least  7  days  in 
advance. 

SUPPLEMENTARY  INFORMATION: 

FDA  is  announcing  a  public 
workshop  regarding  scientific 
considerations  in  the  clinical 
development  of  drugs  for  the  prevention 
of  serious  infections  caused  by 
Staphylococcus  aureus  in  the  health 
care  setting.  Clinical  care  guidelines 
recommend  a  group  of  interventions  to 
reduce  health  care  associated  infections 
in  certain  patients  (for  example,  surgical 
patients,  patients  with  a  central-line 
catheter  such  as  dialysis  patients,  and 
patients  admitted  to  the  intensive  care 
unit).  Some  experts  recommend  specific 
interventions  (such  as  nasal 
decolonization)  to  prevent  infections 
caused  by  Staphylococcus  aureus. 
Discussions  will  focus  on  the  data  that 
may  demonstrate  a  clinical  benefit  in 
different  populations  of  patients.  In 
addition,  discussions  will  include:  (1) 
Possible  approaches  to  demonstrating 
the  clinical  benefit  of  one  intervention 
component  in  the  setting  of  a  group  of 
interventions,  (2)  feasible  approaches  to 
identifying  and  recruiting  patients  at 
increased  risk  for  serious  infections 
caused  by  Staphylococcus  aureus  in 
clinical  trials,  and  (3)  feasible  clinical 
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trial  designs  that  may  provide  evidence 
of  efficacy  to  support  drug  approval. 

The  Agency  encourages  individuals, 
patient  advocates,  industry,  consumer 
groups,  health  care  professionals, 
researchers,  and  other  interested 
persons  to  attend  this  public  workshop. 

Transcripts:  Please  be  advised  that  as 
soon  as  a  transcript  is  available,  it  will 
be  accessible  at  http:// 

WWW. regulations. gov.  It  may  be  viewed 
at  the  Division  of  Dockets  Management 
(HFA-305),  Food  and  Drug 
Administration,  5630  Fishers  Lane,  Rm. 
1061,  Rockville,  MD  20852.  A  transcript 
will  also  be  available  in  either  hardcopy 
or  on  CD-ROM,  after  submission  of  a 
Freedom  of  Information  request.  Written 
requests  are  to  be  sent  to  Division  of 
Freedom  of  Information  (ELEM-1029), 
Food  and  Drug  Administration,  12420 
Parklawn  Dr.,  Element  Bldg.,  Rockville, 
MD  20857.  Transcripts  will  also  be 
available  on  the  Internet  at  http:// 
wnvw.f da.gov/Drugs/NewsEven  ts/ 
ucml32703.htm  approximately  45  days 
after  the  workshop. 

Dated:  August  8,  2014. 

Leslie  Kux, 

Assistant  Commissioner  for  Policy. 

[FR  Doc.  2014-19257  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4164-01-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Food  and  Drug  Administration 

[Docket  No.  FDA-2008-N-0334] 

Postmarketing  Safety  Reports  for 
Human  Drug  and  Bioiogical  Products; 
Eiectronic  Submission  Requirements; 
Correction 

AGENCY:  Food  and  Drug  Administration, 
HHS. 

ACTION:  Notice:  correction. 

SUMMARY:  The  Food  and  Drug 
Administration  (FDA)  is  correcting  a 
final  rule  entitled  “Postmarketing  Safety 
Reports  for  Human  Drug  and  Biological 
Products;  Electronic  Submission 
Requirements”  that  appeared  in  the 
Federal  Register  of  June  10,  2014  (79  FR 
33072).  The  document  amended  FDA’s 
postmarketing  safety  reporting 
regulations  for  human  drug  and 
biological  products  to  require  that 
persons  subject  to  mandatory  reporting 
requirements  submit  safety  reports  in  an 
electronic  format  that  FDA  can  process, 
review,  and  archive.  The  document  was 
published  with  incorrect  information 
regarding  the  availability  of  the 
International  Conference  on 
Harmonization’s  (ICH)  data  elements  for 


postmarketing  safety  reports.  The 
document  also  published  with  an 
incorrect  statement  regarding  the  impact 
of  the  final  rule  on  small  entities.  This 
document  corrects  those  errors. 

FOR  FURTHER  INFORMATION  CONTACT:  Jean 
Chung,  Center  for  Drug  Evaluation  and 
Research,  Food  and  Drug 
Administration,  10903  New  Hampshire 
Ave.,  Bldg.  22,  Rm.  4466,  Silver  Spring, 
MD  20993-0002,  301-796-1874;  or 
Stephen  Ripley,  Center  for  Biologies 
Evaluation  and  Research,  Food  and 
Drug  Administration,  10903  New 
Hampshire  Ave.,  Bldg.  71,  Rm.  7268, 
Silver  Spring,  MD  20993-0002,  240- 
402-7911. 

SUPPLEMENTARY  INFORMATION:  In  the 
Federal  Register  of  June  10,  2014,  in  FR 
Doc.  2014-13480,  the  following 
corrections  are  made: 

1.  On  page  33074,  in  the  first  column, 
under  “Introduction”,  footnote  6  is 
corrected  to  read:  “ICH  data  elements 
for  postmarketing  safety  reports  are 
provided  in  the  guidance  for  industry 
entitled  ‘E2B  Electronic  Transmission  of 
Individual  Case  Safety  Reports 
Implementation  Guide — Data  Elements 
and  Message  Specification,’  available  at 
http :// www.fda.gov/Drugs/ 
GuidanceCompIiance 
Eegulatorylnformation/ Guidances/ 
default.htm.” 

2.  On  page  33084,  in  the  second 
column,  under  “Analysis  of  Impacts”, 
the  first  full  sentence  is  corrected  to 
read:  “Because  the  average  small  entity 
submits  few  safety  reports  and  the 
Agency’s  Web-based  system  for 
submitting  reports  electronically  will 
require  little  additional  cost  per  report, 
the  Agency  certifies  that  this  final  rule 
will  not  have  a  significant  economic 
impact  on  a  substantial  number  of  small 
entities.” 

Dated:  August  8,  2014. 

Leslie  Kux, 

Assistant  Commissioner  for  Policy. 

|FR  Doc.  2014-19255  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4164-01-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Resources  and  Services 
Administration 

Agency  Information  Collection 
Activities:  Submission  to  0MB  for 
Review  and  Approval;  Public  Comment 
Request 

AGENCY:  Health  Resources  and  Services 
Administration,  HHS. 

ACTION:  Notice. 


SUMMARY:  In  compliance  with  Section 
3507(a)(1)(D)  of  the  Paperwork 
Reduction  Act  of  1995,  the  Health 
Resources  and  Services  Administration 
(HRSA)  has  submitted  an  Information 
Collection  Request  (ICR)  to  the  Office  of 
Management  and  Budget  (0MB)  for 
review  and  approval.  Comments 
submitted  during  the  first  public  review 
of  this  ICR  will  be  provided  to  OMB. 
OMB  will  accept  further  comments  from 
the  public  during  the  review  and 
approval  period. 

DATES:  Comments  on  this  ICR  should  be 
received  no  later  than  September  15, 
2014. 

ADDRESSES:  Submit  your  comments, 
including  the  Information  Collection 
Request  Title,  to  the  desk  officer  for 
HRSA,  either  by  email  to  OIRA_ 
submission@omb.eop.gov  or  by  fax  to 
202-395-5806. 

FOR  FURTHER  INFORMATION  CONTACT:  To 

request  a  copy  of  the  clearance  requests 
submitted  to  OMB  for  review,  email  the 
HRSA  Information  Collection  Clearance 
Officer  at  paperwork@hrsa.gov  or  call 
(301)  443-1984. 

SUPPLEMENTARY  INFORMATION: 
Information  Gollection  Request  Title: 
Federal  Tort  Claims  Act  (FTCA)  Free 
Clinic  Application  OMB  No.  0915- 
0293 — Revision. 

Abstract:  Under  42  U.S.C.  233(o)  and 
Program  Assistance  Letter  (PAL)  2014- 
04,  “Calendar  Year  2015  Federal  Tort 
Claims  Act  (FTCA)  Deeming 
Application  for  Free  Clinics,”  free 
clinics  are  required  to  submit  annual 
applications  for  deeming  of  qualified 
health  care  professionals,  board 
members,  officers,  and  contractors  for 
purposes  of  FTCA  medical  malpractice 
coverage  for  negligent  acts  and 
omissions  that  arise  from  the 
performance  of  medical,  surgical, 
dental,  or  related  functions  within  the 
scope  of  the  covered  individual’s 
deemed  employment.  HRSA  proposes 
modifying  the  application  forms  to 
reflect  changes  to  eligible  personnel 
made  by  section  10608  of  the  Affordable 
Care  Act,  which  extended  FTCA 
medical  malpractice  liability  protection 
to  free  clinic  board  members,  officers, 
employees,  and  contractors. 

Additionally,  HRSA  proposes  upgrading 
the  application  to  provide  for  electronic 
submissions.  Specifically,  the 
modifications  include:  (1)  Inclusion  of 
board  members,  officers,  employees, 
and  contractors  into  one  comprehensive 
application  that  also  includes  volunteer 
health  care  professionals  and  (2)  a  fully 
electronic  application  that  can  be 
submitted  via  HRSA’s  web-based 
application  system,  the  Electronic 
Handbooks  (EHBs).  It  is  anticipated  that 
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these  modifications  will  decrease  the 
time  and  effort  required  to  complete  the 
current  OMB  approved  FTCA 
application  forms. 

Need  and  Proposed  Use  of  the 
Information:  Deemed  status  for  FTCA 
medical  malpractice  coverage  requires 
HRSA  approval  of  an  application  for 
deeming  of  certain  eligible  individuals 
from  a  sponsoring  free  clinic.  The  FTCA 
Free  Clinic  deeming  application  is  an 
electronic  application  submitted  to 
HRSA  through  the  EHBs  as  part  of  the 
process  of  deeming  qualified  health  care 
professionals,  board  members,  officers, 
and  individual  contractors.  Sponsoring 
clinics  are  required  to  submit  a 


completed  electronic  application  in 
addition  to  other  required  documents  as 
required  by  section  224(o)  of  the  Public 
Health  Service  Act  (42  U.S.C.  233(o)). 
Applications  are  reviewed  by  program 
staff  before  a  deeming  determination  is 
made. 

Likely  Respondents:  Respondents 
include  nonprofit  private  entities  that 
meet  the  statutory  and  programmatic 
requirements  as  stated  in  section  224(o) 
of  the  Public  Health  Service  Act  (42 
U.S.C.  233(o))  and  implementing  HRSA 
policy  guidance. 

Burden  Statement:  Burden  in  this 
context  means  the  time  expended  by 
persons  to  generate,  maintain,  retain. 


disclose  or  provide  the  information 
requested.  This  includes  the  time 
needed  to  review  instructions;  to 
develop,  acquire,  install  and  utilize 
technology'  and  systems  for  the  purpose 
of  collecting,  validating  and  verifying 
information,  processing  and 
maintaining  information,  and  disclosing 
and  providing  information;  to  train 
personnel  and  to  be  able  to  respond  to 
a  collection  of  information;  to  search 
data  sources;  to  complete  and  review 
the  collection  of  information;  and  to 
transmit  or  otherwise  disclose  the 
information.  The  total  annual  burden 
hours  estimated  for  this  ICR  are 
summarized  in  the  table  below. 


Total  Estimated  Annualized  Burden— Hours 


Form  name 

Number  of 
respondents 

Number  of 
!  responses 
per 

respondent 

Total 

responses 

i 

] 

Average 
burden  per 
response 
(in  hours) 

Total  burden 
hours 

FTCA  Free  Clinics  Program  Application .  I 

Total  .  i 

227  ! 

1  ! 

227  1 

2  1 

681 

227  : 

1 

227 

2  ; 

681 

Dated;  August  8,  2014. 

Jackie  Painter, 

Acting  Director,  Dhnsion  of  Policy  and 
Information  Coordination. 

IFR  Doc.  2014-19219  Filed  8-13-14;  8;45  am] 
BILLING  CODE  416S-15-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Resources  and  Services 
Administration 

Agency  Information  Collection 
Activities:  Proposed  Collection:  Public 
Comment  Request 

AGENCY:  Health  Resources  and  Services 
Administration,  HHS. 
action:  Notice. 

SUMMARY:  In  compliance  with  the 
requirement  for  opportunity  for  public 
comment  on  proposed  data  collection 
projects  (Section  3506(c)(2)(A)  of  the 
Papervi'ork  Reduction  Act  of  1995),  the 
Health  Resources  and  Services 
Administration  (HRSA)  announces 
plans  to  submit  an  Information 
Collection  Request  (ICR),  described 
below,  to  the  Office  of  Management  and 
Budget  (OMB).  Prior  to  submitting  the 
ICR  to  OMB,  HRSA  seeks  comments 
from  the  public  regarding  the  burden 
estimate,  below,  or  any  other  aspect  of 
the  ICR. 

DATES:  Comments  on  this  Information 
Collection  Request  must  be  received  no 
later  than  October  14,  2014. 


ADDRESSES:  Submit  your  comments  to 
paperwork@hrsa.gov  or  mail  the  HRSA 
Information  Collection  Clearance 
Officer,  Room  10-29,  Parklawn 
Building,  5600  Fishers  Lane,  Rockville, 
MD  20857. 

FOR  FURTHER  INFORMATION  CONTACT:  To 

request  more  information  on  the 
proposed  project  or  to  obtain  a  copy  of 
the  data  collection  plans  and  draft 
instruments,  email  paperwork@hrsa.gov 
or  call  the  HRSA  Information  Collection 
Clearance  Officer  at  (301)  443-1984. 

SUPPLEMENTARY  INFORMATION:  When 
submitting  comments  or  requesting 
information,  please  include  the 
information  request  collection  title  for 
reference. 

Information  Collection  Request  Title: 
Be  The  Match®  Patient  Services  Survey 
OMB  No.  0915-0212 — Revision. 

Abstract:  National  Marrow  Donor 
Program®/Be  The  Match®  is  dedicated 
to  helping  patients  and  families  get  the 
support  and  information  they  need  to 
learn  about  their  disease  and  treatment 
options,  prepare  for  transplant,  and 
thrive  after  transplant.  The  information 
and  resources  provided  are  intended  to 
help  navigate  the  bone  marrow  or  cord 
blood  transplant  (transplant)  process. 
Participant  feedback  is  essential  to 
understand  the  needs  for  transplant 
support  services  and  educational 
information  across  a  diverse  population. 
This  information  will  be  used  to 
determine  helpfulness  of  existing 
services  and  resources.  Feedback  is  also 


used  to  identify  areas  for  improvement 
and  develop  future  programs. 

Need  and  Proposed  Use  of  the 
Information:  Barriers  to  access  to  bone 
marrow  or  cord  blood  transplant 
(transplant)  related  care  and  educational 
information  are  multi-factorial. 

Feedback  from  participants  is  essential 
to  better  understand  the  changing  needs 
for  services  and  information  as  well  as 
to  demonstrate  the  effectiveness  of 
existing  ser\dces.  The  primary  use  for 
information  gathered  through  the  survey 
is  to  determine  helpfulness  of 
participants’  initial  contact  with  Be  The 
Match®  Patient  Services  Coordinators 
(PSC)  and  to  identify  areas  for 
improvement  in  the  delivery  of  services. 

The  survey  will  include  items  to 
measure:  (1)  Reason  for  contacting  Be 
The  Match®:  (2)  if  the  PSC  was  able  to 
answer  questions  and  were  easy  to 
understand;  (3)  if  the  contact  helped  the 
participant  to  feel  better  prepared  to 
discuss  transplant  with  their  care  team; 
(4)  increase  in  awareness  of  available 
resources:  (5)  timeliness  of  response; 
and  (6)  overall  satisfaction.  Stakeholders 
utilize  this  evaluation  data  to  make 
program  and  resource  allocation 
decisions. 

Likely  Respondents:  Respondents  will 
include  all  patients,  caregivers  and 
family  members  who  have  contact  with 
Be  The  Match®  Patient  Services 
Coordinators  via  phone  or  email  for 
transplant  navigation  ser\dces  and 
support  (advocacy).  The  decision  to 
survey  all  participants  was  made  based 
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on  historic  evidence  of  patients’ 
unavailability  due  to  frequent 
transitions  in  health  status,  as  well  as 
between  home  and  the  hospital  for 
initial  treatment  and  care  for 
complications. 

Burden  Statement:  Burden  in  this 
context  means  the  time  expended  by 
persons  to  generate,  maintain,  retain, 
disclose  or  provide  the  information 
requested.  This  includes  the  time 
needed  to  review  instructions;  to 


develop,  acquire,  install  and  utilize 
technology  and  systems  for  the  purpose 
of  collecting,  validating  and  verifying 
information,  processing  and 
maintaining  information,  and  disclosing 
and  providing  information;  to  train 
personnel  and  to  be  able  to  respond  to 
a  collection  of  information;  to  search 
data  sources;  to  complete  and  review 
the  collection  of  information;  and  to 
transmit  or  otherwise  disclose  the 
information.  The  total  annual  burden 


hours  estimated  for  this  Information 
Collection  Request  are  summarized  in 
the  table  below. 

The  total  respondent  burden  for  the 
satisfaction  survey  is  estimated  to  be 
105  hours.  We  expect  a  total  of  420 
respondents  (33%  response  rate)  to 
complete  the  Be  The  Match®  Patient 
Services  Survey. 

Total  Estimated  Annualized  burden 
hours: 


Form  name 

Number  of 
respondents 

Number  of 
responses  per 
respondent 

Total 

responses 

Average 
burden  per 
response 
(in  hours) 

Total  burden 
hours 

Be  The  Match®  Patient  Services  Survey  . 

420 

1 

420 

0.25 

105 

Total  . 

420 

_ L 

420 

0.25 

105 

HRSA  specifically  requests  comments 
on  (1)  the  necessity  and  utility  of  the 
proposed  information  collection  for  the 
proper  performance  of  the  agency’s 
functions,  (2)  the  accuracy  of  the 
estimated  burden,  (3)  ways  to  enhance 
the  quality,  utility,  and  clarity  of  the 
information  to  be  collected,  and  (4)  the 
use  of  automated  collection  techniques 
or  other  forms  of  information 
technology  to  minimize  the  information 
collection  burden. 

Dated:  August  8,  2014. 

Jackie  Painter, 

Acting  Director,  Division  of  Policy  and 
Information  Coordination. 

IFR  Doc.  2014-19198  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4165-15-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Resources  and  Services 
Administration 

Advisory  Commission  on  Chiidhood 
Vaccines;  Notice  of  Meeting 

In  accordance  with  section  10(a)(2)  of 
the  Federal  Advisory  Committee  Act 
(Pub.  L.  92-463),  notice  is  hereby  given 
of  the  following  meeting: 

Name:  Advisory  Commission  on 
Childhood  Vaccines  (ACCV). 

Date  and  Time:  September  04,  2014,  1:00 
p.m.  to  5:35  p.m.  EDT;  September  05,  2014, 
9:00  a.m.  to  1:45  p.m.  EDT. 

Place:  Parklawn  Building  (and  via  audio 
conference  call  and  Adobe  Connect), 
Conference  Room  10-65,  5600  Fishers  Lane, 
Rockville,  MD  20857. 

The  ACCV  will  meet  on  Thursday, 
September  04,  2014,  1:00  p.m.  to  5:35  p.m. 
EDT  and  Friday,  September  05,  2014,  9:00 
a.m.  to  1:45  p.m.  EDT.  The  public  can  join 
the  meeting  by: 


1.  (In  Person)  Persons  interested  in 
attending  the  meeting  in  person  are 
encouraged  to  submit  a  written  notification 
to:  Annie  Herzog,  DVIC,  Healthcare  Systems 
Bureau  (HSB),  Health  Resources  and  Services 
Administration  (HRSA),  Room  llC-26,  5600 
Fishers  Lane,  Rockville,  Maryland  20857  or 
email:  aherzog@hrsa.gov.  Since  this  meeting 
is  held  in  a  federal  government  building, 
attendees  will  need  to  go  through  a  security 
check  to  enter  the  building  and  participate  in 
the  meeting.  This  wTitten  notification  is 
encouraged  so  that  a  list  of  attendees  can  be 
provided  to  make  entry  through  security 
quicker.  Persons  may  attend  in  person 
without  providing  written  notification,  but 
their  entry  into  the  building  may  be  delayed 
due  to  security  checks  and  the  requirement 
to  be  escorted  to  tbe  meeting  by  a  federal 
government  employee.  To  request  an  escort 
to  the  meeting  after  entering  the  building, 
call  Mario  Lombre  at  301-443-3196.  The 
meeting  will  be  held  at  the  Parklawn 
Building,  Conference  Room  10-65,  5600 
Fishers  Lane,  Rockville,  Maryland  20857. 

2.  (Audio  Portion)  Calling  the  conference 
phone  number,  877-917-4913,  and  providing 
the  following  information; 

Leaders  Name:  Dr.  A.  Melissa  Houston. 
Password:  ACCV. 

3.  (Visual  Portion)  Connecting  to  the  ACCV 
Adobe  Connect  Pro  Meeting  using  the 
following  URL:  https:// 
hrsa.connectsolutions.com/accv/  (copy  and 
paste  the  link  into  your  browser  if  it  does  not 
work  directly,  and  enter  as  a  guest). 
Participants  should  call  and  connect  15 
minutes  prior  to  the  meeting  in  order  for 
logistics  to  be  set  up.  If  you  have  never 
attended  an  Adobe  Connect  meeting,  please 
test  }'our  connection  using  the  following 
URL:  https://hrsa.connectsolutions.com/ 
common/help/en/support/meeting_test.htm 
and  get  a  quick  overview  by  following  URL: 
http://vn\'w.adobe.com/go/connectpro_ 
overview. 

4.  Call  (301)  443-6634  or  send  an  email  to 
aherzogf@hrsa.gov  if  you  are  having  trouble 
connecting  to  the  meeting  site. 

Agenda:  The  agenda  items  for  the 
September  meeting  will  include,  but  are  not 


limited  to:  Updates  from  the  Division  of 
Vaccine  Injury  Compensation  (DVIC), 
Department  of  Justice,  National  Vaccine 
Program  Office,  Immunization  Safety  Office 
(Centers  for  Disease  Control  and  Prevention), 
National  Institute  of  Allergy  and  Infectious 
Diseases  (National  Institutes  of  Health),  and 
Center  for  Biologies,  Evaluation  and  Research 
(Food  and  Drug  Administration); 

Clarification  on  Proposed  Changes  to  the 
Vaccine  Injury  Table;  VICP  Outreach  Plan; 
Report  from  the  ACCV  Process  Workgroup; 
Review  of  Vaccine  Information  Statements; 
Presentation  on  Pneumococcal 
Polysaccharide  (Pneumovax  23)  and  Zoster 
(Shingles)  Vaccine  Safety  Review;  and  a 
Discussion  of  Proposed  Revisions  to  VAERS 
Form  (2.0).  A  draft  agenda  and  additional 
meeting  materials  will  be  posted  on  the 
ACCV  Web  site  [http ://\\nvw. hrsa.gov/ 
vaccinecompensation/accv.htm)  prior  to  the 
meeting.  Agenda  items  are  subject  to  change 
as  priorities  dictate. 

Public  Comment:  Persons  interested  in 
providing  an  oral  presentation  should  submit 
a  written  request,  along  with  a  copy  of  their 
presentation  to:  Annie  Herzog,  DVIC, 
Healthcare  Systems  Bureau  (HSB),  Health 
Resources  and  Services  Administration 
(HRSA),  Room  llC-26,  5600  Fishers  Lane, 
Rockville,  MD  20857  or  email:  aherzog@ 
hrsa.gov.  Requests  should  contain  the  name, 
address,  telephone  number,  email  address, 
and  any  business  or  professional  affiliation  of 
the  person  desiring  to  make  an  oral 
presentation.  Groups  having  similar  interests 
are  requested  to  combine  their  comments  and 
present  them  through  a  single  representative. 
The  allocation  of  time  may  be  adjusted  to 
accommodate  the  level  of  expressed  interest. 
DVIC  will  notify  each  presenter  by  email, 
mail  or  telephone  of  their  assigned 
presentation  time.  Persons  who  do  not  file  an 
advance  request  for  a  presentation,  but  desire 
to  make  an  oral  statement,  may  announce  it 
at  the  time  of  the  public  comment  period. 
Public  participation  and  ability  to  comment 
will  be  limited  to  space  and  time  as  it 
permits. 

For  further  information  contact:  Anyone 
requiring  information  regarding  the  ACCV 
should  contact  Annie  Herzog,  DVIC,  HSB, 
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HRSA,  Room  llC-26,  5600  Fishers  Lane, 
Rockville,  MD  20857;  telephone  (301)  443- 
6634  or  email:  aherzog@hrsa.gov. 

Dated:  August  6,  2014. 

Jackie  Painter, 

Acting  Director,  Division  of  Policy  and 
Information  Coordination. 

|FR  Doc.  2014-19201  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4165-15-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Resources  and  Services 
Administration 

Advisory  Council  on  Blood  Stem  Cell 
Transplantation;  Notice  of  Meeting 

In  accordance  with  section  10(a)(2)  of 
the  Federal  Advisory  Committee  Act 
(Puh.  L.  92—463),  notice  is  hereby  given 
of  the  following  meeting: 

Name:  Advisor}'  Council  on  Blood  Stem 
Cell  Transplantation. 

Date  and  Time:  September  15,  2014,  8:00 
a.m.  to  4:30  p.m.  (Eastern  Standard  Time). 

Place:  Fishers  Lane  Conference  Center, 
Terrace  Level,  5635  Fishers  Lane,  Rockville, 
MD  20852. 

Status:  The  meeting  will  be  open  to  the 
public. 

Purpose;  Pursuant  to  Public  Law  109-129, 
42  U.S.C.  274k  (section  379  of  the  Public 
Health  Service  Act,  as  amended),  the 
Advisory  Council  on  Blood  Stem  Cell 
Transplantation  (ACBSCT)  advises  the 
Secretary  of  the  Department  of  Health  and 
Human  Services  and  the  Administrator, 
Health  Resources  and  Services 
Administration,  on  matters  related  to  the 
activities  of  the  C.W.  Bill  Young  Cell 
Transplantation  Program  (Program)  and  the 
National  Cord  Blood  Inventory  Program. 

Agenda:  The  Council  will  hear  reports 
from  ACBSCT  Work  Groups  including: 
Realizing  the  Potential  of  Cord  Blood;  Access 
to  Transplantation;  and  Advancing 
Hematopoietic  Stem  Cell  Transplantation  for 
Hemoglobinopathies.  The  Council  also  will 
hear  presentations  and  discussions  on  topics 
including:  Financial  Issues  Related  to  Stem 
Cell  Transplantation  and  Quality  of  Care. 
Agenda  items  are  subject  to  changes  as 
priorities  indicate. 

After  Council  discussions,  members  of  the 
public  will  have  an  opportunity  to  provide 
comments.  Because  of  the  Council’s  full 
agenda  and  the  time  frame  in  which  to  cover 
the  agenda  topics,  public  comment  will  be 
limited.  All  public  comments  will  be 
included  in  the  record  of  the  ACBSCT 
meeting.  Meeting  summary  notes  will  be 
posted  on  the  HRSA’s  Program  Web  site  at 
http://bloodceII.transpIant.hrsa.gov/ABOUT/ 
Advisory  Council/index. html. 

Those  participating  in  this  meeting  can 
register  and  view  the  draft  meeting  agenda  by 
visiting  https://wmv.blsmeetings.net/acbsct. 
The  deadline  to  register  for  this  meeting  is 
Friday,  September  12,  2014.  For  all  logistical 
questions  and  concerns,  please  contact  Anita 
Allen,  Seamon  Corporation,  by  calling  (301) 


658-3442  or  by  sending  an  email  to  aallen® 
seamoncorporati  on .  com . 

Public  Comment:  It  is  preferred  that 
persons  interested  in  providing  an  oral 
presentation  submit  a  written  request,  along 
with  a  copy  of  their  presentation  to:  Patricia 
Stroup,  MBA,  MPA,  Executive  Secretary, 
Healthcare  Systems  Bureau,  Health 
Resources  and  Services  Administration, 

Room  17W65,  5600  Fishers  Lane,  Rockville, 
Maryland  20857  or  email  at  pstroup® 
hrsa.gov.  Requests  should  contain  the  name, 
address,  telephone  number,  email  address, 
and  any  business  or  professional  affiliation  of 
the  person  desiring  to  make  an  oral 
presentation.  Groups  having  similar  interests 
are  requested  to  combine  their  comments  and 
present  them  through  a  single  representative. 

The  allocation  of  time  may  be  adjusted  to 
accommodate  the  level  of  expressed  interest. 
Persons  who  do  not  file  an  advance  request 
for  a  presentation,  but  desire  to  make  an  oral 
statement,  may  request  this  at  the  time  of  the 
public  comment  period.  Public  participation 
and  ability  to  comment  will  be  limited  to 
time  as  it  permits. 

For  Further  Information  Contact: 

Patricia  Stroup,  MBA,  MPA,  Executive 
Secretary,  Healthcare  Systems  Bureau,  Health 
Resources  and  Services  Administration,  5600 
Fishers  Lane,  Room  17W63,  Rockville, 
Maryland  20857;  telephone  (301)  443-1127. 

Dated:  August  8,  2014. 

Jackie  Painter, 

Acting  Director,  Division  of  Policy  and 
Information  Coordination. 

[FR  Doc.  2014-19218  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4165-16-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Resources  and  Services 
Administration 

Centers  for  Disease  Control  and 
Prevention  (CDCJ/Health  Resources 
and  Services  Administration  (HRSA) 
Advisory  Committee  on  HIV,  Viral 
Hepatitis,  and  Sexually  Transmitted 
Disease  (STD)  Prevention  and 
Treatment 

AGENCY:  Health  Resources  and  Services 
Administration,  HHS. 

ACTION:  Notice. 

SUMMARY:  The  Health  Resources  and 
Services  Administration  (HRSA)  is 
requesting  nominations  to  fill  three 
vacancies  on  the  CDC/HRSA  Advisory 
Committee  on  HIV,  Viral  Hepatitis  and 
STD  Prevention  and  Treatment 
(CHACHSPT). 

DATES:  Nominations  should  be 
submitted  electronically  or  in  writing, 
and  must  be  postmarked  by  August  30, 
2014. 

ADDRESSES:  All  nominations  should  be 
submitted  by  email  to:  Shelley  B. 
Gordon,  Public  Health  Analyst,  at 


sgordon@hrsa.gov  or  mailed  to  Shelley 
B.  Gordon,  HIV/AIDS  Bureau,  HRSA, 
5600  Fishers  Lane,  Room  7G-26, 
Rockville,  Maryland  20857,  no  later 
than  September  15,  2014. 

FOR  FURTHER  INFORMATION  CONTACT: 
Shelley  B.  Gordon,  Public  Health 
Analyst,  HIV/AIDS  Bureau,  HRSA,  5600 
Fishers  Lane,  Room  7G-26,  Rockville, 
Maryland  20857,  sgordon@hrsa.gov, 
301-443-9684. 

SUPPLEMENTARY  INFORMATION:  The 

CHACHSPT  is  governed  by  the  Federal 
Advisory  Committee  Act,  Public  Law 
92-643  (5  U.S.C.  App.  2),  as  amended, 
which  sets  forth  the  standards  for  the 
formation  and  use  of  advisory 
committees.  The  CHACHSPT  consists  of 
18  experts  knowledgeable  in  the  fields 
of  public  health,  epidemiology, 
laboratory  practices,  immunology, 
infectious  diseases,  drug  abuse, 
behavioral  science,  health  education, 
healthcare  delivery,  state  health 
programs,  clinical  care,  preventive 
health,  medical  education,  health 
services  and  clinical  research,  and 
healthcare  financing,  who  are  selected 
by  the  Secretary  of  the  U.S.  Department 
of  Health  and  Human  Services  (HHS). 
The  CHACHSPT  provides  advice  to  the 
Secretary,  HHS;  the  Director,  CDC;  and 
the  Administrator,  HRSA,  on  objectives, 
strategies,  policies,  and  priorities  for 
HIV,  viral  hepatitis,  and  STD  prevention 
and  treatment  efforts  including 
surveillance  of  HIV  infection,  AIDS, 
viral  hepatitis,  other  STDs,  and  related 
behaviors:  epidemiologic,  behavioral, 
health  services,  and  laboratory  research 
on  HFV/AIDS,  viral  hepatitis,  and  other 
STDs;  identification  of  policy  issues 
related  to  HIV/viral  hepatitis/STD 
professional  education,  patient 
healthcare  delivery,  and  prevention 
services;  agency  policies  about 
prevention  of  HIV/AIDS,  viral  hepatitis, 
and  other  STDs,  treatment,  healthcare 
delivery,  and  research  and  training; 
strategic  issues  influencing  the  ability  of 
CDC  and  HRSA  to  fulfill  their  missions 
of  providing  prevention  and  treatment 
services;  programmatic  efforts  to 
prevent  and  treat  HIV,  viral  hepatitis, 
and  other  STDs;  and  support  to  the 
agencies  in  their  development  of 
responses  to  emerging  health  needs 
related  to  HIV,  viral  hepatitis,  and  other 
STDs. 

Nominations  are  being  sought  for 
individuals  who  have  expertise  and 
qualifications  necessary  to  contribute  to 
the  Committee’s  objectives. 

Nominees  will  be  selected  from 
experts  having  experience  in  HIV/AIDS, 
viral  hepatitis,  and  STDs  prevention  and 
control.  Experts  in  the  disciplines  of 
epidemiology,  laboratory  practice. 
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immunology,  infectious  diseases,  drug 
abuse,  behavioral  science,  health 
education,  healthcare  delivery,  state 
health  programs,  clinical  care, 
preventive  health,  medical  education, 
health  services  and  clinical  research, 
healthcare  financing,  and  other  related 
disciplines  will  be  considered.  Members 
may  be  invited  to  serve  for  terms  of  up 
to  4  years. 

The  HHS  policy  stipulates  that 
committee  membership  be  balanced  in 
terms  of  points  of  view  represented  and 
the  committee’s  function.  Consideration 
is  given  to  ensure  a  broad  representation 
of  geographic  areas  within  the  U.S.,  as 
well  as  gender,  race,  ethnicity,  persons 
with  disabilities,  and  several  other 
factors  including:  (1)  The  committee’s 
mission;  (2)  the  geographic,  ethnic, 
social,  economic,  or  scientific  impact  of 
the  advisory  committee’s 
recommendations:  (3)  the  types  of 
specific  perspectives  required,  for 
example,  those  of  consumers,  technical 
experts,  the  public  at-large,  academia, 
business,  or  other  sectors;  (4)  the  need 
to  obtain  divergent  points  of  view  on  the 
issues  before  the  advisory  committee; 
and  (5)  the  relevance  of  state,  local,  or 
Tribal  governments  to  the  development 
of  the  advisory  committee’s 
recommendations.  Nominees  must  be 
U.S.  citizens. 


Candidates  should  submit  the 
following  items: 

•  Current  curriculum  vitae,  including 
complete  contact  information 
(telephone  numbers,  mailing  address, 
email  address). 

•  A  letter  of  recommendation  from 
person(s)  not  employed  by  the  U.S. 
Department  of  Health  and  Human 
Services. 

•  A  statement  indicating  the 
nominee’s  willingness  to  serve  as  a 
potential  member  of  the  Committee. 

Dated:  August  7,  2014. 

Jackie  Painter, 

Acting  Director,  Division  of  Policy  and 
Information  Coordination. 

[FR  Doc.  2014-19199  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4165-15-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Resources  and  Services 
Administration 

Rural  Health  Services  Outreach 
Program 

agency:  Health  Resources  and  Services 
Administration,  HHS. 

ACTION:  Notice  of  Class  Deviation  from 
Competition  Requirements  for  Rural 


Health  Services  Outreach  Program 
(Outreach). 

SUMMARY:  The  Office  of  Rural  Health 
Policy  (ORHP)  will  provide  program 
expansion  supplemental  awards  to  the 
current  Rural  Health  Services  Outreach 
Program  grantees.  The  program 
expansion  supplemental  funds  will 
allow  current  Outreach  grantees  to 
expand  outreach  and  enrollment 
activities  to  the  rural  uninsured  for  the 
next  Affordable  Care  Act’s  (ACA)  Health 
Insurance  Marketplace  open  enrollment 
period  (November  15,  2014-February 
15,  2015).  In  addition,  it  will  help 
educate  the  newly  insured  about  the 
insvnance  and  benefits  they  can  now 
access  as  a  result  of  enrolling  during  the 
initial  Health  Insurance  Marketplace 
open  enrollment  period.  The 
overarching  goals  of  this  supplemental 
funding  are  to:  (1)  Increase  the  number 
of  uninsured  educated  about  their 
coverage  options;  (2)  increase  the 
number  of  uninsured  enrolled  into  the 
Health  Insurance  Marketplaces  or  other 
available  sources  of  insurance,  such  as 
Medicaid  and  the  Children’s  Health 
Insvnance  Program;  and  (3)  increase  the 
number  of  newly  insured  individuals 
educated  about  the  benefits  and  primary 
care  and  preventative  services  to  which 
they  now  have  access. 

SUPPLEMENTARY  INFORMATION: 


Intended  Recipient  of  the  Award:  Current  Outreach  Grantees  (Quantity:  69) 


Grant  No. 

Grantee  name 

City 

State 

Amount 

D04RH23609  . 

PeaceHealth  DBA  Ketchikan  General  Hospital  . 

Ketchikan  . 

AK 

Not  to  exceed  $25,000. 

D04RH23614  . 

Siloam  Springs  Regional  Health  Cooperative,  Inc 

Siloam  Springs  . 

AR 

Not  to  exceed  $25,000. 

D04RH23596  . 

Mariposa  Community  Health  Center,  Inc . 

Nogales  . 

AZ 

Not  to  exceed  $25,000. 

D04RH23569  . 

County  of  Nevada  Human  Services  Agency  . 

Nevada  City  . 

CA 

Not  to  exceed  $25,000. 

D04RH23589  . 

Lake  County  Tribal  Health,  Inc  . 

Lakeport . 

CA 

Not  to  exceed  $25,000. 

D04RH23620  . 

Woodlake  Union  Elementary  . 

Woodlake . 

CA 

Not  to  exceed  $25,000. 

D04RH23616  . 

Telluride  Medical  Center  Foundation  . 

Telluride  . 

CO 

Not  to  exceed  $25,000. 

D04RH23588  . 

La  Red  Health  Center,  Inc  . 

Georgetown  . 

DE 

Not  to  exceed  $25,000. 

D04RH23580  . 

Heartland  Rural  Health  Network,  Inc  . 

Avon  Park  . 

FL 

Not  to  exceed  $25,000. 

D04RH23611  . 

Rural  Health  Network  of  Monroe  County  Florida, 
Inc. 

Georgia  Southern  University . 

Summerland  Key  . 

FL 

Not  to  exceed  $25,000. 

D04RH23576  . 

Statesboro  . 

GA 

Not  to  exceed  $25,000. 

D04RH23585  . 

Irwin  County  Board  of  Health . 

Ocilla . 

GA 

Not  to  exceed  $25,000. 

D04RH23599  . 

Meadows  Regional  Medical  Center,  Inc  . 

Vidalia  . 

GA 

Not  to  exceed  $25,000. 

D04RH23615  . 

St.  Mary’s  Hospital,  Inc  . 

Cottonwood  . 

ID 

Not  to  exceed  $25,000. 

D04RH23583  . 

Indiana  Rural  Health  Association,  Inc . 

Rosedale  . 

IN 

Not  to  exceed  $25,000. 

D04RH23618  . 

Unified  School  District  #498  Marshall  County  Kan- 

Waterville  . 

KS 

Not  to  exceed  $25,000. 

D04RH23572  . 

Ephraim  McDowell  Health  Care  Foundation,  Inc  .. 

Danville  . 

KY 

Not  to  exceed  $25,000. 

D04RH23586  . 

Kentucky  Office  of  Vocational  Rehabilitation  . 

Frankfort  . 

KY 

Not  to  exceed  $25,000. 

D04RH23590  . 

Lake  Cumberland  District  Health  Department  . 

Somerset  . 

KY 

Not  to  exceed  $25,000. 

D04RH23591  . 

Lotts  Creek  Community  School,  Inc  . 

Hazard  . 

KY 

Not  to  exceed  $25,000. 

D04RH23595  . 

Marcum  and  Wallace  Memorial  Hospital  . 

Irvine  . 

KY 

Not  to  exceed  $25,000. 

D04RH23603  . 

Montgomery  County  Kentucky  Health  Department 

Mount  Sterling  . 

KY 

Not  to  exceed  $25,000. 

D04RH24757  . 

Unlawful  Narcotics  Investigation,  Treatment  and 
Education. 

Somerset  . 

KY 

Not  to  exceed  $25,000. 

D04RH23582  . 

Hospital  Service  District  No.  1-A  of  the  Parish  of 
Richland. 

Delhi  . 

LA 

Not  to  exceed  $25,000. 

D04RH23584  . 

Innis  Community  Health  Center,  Inc . 

Innis  . 

LA 

Not  to  exceed  $25,000. 

D04RH23592  . 

Louisiana  Tech  University  . 

Ruston  . 

LA 

Not  to  exceed  $25,000. 

D04RH23556  . 

Allegany  Health  Right,  Inc  . 

Cumberland  . 

MD 

Not  to  exceed  $25,000. 

D04RH23604  . 

Mount  Desert  Island  Hospital  Organization  . 

Bar  Harbor . 

ME 

Not  to  exceed  $25,000. 
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Intended  Recipient  of  the  Award:  Current  Outreach  Grantees  (Quantity:  69)— Continued 


Grant  No. 

Grantee  name 

City 

State 

Amount 

D04RH23621  . 

Spectrum  Health  Hospitals  . 

Greenville  . 

Ml 

Not  to  exceed  $25,000. 

D04RH23622  . 

Sterling  Area  Health  Center . 

Sterling  . 

Ml 

Not  to  exceed  $25,000. 

D04RH23623  . 

Upper  Great  Lakes  Family  Health  Center  . 

Gwinn  . 

Ml 

Not  to  exceed  $25,000. 

D04RH23624  . 

Western  Upper  Peninsula  District  Health  Depart- 

Hancock  . 

Ml 

Not  to  exceed  $25,000. 

ment. 

D04RH23568  . 

County  of  Koochiching  . 

International  Falls  . 

MN 

Not  to  exceed  $25,000. 

D04RH23601  . 

Mississippi  Headwaters  Area  Dental  Health  Cen¬ 
ter. 

Citizens  Memorial  Hospital  District  . 

Bemidji  . 

MN 

Not  to  exceed  $25,000. 

D04RH23566  . 

Bolivar . 

MO 

Not  to  exceed  $25,000. 

D04RH23574  . 

Freeman  Neosho  Hospital  . 

Neosho  . 

MO 

Not  to  exceed  $25,000. 

D04RH23579  . 

Health  Care  Coalition  of  Layfayette  County  . 

Lexington  . 

MO 

Not  to  exceed  $25,000. 

D04RH23608  . 

Northeast  Missouri  Health  Council,  Inc  . 

Kirksville  . 

MO 

Not  to  exceed  $25,000. 

D04RH23563  . 

Central  Mississippi  Residential  Center  . 

Newton  . 

MS 

Not  to  exceed  $25,000. 

D04RH23562  . 

Butte  Silver  Bow  Primary  Health  Care  Clinic,  Inc 

Butte  . 

MT 

Not  to  exceed  $25,000. 

AKA  Butte  Community  Health  Center. 

D04RH23578  . 

Granite  County  Medical  Center  . 

Philipsburg  . 

MT 

Not  to  exceed  $25,000. 

D04RH23594  . 

Madison  Valley  Hospital  Association,  Inc  . 

Ennis . 

MT 

Not  to  exceed  $25,000. 

D04RH23602  . 

Seely  Swan  Hospital  District . 

Seeley  Lake . 

MT 

Not  to  exceed  $25,000. 

D04RH25707  . 

Partnership  for  Children  of  the  Foothills  . 

Forest  City  . 

NC 

Not  to  exceed  $25,000. 

D04RH23605  . 

Nebraska  Association  of  Local  Health  Directors  ... 

Kearney  . 

NE 

Not  to  exceed  $25,000. 

D04RH23610  . 

Public  Health  Solutions  . 

Crete . 

NE 

Not  to  exceed  $25,000. 

D04RH23597  . 

Mary  Hitchcock  Memorial  Hospital/Dartmouth- 

Lebanon  . 

NH 

Not  to  exceed  $25,000. 

Hitchcock  Medical  Center. 

D04RH23600  . 

Mid-State  Health  Center  . 

Plymouth  . 

NH 

Not  to  exceed  $25,000. 

D04RH23607  . 

North  Country  Health  Consortium  Inc . 

Littleton  . 

NH 

Not  to  exceed  $25,000. 

D04RH23559  . 

Ben  Archer  Health  Center . 

Hatch  . 

NM 

Not  to  exceed  $25,000. 

D04RH23581  . 

Hidalgo  Medical  Services . 

Lordsburg  . 

NM 

Not  to  exceed  $25,000. 

D04RH23564  . 

Chautauqua  County  Health  Network,  Inc  . 

Jamestown  . 

NY 

Not  to  exceed  $25,000. 

D04RH23565  . 

Chautauqua  Opportunities,  Inc  . 

Dunkirk  . 

NY 

Not  to  exceed  $25,000. 

D04RH23573  . 

Fostoria  Community  Hospital  . 

Fostoria . 

OH 

Not  to  exceed  $25,000. 
Not  to  exceed  $25,000. 

D04RH23617  . 

Trinity  Hospital  Twin  City  . 

Dennison  . 

OH 

D04RH23587  . 

La  Clinica  Del  Carino  . 

Hood  River  . 

OR 

Not  to  exceed  $25,000. 

D04RH23613  . 

Samaritan  North  Lincoln  Hospital  . 

Lincoln  City  . 

OR 

Not  to  exceed  $25,000. 

D04RH23557  . 

Armstrong-Indiana  Drug  and  Alcohol  Commission, 
Inc. 

Community  Guidance  Center . 

Shelocta . 

PA 

Not  to  exceed  $25,000. 

Not  to  exceed  $25,000. 

D04RH26834  . 

Indiana  . 

PA 

D04RH23570  . 

Delta  Dental  Plan  of  South  Dakota . 

SD 

Not  to  exceed  $25,000. 

D04RH23612  . 

Sacred  Heart  Health  Service  . 

Yankton  .  | 

SD 

Not  to  exceed  $25,000. 

D04RH23619  . 

University  of  South  Dakota  . 

Vermillion  . 

SD 

Not  to  exceed  $25,000. 

D04RH23561  . 

Buffalo  Valley,  Inc  . 

Hohenwald . 

TN 

Not  to  exceed  $25,000. 

D04RH23593  . 

Madison  County  . 

Madisonville  . 

TX 

Not  to  exceed  $25,000. 

D04RH23577  . 

Giles  Free  Clinic . 

Pearisburg  . 

VA 

Not  to  exceed  $25,000. 

D04RH23558  . 

Behavioral  Health  Network  of  Vermont  . 

Montpelier . 

VT 

Not  to  exceed  $25,000. 

D04RH23560  . 

Bi-State  Primary  Care  Association  . 

Montpelier  . 

VT 

Not  to  exceed  $25,000. 

D04RH23555  . 

ABC  for  Rural  Health,  Inc  . 

Balsam  Lake . 

Wl 

Not  to  exceed  $25,000. 

D04RH23575  . 

Future  Generations  . 

Circleville  . 

WV 

Not  to  exceed  $25,000. 

Amount  of  Non-Competitive  Awards: 
$25, 000/award 

Period  of  Supplemental  Funding:  To 
be  used  in  the  current  fiscal  year  (FY) 
2014  budget  period 

CFDA  Number:  93.912 

Authority:  Public  Health  Service  Act, 
Section  330A  (e)  (42  U.S.C.  254(c)),  as 
amended. 

Justification:  A  greater  proportion  of 
rural  residents  lack  health  insurance  in 
comparison  to  urban  residents.  With 
millions  still  uninsured,  this 
supplemental  funding  will  allow 
current  Outreach  grantees  an 
opportunity  to  specifically  employ  and 
tailor  ACA  outreach  and  enrollment 
efforts  to  the  uninsured  population  in 
rural  communities  for  the  upcoming 
Health  Insurance  Marketplace  open 


enrollment  period  (November  15,  2014- 
February  15,  2015).  Additionally, 
Outreach  grantees  will  be  able  help 
educate  the  newly  insured  rural 
Americans  about  the  health  insurance 
coverage  and  care  to  which  they  now 
have  access. 

FOR  FURTHER  INFORMATION  CONTACT: 

Linda  Kwon,  MPH,  Community  Based 
Division,  Office  of  Rural  Health  Policy, 
Health  Resources  and  Services 
Administration,  5600  Fishers  Lane, 
Room  17W29C,  Rockville,  MD  20857, 
phone:  (301)  594-4205,  or  email: 
Lkwon@hrsa.gov. 

Dated:  August  7,  2014. 

Mary  K.  Wakefleld, 

Administrator. 

(FR  Doc.  2014-19200  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4165-15-P 


DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Substance  Abuse  and  Mental  Health 
Services  Administration 

Center  for  Mental  Health  Services; 
Notice  of  Meeting 

Pursuant  to  Public  Law  92-463, 
notice  is  hereby  given  that  the 
Substance  Abuse  and  Mental  Health 
Services  Administration’s  (SAMHSA) 
Center  for  Mental  Health  Services 
(CMHS)  National  Advisory  Council  will 
meet  August  26,  2014,  1:00  p.m.  to  5:00 
p.m..  Eastern  Daylight  Time  (EDT). 

The  meeting  will  include  discussion 
and  evaluation  of  grant  applications 
reviewed  by  Initial  Review  Groups,  and 
involve  an  examination  of  confidential 
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financial  and  business  information  as 
well  as  personal  information  concerning 
the  applicants.  Therefore,  the  meeting 
will  be  closed  to  the  public  from  1:00 
p.m.  to  3:00  p.m.  as  determined  by  the 
SAMHSA  Administrator,  in  accordance 
with  Title  5  U.S.C.  552b(c)(4)  and  (6) 
and  (c)(9)(B)  and  5  U.S.C.  App.  2, 
Section  10(d).  The  remainder  of  the 
meeting  is  open  and  will  include 
discussion  of  SAMHSA’s  Common  Data 
Platform  and  program  developments. 

Substantive  program  information,  a 
summary  of  the  meeting  and  a  roster  of 
Council  members  may  be  obtained  as 
soon  as  possible  after  the  meeting,  by 
accessing  the  SAMHSA  Committee  Web 
site  at  https://nac.samhsa.gov/ 
CMHScouncil/Index.aspx,  or  by 
contacting  the  CMHS  National  Advisory 
Council’s  Designated  Federal  Official, 
Ms.  Deborah  DeMasse-Snell  (see  contact 
information  below). 

Committee  Name:  SAMHSA’S  Center 
for  Mental  Health  Services  National 
Advisory  Council. 

Date/Time/Type:  August  26,  2014, 

1:00  p.m.  to  3:00  p.m.  (EDT)  CLOSED, 
August  26,  2014,  3:00  p.m.  to  5:00  p.m. 
(EDT)  OPEN. 

Place:  SAMHSA  Building,  1  Choke 
Cherry  Road,  Conference  Room  6-1060, 
Rockville,  Maryland  20857. 

Contact:  Deborah  DeMasse-Snell, 

M.A.  (Than),  Designated  Federal 
Official,  SAMHSA  CMHS  National 
Advisory  Council,  1  Choke  Cherry  Road, 
Room  6-1084,  Telephone:  (240)  276- 
1861,  Fax:  (240)  276-1850,  E-Mail: 
Deborah. DeMasse-Snell® 
samhsa.hhs.gov. 

Cathy  J.  Friedman, 

Public  Health  Analyst,  SAMHSA. 

|FR  Doc.  2014-19182  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4162-20-P 


DEPARTMENT  OF  HOMELAND 
SECURITY 

[Docket  Number  DHS-201 4-0042] 

Environmental  Planning  and  Historic 
Preservation  Program 

agency:  Department  of  Homeland 
Security. 

ACTION:  Notice  of  Programmatic 
Environmental  Assessment  and  Finding 
of  No  Significant  Impact  for 
departmental  actions  to  address  the 
increased  influx  of  unaccompanied 
children  and  families  across  the 
southwest  border  of  the  United  States. 

SUMMARY:  Notice  is  hereby  given  that 
the  Department  of  Homeland  Security 
(DHS  or  Department)  has  prepared  a 
Programmatic  Environmental 


Assessment  (PEA)  and  Finding  of  No 
Significant  Impact  (FONSI)  for  actions 
to  address  the  influx  of  unaccompanied 
alien  children  and  families  across  the 
southwest  border  of  the  United  States. 
The  PEA  was  prepared  pursuant  to  the 
National  Environmental  Policy  Act 
(NEPA)  of  1969  (42  U.S.C.  4321  et  seq.), 
the  Council  on  Environmental  Quality 
Regulations  for  implementing  the 
procedural  provisions  of  NEPA  (40  CFR 
Parts  1500-1508),  and  the  Department’s 
NEPA  procedures  (Directive  023-01, 
Environmental  Planning  Program). 
DATES:  The  Programmatic 
Environmental  Assessment  and  Finding 
of  No  Significant  Impact  documents  are 
being  made  available  for  public 
inspection  for  thirty  (30)  days. 

FOR  FURTHER  INFORMATION  CONTACT:  For 
NEPA-related  inquires,  contact:  Dr. 
Teresa  R.  Pohlman,  Director, 
Sustainability  and  Environmental 
Programs,  Office  of  the  Chief  Readiness 
Support  Officer,  Management 
Directorate,  Department  of  Homeland 
Security  by  any  of  the  following  means: 
By  mail  to  245  Murray  Lane  SW.,  Mail 
Stop  0075,  Washington,  DC  20528- 
0075;  by  calling  202-343-4051;  or  by 
emailing  SEP-EPHP@hq.dhs.gov.  Media 
inquiries  regarding  the  DHS  response  to 
and  operations  regarding  the  influx  of 
unaccompanied  alien  children  and 
families  may  be  emailed  to  the  DHS 
Office  of  Public  Affairs  at 
mediainquiry@dhs.gov.  For  further 
information  on  the  DHS  response  to  the 
humanitarian  situation,  visit 
WWW. dhs.gov/uac. 

SUPPLEMENTARY  INFORMATION:  The  June 
2,  2014,  Presidential  Memorandum 
Response  to  the  Influx  of 
Unaccompanied  Alien  Children  Across 
the  Southwest  Border  directed  the 
Secretary  of  the  Department  of 
Homeland  Security  to  establish  an 
interagency  Unified  Coordination  Group 
to  ensure  unity  of  effort  across  the 
executive  branch  in  responding  to  the 
humanitarian  aspects  of  the  situation, 
consistent  with  the  Homeland  Security 
Act  of  2002  and  Homeland  Security 
Presidential  Directive-5  (Management  of 
Domestic  Incidents),  including 
coordination  with  State,  local,  and  other 
nonfederal  entities.  In  addition  to  the 
influx  of  unaccompanied  alien  children, 
there  is  also  an  increase  in  the  number 
of  family  units  entering  the  United 
States. 

The  Department  of  Homeland 
Security  (DHS)  is  responsible  for  the 
apprehension,  processing,  detention, 
and  removal  of  such  persons  crossing 
the  southwest  border  into  the  United 
States  without  authorization.  The 
increased  influx  in  the  number  of 


apprehended  persons  has  the  potential 
to  fill  or  exceed  the  capacity  of  the  DHS 
support  resources  and  infrastructure 
(real  property  for  processing  and 
housing  apprehended  persons,  services 
including  medical  care,  transportation, 
utilities,  meals,  hygiene,  recreation,  etc.) 
currently  available. 

The  purpose  of  the  Proposed  Action 
is  to  implement  the  DHS  response  to  the 
influx  of  unaccompanied  alien  children 
and  family  units  entering  the  United 
States  across  the  southwest  border,  and 
to  identify  a  process  for  efficient  and 
effective  environmental  review  for 
action(s)  subject  to  NEPA. 

The  need  for  the  Proposed  Action  is 
based  on  the  existing  and  expected 
increase  in  the  number  of  apprehended 
persons  being  processed  that  may 
exceed  the  then  current  capacity  of  the 
DHS  support  resources  and 
infrastructure.  In  addition,  the  need  for 
the  proposed  action  is  to  meet  the 
requirements  in  the  June  2,  2014 
Presidential  Memorandum  to  address 
the  humanitarian  situation. 

The  PEA  evaluated  two  alternatives: 
the  No  Action  Alternative  and  the 
Proposed  Action  Alternative.  Under  the 
Proposed  Action  Alternative,  DHS 
proposes  to  increase,  in  accelerated 
fashion,  its  capacity  for  managing 
unaccompanied  alien  children  and 
family  units  crossing  the  southwest 
border  of  the  United  States  until  said 
persons  can  have  their  status 
determined  or,  in  the  case  of 
unaccompanied  alien  children,  can  be 
transferred  to  the  Department  of  Health 
and  Human  Services.  Increased  DHS 
capacity  is  needed  in  the  following 
areas:  temporary  detention  space  and 
housing,  transportation,  childcare,  and 
medical  care. 

Under  the  No  Action  Alternative,  no 
additional  facilities  and  services  would 
be  acquired  in  an  accelerated  fashion. 
Unaccompanied  alien  children  and 
family  units  would  be  detained  in 
custody  for  unacceptable  lengths  of  time 
in  overcrowded  and  potentially  unsafe 
and  unhealthy  conditions  which  do  not 
meet  standards  acceptable  to  the  United 
States.  Because  of  the  potential  for 
adverse  impacts  to  human  health  and 
safety  if  there  is  no  accelerated  increase 
in  facilities  and  services  to  address  the 
influx  of  unaccompanied  alien  children 
and  family  units,  the  No-Action 
Alternative  is  not  viable. 

The  PEA  and  FONSI  are  available  on 
the  internet  at  www.dhs.gov/nepa  and 
www.regulations.gov  (Docket  Number 
DHS-2014-0042). 
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Dated:  August  7,  2014, 

Teresa  R.  Pohlman, 

Director  of  Sustainability  and  Environmental 
Programs. 

|FR  Doc.  2014-19209  Filed  8-13-14;  8:45  am] 

BILLING  CODE  9110-9B-P 


DEPARTMENT  OF  HOMELAND 
SECURITY 

Federal  Emergency  Management 
Agency 

[Docket  ID  FEMA-2014-0002;  Internal 
Agency  Docket  No.  FEMA-B-1419] 

Proposed  Flood  Hazard 
Determinations 

Correction 

In  notice  document  2014-16051, 
appearing  on  pages  38935-38939  in  the 


issue  of  Wednesday,  July  9,  2014,  make 
the  following  correction: 

On  pages  38935-38939,  the  tables 
should  appear  as  follows: 

I.  Watershed-based  studies: 


Community 


Community  map  repository  address 

_ i _ 

Lower  Susquehanna  Watershed 
Lancaster  County,  Pennsylvania  (All  Jurisdictions) 


Maps  Available  for  Inspection  Online  at:  http://www.fema.gov/preliminaryfloodhazarddata 


Borough  of  Adamstown  .  Borough  Office,  3000  North  Reading  Road,  Adamstown,  PA  19501. 

Borough  of  Akron  .  Borough  Office,  117  South  7th  Street,  Akron,  PA  17501. 

Borough  of  Christiana .  Borough  Hall,  10  West  Slokom  Avenue,  Christiana,  PA  17509. 

Borough  of  Columbia .  Borough  Hall,  308  Locust  Street,  Columbia,  PA  17512. 

Borough  of  Denver  .  Borough  Office,  501  Main  Street,  Denver,  PA  17517. 

Borough  of  East  Petersburg  .  Borough  Hall,  6040  Main  Street,  East  Petersburg,  PA  17520. 

Borough  of  Elizabethtown  .  Borough  Office,  600  South  Hanover  Street,  Elizabethtown,  PA  17022. 

Borough  of  Ephrata  .  Borough  Office,  124  South  State  Street,  Ephrata,  PA  17522. 

Borough  of  Lititz  .  Borough  Office,  7  South  Broad  Street,  Lititz,  PA  17543. 

Borough  of  Manheim  .  Borough  Office,  15  East  High  Street,  Manheim,  PA  17545. 

Borough  of  Marietta .  Borough  Office,  111  East  Market  Street,  Marietta,  PA  17547. 

Borough  of  Millersville  .  Borough  Office,  100  Municipal  Drive,  Millersville,  PA  17551. 

Borough  of  Mount  Joy  .  Borough  Office,  21  East  Main  Street,  Mount  Joy,  PA  17552. 

Borough  of  Mountville .  Borough  Office,  21  East  Main  Street,  Mountville,  PA  17554. 

Borough  of  Quarryville .  Borough  Office,  300  Saint  Catherine  Street,  Ouarryville,  PA  17566. 

Borough  of  Strasburg  .  Borough  Office,  145  Precision  Avenue,  Strasburg,  PA  17579. 

City  of  Lancaster  .  Lancaster  Municipal  Building,  120  North  Duke  Street,  Lancaster,  PA 

17608. 

Township  of  Bart  .  Bart  Township  Office,  46  Ouarry  Road,  Quarryville,  PA  17566. 

Township  of  Brecknock  .  Brecknock  Township  Office,  1026  Dry  Tavern  Road,  Denver,  PA 

17517. 

Township  of  Caernarvon  .  Caernarvon  Township  Office,  2147  Main  Street,  Narvon,  PA  17555. 

Township  of  Clay  .  Clay  Township  Office,  870  Durlach  Road,  Stevens,  PA  17578. 

Township  of  Colerain .  Colerain  Township  Office,  1803  Kirkwood  Pike,  Kirkwood,  PA  17536. 

Township  of  Conestoga .  Township  Municipal  Building,  3959  Main  Street,  Conestoga,  PA  17516. 

Township  of  Conoy .  Conoy  Township  Office,  211  Falmouth  Road,  Bainbridge,  PA  17502. 

Township  of  Drumore  .  Township  Office,  1675  Furniss  Road,  Drumore,  PA  17518. 

Township  of  Earl .  Earl  Township  Office,  517  North  Railroad  Avenue,  New  Holland,  PA 

1 7557. 

Township  of  East  Cocalico .  East  Cocalico  Township  Office,  100  Hill  Road,  Denver,  PA  17517. 

Township  of  East  Donegal  .  East  Donegal  Municipal  Building,  190  Rock  Point  Road,  Marietta,  PA 

17547. 

Township  of  East  Drumore .  East  Drumore  Township  Municipal  Building,  925  Robert  Fulton  High¬ 

way,  Quariyville,  PA  17566. 

Township  of  East  Earl  .  Municipal  Building,  4610  Division  Highway,  East  Earl,  PA  17519. 

Township  of  East  Hempfield  .  East  Hempfield  Township  Office,  1700  Nissley  Road,  Landisville,  PA 

17538. 

Township  of  East  Lampeter  .  East  Lampeter  Township  Office,  2250  Old  Philadelphia  Pike,  Lan¬ 

caster,  PA  17602. 

Township  of  Eden .  Eden  Township  Office,  489  Stony  Hill  Road,  Quarryville,  PA  17566. 

Township  of  Elizabeth  .  Elizabeth  Township  Office,  423  South  View  Drive,  Lititz,  PA  17543. 

Township  of  Ephrata  .  Township  Office,  265  Akron  Road,  Ephrata,  PA  17522. 

Township  of  Fulton  .  Fulton  Municipal  Building,  777  Nottingham  Road,  Peach  Bottom,  PA 

17563. 

Township  of  Lancaster  .  Township  Municipal  Building,  1240  Maple  Avenue,  Lancaster,  PA 

17603. 

Township  of  Leacock .  Leacock  Township  Office,  3545  West  Newport  Road,  Intercourse,  PA 

17534. 

Township  of  Little  Britain  .  Little  Britain  Municipal  Building,  323  Green  Lane,  Quarryville,  PA 

17566. 

Township  of  Manheim  .  Manheim  Township  Office,  1840  Municipal  Drive,  Lancaster,  PA  17601. 

Township  of  Manor .  Manor  Township  Office,  950  West  Fairway  Drive,  Lancaster,  PA 

1 7603. 
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Township  of  Martic  . 

Township  of  Mount  Joy  . 

Township  of  Paradise  . 

Township  of  Penn . 

Township  of  Pequea . 

Township  of  Providence  . 

Township  of  Rapho  . 

Township  of  Sadsbury  . 

Township  of  Salisbury  . 

Township  of  Strasburg  . 

Township  of  Upper  Leacock 

Township  of  Warwick  . 

Township  of  West  Cocalico 


Community 


Community  map  repository  address 


Martic  Municipal  Building,  370  Steinman  Farm  Road,  Pequea,  PA 
17565. 

Mount  Joy  Township  Office,  159  Merts  Drive,  Elizabethtown,  PA 
17022. 

Township  Office,  2  Township  Drive,  Paradise,  PA  17562. 

Penn  Township  Office,  97  North  Penryn  Road,  Manheim,  PA  17545. 

Pequea  Township  Office,  1028  Millwood  Road,  Willow  Street,  PA 
17584. 

Providence  Township  Office,  200  Mount  Airy  Road,  New  Providence, 
PA  17560. 

Rapho  Township  Office,  971  North  Colebrook  Road,  Manheim,  PA 
17545. 

Sadsbury  Township  Office,  7182  White  Oak  Road,  Christiana,  PA 
17509. 

Salisbury  Township  Office,  5581  Old  Philadelphia  Pike,  Gap,  PA 
17527. 

Township  Office,  400  Bunker  Hill  Road,  Strasburg,  PA  17579. 

Upper  Leacock  Township  Office,  36  Hillcrest  Avenue,  Leola,  PA  17540. 

Warwick  Township  Office,  315  Clay  Road,  Lititz,  PA  17543. 

West  Cocalico  Township  Office,  156B  West  Main  Street,  Reinholds,  PA 
17569. 


Township  of  West  Donegal  . 

Township  of  West  Earl  . 

Township  of  West  Hempfield 
Township  of  West  Lampeter 


West  Donegal  Township  Office,  1  Municipal  Drive,  Elizabethtown,  PA 
17022. 

West  Earl  Township  Office,  157  West  Metzler  Road,  Brownstown,  PA 
17508. 

West  Hempfield  Township  Office,  3401  Marietta  Avenue,  Lancaster, 
PA  17601. 

West  Lampeter  Township  Office,  852  Village  Road,  Lampeter,  PA 
17537. 


York  County,  Pennsyiv 

1 _ 

ania  (All  Jurisdictions) 

Maps  Available  for  Inspection  Online  at:  http://www.fema.gov/preliminary, 

fioodhazarddata 

\ 

Borough  of  Cross  Roads 

Borough  of  Delta  . 

Borough  of  Dillsburg  . 

Borough  of  Dover  . 

Borough  of  Fawn  Grove  . 

Borough  of  Felton  . 

Borough  of  Glen  Rock  . 

Borough  of  Goldsboro  .... 

Borough  of  Hallam . 

Borough  of  Hanover  . 

Borough  of  Jacobus  . 

Borough  of  Jefferson  . 

Borough  of  Lewisberry  ... 
Borough  of  Manchester  .. 
Borough  of  Mount  Wolf  .. 
Borough  of  New  Freedom 
Borough  of  North  York  .... 


Cross  Roads  Borough  Secretary’s  Office,  14771  Cross  Mill  Road, 
Felton,  PA  17322. 

Borough  Office,  101  College  Avenue,  Delta,  PA  17314. 

Municipal  Building,  151  South  Baltimore  Street,  Dillsburg,  PA  17019. 
Borough  Hall,  46  Butter  Road,  Dover,  PA  17315. 

Citizens  Volunteer  Fire  Company,  171  South  Market  Street,  Fawn 
Grove,  PA  17321. 

Borough  Office,  88  Main  Street,  Felton,  PA  17322. 

Borough  Building,  1  Manchester  Street,  Glen  Rock,  PA  17327. 
Goldsboro  Municipal  Building,  53  North  York  Street,  Etters,  PA  17319. 
Borough  Building,  250  West  Beaver  Street,  Hallam,  PA  17406. 

Borough  Office,  44  Frederick  Street,  Hanover,  PA  17331. 

Borough  Office,  126  North  Cherry  Lane,  Jacobus,  PA  17407. 

Jefferson  Borough  Office,  48  Baltimore  Street,  Codorus,  PA  17311. 
Borough  Community  Center,  308  Market  Street,  Lewisberry,  PA  17339. 
Borough  Hall,  225  South  Main  Street,  Manchester,  PA  17345. 

Borough  Office,  345  Chestnut  Street,  Mount  Wolf,  PA  17347. 

Borough  Office,  49  East  High  Street,  New  Freedom,  PA  17349. 

North  York  Municipal  Building,  350  East  Sixth  Avenue,  York,  PA 
17404. 


Borough  of  Railroad  . 

Borough  of  Seven  Valleys 
Borough  of  Spring  Grove 

Borough  of  Wellsville  . 

Borough  of  Windsor . 

Borough  of  Wrightsville  ... 

Borough  of  Yoe  . 

Borough  of  York  Haven  ... 

City  of  York  . 

Township  of  Carroll  . 

Township  of  Chanceford  ., 

Township  of  Codorus  . 


Borough  Office,  2  East  Main  Street,  Railroad,  PA  17355. 

Borough  Office,  9  Maple  Street,  Seven  Valleys,  PA  17360. 

Borough  Office,  1  Campus  Avenue,  Spring  Grove,  PA  17362. 

Borough  Office,  299  Main  Street,  Wellsville,  PA  17365. 

Borough  Building,  2  East  Main  Street,  Windsor,  PA  17366. 

Municipal  Office,  601  Water  Street,  Wrightsville,  PA  17368. 

Borough  Building,  150  North  Maple  Street,  Yoe,  PA  17313. 

Borough  Hall,  2  Pennsylvania  Avenue,  Storage  Room,  York  Haven,  PA 
17370. 

Department  of  Public  Works,  101  South  George  Street,  York,  PA 
17401. 

Carroll  Township  Municipal  Building,  555  Chestnut  Grove  Road, 
Dillsburg,  PA  17019. 

Chanceford  Community  Building,  51  Muddy  Creek  Forks  Road, 
Brogue,  PA  17309. 

Codorus  Township  Building,  4631  Shaffers  Church  Road,  Glenville,  PA 
17329. 


Township  of  Conewago 


Conewago  Township  Secretary’s  Office,  490  Copenhaffer  Road,  York, 
PA  17404. 


Township  of  Dover 


Township  Building,  2480  West  Canal  Road,  Dover,  PA  17315. 
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Community 

Township  of  East  Hopewell  . 

Township  of  East  Manchester . 

Township  of  Fairview . 

Township  of  Fawn  . 

Township  of  Franklin  . 

Township  of  Heidelberg . 

Township  of  Hellam  . 

Township  of  Hopewell  . 

Township  of  Jackson  . 

Township  of  Lower  Chanceford  . 

Township  of  Lower  Windsor  . 

Township  of  Manchester  . 

Township  of  Manheim  . 

Township  of  Monaghan  . . 

Township  of  Newberry . 

Township  of  North  Codorus  . 

Township  of  North  Hopewell  . 

Township  of  Paradise  . 

Township  of  Peach  Bottom  . 

Township  of  Penn . 

Township  of  Shrewsbury  . 

Township  of  Spring  Garden  . 

Township  of  Springettsbury . 

Township  of  Springfield  . 

Township  of  Warrington  . 

Township  of  Washington  . 

Township  of  West  Manchester . 

Township  of  West  Manheim  . 

Township  of  Windsor  . 

Township  of  York . 


Community  map  repository  address 

East  Hopewell  Township  Office,  8916  Hickory  Road,  Felton,  PA  17322. 

East  Manchester  Township  Office,  5080  North  Sherman  Street  Exten¬ 
sion,  Mount  Wolf,  PA  17347. 

Fairview  Township  Building,  599  Lewisberry  Road,  New  Cumberland, 
PA  17070. 

Fawn  Township  Office,  245  Alum  Rock  Road,  New  Park,  PA  17352. 

Franklin  Township  Building,  150  Century  Lane,  Dillsburg,  PA  17019. 

Heidelberg  Township  Building,  6424  York  Road,  Spring  Grove,  PA 
17362. 

Hellam  Township  Office,  44  Walnut  Springs  Road,  York,  PA  17406. 

Hopewell  Township  Building,  3336  Bridgeview  Road,  Stewartstown,  PA 
17363. 

Jackson  Township  Municipal  Building,  439  Roth’s  Church  Road,  Spring 
Grove,  PA  17362. 

Lower  Chanceford  Township  Building,  4120  Delta  Road,  Airville,  PA 
17302. 

Lower  Windsor  Township  Building,  2425  Craley  Road,  Wrightsville,  PA 
17368. 

Manchester  Township  Building,  3200  Farmtrail  Road,  York,  PA  17406. 

Manheim  Township  Building,  5191  Wool  Mill  Road,  Glenville,  PA 
17329. 

Monaghan  Township  Municipal  Office,  202  South  York  Road,  Dillsburg, 
PA  17019. 

Newberry  Township  Building,  1915  Old  Trail  Road,  Etters,  PA  17319. 

North  Codorus  Township  Municipal  Building,  1986  Stoverstown  Road, 
Spring  Grove,  PA  17362. 

North  Hopewell  Township  Building,  13081  High  Point  Road,  Felton,  PA 
17322. 

Paradise  Township  Municipal  Building,  82  Beaver  Creek  Road, 
Abbottstown,  PA  17301. 

Peach  Bottom  Township  Office,  529  Broad  Street  Extension,  Delta,  PA 
17314. 

Penn  Township  Municipal  Building,  20  Wayne  Avenue,  Hanover,  PA 
17331. 

Shrewsbury  Township  Municipal  Building,  11505  Susquehanna  Trail 
South,  Glen  Rock,  PA  17327. 

Spring  Garden  Township  Zoning  Office,  558  South  Ogontz  Street, 
York,  PA  17403. 

Springettsbury  Township  Community  Development  Department,  1501 
Mount  Zion  Road,  York,  PA  17402. 

Springfield  Township  Administrative  Building,  9211  Susquehanna  Trail 
South,  Seven  Valleys,  PA  17360. 

Warrington  Township  Municipal  Building,  3345  Rosstown  Road, 
Wellsville,  PA  17365. 

Washington  Township  Municipal  Building,  14  Creek  Road,  East  Berlin, 
PA  17316. 

West  Manchester  Township  Building,  380  East  Berlin  Road,  York,  PA 
17408. 

West  Manheim  Township  Office,  2412  Baltimore  Pike,  Hanover,  PA 
17331. 

Windsor  Township  Municipal  Office,  1480  Windsor  Road,  Red  Lion,  PA 
17356. 

York  Township  Complex,  Engineering  Department,  190  Oak  Road, 
Dallastown,  PA  17313. 


II.  Non-w^atershed-based  studies: 


Community 


Community  map  repository  address 


Delaware  County,  New  York  (All  Jurisdictions) 


Maps  Available  for  Inspection  Online  at;  http://www.fema.gov/preliminary  floodhazarddata 

Town  of  Andes  .  Town  Hall,  115  Delaware  Avenue,  Andes,  NY  13731. 

Town  of  Bovina .  Bovina  Town  Clerk’s  Office,  1866  County  Highway  6,  Bovina  Center, 

NY  13740. 

Town  of  Colchester  .  Colchester  Town  Hall,  72  Tannery  Road,  Downsville,  NY  13755. 

Town  of  Delhi  .  Town  Clerk’s  Office,  5  Elm  Street,  Delhi,  NY  13753. 

Town  of  Franklin  .  Town  Hall,  554  Main  Street,  Franklin,  NY  13775. 

Town  of  Hamden  .  Town  Hall,  Corner  of  Route  10  and  Covert  Hollow  Road,  Hamden,  NY 

13782. 

Town  of  Harpersfield  .  Town  Hall,  25399  State  Highway  23,  Harpersfield,  NY  13786. 
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Town  of  Kortright  . 

Town  of  Meredith . 

Town  of  Middletown  .... 

Town  of  Roxbury  . 

Town  of  Stamford  . 

Town  of  Tompkins  . 

Town  of  Walton  . 

Village  of  Delhi  . 

Village  of  Fleischmanns 

Village  of  Hobart . 

Village  of  Margaretville 

Village  of  Stamford  . 

Village  of  Walton  . 


Community 


Community  map  repository  address 


Kortright  Town  Hall,  51702  State  Highway  10,  Bloomville,  NY  13739. 
Town  Hall,  4247  Turnpike  Road,  Meredith,  NY  13806. 

Middletown  Building  and  Zoning  Office,  42339  State  Highway  28, 
Margaretville,  NY  12455. 

Town  Hall,  53690  State  Highway  30,  Roxbury,  NY  12474. 

Stamford  Town  Hall,  101  Maple  Avenue,  Hobart,  NY  13788. 

Tompkins  Town  Hall,  148  Bridge  Street,  Trout  Creek,  NY  13847. 

Town  Hall,  129  North  Street,  Walton,  NY  13856. 

Village  Hall,  9  Court  Street,  Delhi,  NY  13753. 

Village  Hall,  1017  Main  Street,  Fleischmanns,  NY  12430. 

Community  Center,  80  Cornell  Avenue,  Hobart,  NY  13788. 

Village  Hall,  773  Main  Street,  Margaretville,  NY  12455. 

Village  Hall,  84  Main  Street,  Stamford,  NY  12167. 

Village  Hall,  21  North  Street,  Walton,  NY  13856. 


Rensselaer  County,  New  York  (All  Jurisdictions) 


Maps  Available  for  Inspection  Online  at:  http://www.fema.gov/preliminaryflooclhazarddata 


Town  of  Hoosick  . 

Town  of  Pittstown  . 

Town  of  Schaghticoke  . 
Village  of  Hoosick  Falls 
Village  of  Schaghticoke 
Village  of  Valley  Falls  .. 


Hoosick  Town  Building  Department,  New  York  State  Armory,  80 
Church  Street,  Hoosick  Falls,  NY  12090. 

Pittstown  Town  Hall,  97  Tomhannock  Road,  Valley  Falls,  NY  12185. 
Schaghticoke  Town  Hall,  290  Northline  Drive,  Melrose,  NY  12121. 
Municipal  Building,  24  Main  Street,  Hoosick  Falls,  NY  12090. 

Municipal  Building,  163  Main  Street,  Schaghticoke,  NY  12154. 

Village  Office,  11  Charles  Street,  Valley  Falls,  NY  12185. 


Delaware  County,  Pennsylvania  (All  Jurisdictions) 


Maps  Available  for  Inspection  Online  at:  http://www.fema.gov/preliminaryftoodhazarddata 


Borough  of  Eddystone  . 

Borough  of  Folcroft . 

Borough  of  Marcus  Hook 

Borough  of  Norwood  . 

Borough  of  Prospect  Park 

Borough  of  Trainer  . 

City  of  Chester . 

Township  of  Ridley  . 


Eddystone  Borough  Engineering  Office,  520  West  MacDade  Boulevard, 
Milmont  Park,  PA  19033. 

Borough  Hall,  1555  Elmwood  Avenue,  Folcroft,  PA  19032. 

Municipal  Building,  1015  Green  Street,  Marcus  Hook,  PA  19061. 
Borough  Hall,  10  West  Cleveland  Avenue,  Norwood,  PA  19074. 
Borough  Building,  720  Maryland  Avenue,  Prospect  Park,  PA  19076. 
Borough  Hall,  824  Main  Street,  Trainer,  PA  19061. 

Planning  Department,  1  Fourth  Street,  Chester,  PA  19013. 

Ridley  Township  Office,  100  East  MacDade  Boulevard,  Folsom,  PA 


1 9033. 


Township  of  Tinicum 


Tinicum  Township  Hall,  629  North  Governor  Printz  Boulevard, 
Essington,  PA  19029. 


Bastrop  County,  Texas,  and  Incorporated  Areas 


Maps  Available  for  Inspection  Online  at:  http://www.fema.gov/pretiminaryfloodhazarddata 


Unincorporated  Areas  of  Bastrop  County 


Bastrop  County  Courthouse,  806  Water  Street,  Bastrop, 


TX  78602. 


Travis  County,  Texas,  and  incorporated  Areas 


Maps  Available  for  Inspection  Online  at:  http://www.fema.gov/pretiminaryfloodhazarddata 


City  of  Austin  . 

City  of  Creedmoor  . 

City  of  Mustang  Ridge . 

Unincorporated  Areas  of  Travis  County . 

_ 1 

Watershed  Engineering  Division,  505  Barton  Springs  Road,  12th  Floor, 
Austin,  TX  78704. 

City  Hall,  5008  Hartung  Lane,  Creedmoor,  TX  78610. 

City  Offices,  12800  U.S.  Highway  183  South,  Mustang  Ridge,  TX 
78610. 

Travis  County  Transportation  and  Natural  Resources  Department,  700 
Lavaca  Street,  5th  Floor,  Austin,  TX  78701 . 

Isle  of  Wight  County,  Virginia,  and  Incorporated  Areas 

Maps  Available  for  Inspection  Online  at:  http://www.fema.gov/preiiminaryfloodhazarddata 

Town  of  Smithfield  . 

Unincorporated  Areas  of  Isle  of  Wight  County  . 

Planning,  Engineering  and  Public  Works  Department,  310  Institute 
Street,  Smithfield,  VA  23430. 

Isle  of  Wight  County  Planning  and  Zoning  Department,  17140  Monu¬ 
ment  Circle,  Suite  201 ,  Isle  of  Wight,  VA  23397. 
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(FR  Doc.  Cl-2014-16051  Filed  8-13-14;  8:45  am] 
BILLING  CODE  1505-01-D 


DEPARTMENT  OF  THE  INTERIOR 

Fish  and  Wildlife  Service 

[FWS-R6-R-2014-N289;  FXRS1261060- 
145-FF06R06000] 

Cokevilie  Meadows  National  Wildlife 
Refuge,  Cokevilie,  Wyoming;  Finai 
Comprehensive  Conservation  Plan  and 
Finding  of  No  Significant  Impact  for 
Environmental  Assessment 

AGENCY:  Fish  and  Wildlife  Service, 
Interior. 

ACTION:  Notice  of  availability. 

SUMMARY:  We,  the  U.S.  Fish  and 
Wildlife  Service  (Service),  announce  the 
availability  of  a  final  comprehensive 
conservation  plan  (CCP)  and  finding  of 
no  significant  impact  (FONSI)  for  the 
environmental  assessment  (EA)  we 
prepared  on  the  CCP  for  Cokevilie 
Meadows  National  Wildlife  Refuge.  The 
final  CCP  describes  how  we  intend  to 
manage  the  refuge  for  the  next  15  years. 
ADDRESSES:  You  will  find  the  final  CCP, 
the  EA,  and  the  FONSI  on  our  planning 
Web  site  at  http://www.fws.gov/ 
mountain-prairie/planning/ccp/wy/ckv/ 
ckv.html.  A  limited  number  of  hard 
copies  are  available.  You  may  request 
one  by  any  of  the  following  methods: 

Email:  bernardo_garza@fws.gov. 
Include  “Cokevilie  Meadows  NWR”  in 
the  subject  line  of  the  message. 

U.S.  Mail:  Bernardo  Garza,  Planning 
Team  Leader,  Suite  300,  134  Union 
Boulevard,  Lakewood,  CO  80228. 

FOR  FURTHER  INFORMATION  CONTACT: 
Bernardo  Garza,  (303)  236-4377 
(phone);  (303)  236-4792  (fax);  or 
bernardo_garza@fws.gov  (email). 
SUPPLEMENTARY  INFORMATION: 

Introduction 

With  this  notice,  we  continue  the  CCP 
process  for  Cokevilie  Meadows  National 
Wildlife  Refuge,  which  we  began  by 
publishing  a  notice  of  intent  in  the 
Federal  Register  (74  FR  57328)  on 
November  5,  2009.  For  more  about  the 
initial  process  and  the  history  of  this 
refuge,  see  that  notice.  We  released  the 
draft  CCP  and  EA  to  the  public, 
announcing  and  requesting  comments 
in  a  notice  of  availability  (78  FR  58340) 
on  September  23,  2013.  The  30-day 
comment  period  ended  on  October  21, 
2013.  We  then  extended  the  comment 
period  to  November  4,  2013.  A  summary 
of  public  comments  and  the  agency 
responses  is  included  in  the  final  CCP. 


Background 

The  National  Wildlife  Refuge  System 
Administration  Act  of  1966,  as  amended 
by  the  National  Wildlife  Refuge  System 
Improvement  Act  of  1997  (16  U.S.C. 
668dd-668ee)  (Administration  Act), 
requires  us  to  develop  a  CCP  for  each 
national  wildlife  refuge.  The  purpose  in 
developing  a  CCP  is  to  provide  refuge 
managers  with  a  15 -year  strategy  for 
achieving  refuge  purposes  and 
contributing  toward  the  mission  of  the 
National  Wildlife  Refuge  System 
(NWRS),  consistent  with  sound 
principles  of  fish  and  wildlife 
management,  conservation,  legal 
mandates,  and  Service  policies.  In 
addition  to  outlining  broad  management 
direction  on  conserving  wildlife  and 
their  habitats,  CCPs  identify  wildlife- 
dependent  recreational  opportunities 
available  to  the  public,  including 
opportunities  for  hunting,  fishing, 
wildlife  obser\'ation  and  photography, 
and  environmental  education  and 
interpretation.  We  will  review  and 
update  the  CCP  at  least  every  15  years 
in  accordance  with  the  Administration 
Act. 

Each  unit  of  the  NWRS  was 
established  for  specific  purposes.  We 
use  these  purposes  as  the  foundation  for 
developing  and  prioritizing  the 
management  goals  and  objectives  for 
each  refuge  within  the  NWRS  mission, 
and  to  determine  how  the  public  can 
use  each  refuge.  The  planning  process  is 
a  way  for  us  and  the  public  to  evaluate 
management  goals  and  objectives  that 
will  ensure  the  best  possible  approach 
to  wildlife,  plant,  and  habitat 
conservation,  while  providing  for 
wildlife-dependent  recreation 
opportunities  that  are  compatible  with 
each  refuge’s  establishing  purposes  and 
the  mission  of  the  NWRS. 

Additional  Information  About  the  CCP, 
EA,  and  FONSI 

The  final  CCP  includes  detailed 
information  about  the  planning  process, 
refuge,  management  issues,  and 
management  alternative  selected.  The 
EA  includes  discussion  of  four 
alternative  refuge  management  options. 
The  Service’s  selected  alternative  is 
reflected  in  the  final  CCP,  and  also  in 
the  FONSI. 

The  selected  alternative  for  the  refuge 
focuses  on  managing  lands  within  a 
greater  landscape  footprint  by  using 
partnerships  to  enhance  habitats  both 
on  and  off  the  refuge.  Land  and 
easement  acquisition  will  continue  to 
round  out  and  complete  the  acquisition 
boundary.  Wet  meadow  and  upland 
habitats  will  be  enhanced  and  managed 
to  increase  wildlife  productivity  and 


diversity.  The  use  of  agricultvual 
practices  will  be  specifically  geared  to 
enhance  refuge  habitats  for  wildlife  and 
to  help  decrease  wildlife  depredation  on 
private  property  adjacent  to  the  refuge. 

Staff  will  increase  focus  on 
developing  visitor  resources,  access,  and 
opportunities  for  wildlife-dependent 
uses  (hunting,  fishing,  wildlife 
observation,  photography, 
environmental  education,  and 
interpretation)  to  encourage  a  greater 
understanding  and  appreciation  of  the 
Bear  River  watershed;  wet  meadow, 
riparian  and  stream  habitats;  and 
wildlife.  A  detailed  description  of 
objectives  and  actions  included  in  this 
selected  alternative  is  found  in  chapter 
4  of  the  final  CCP. 

Dated:  June  3,  2014. 

Noreen  Walsh, 

Regional  Director,  Mountain-Prairie  Region, 
U.S.  Fish  and  Wildlife  Service. 

[FR  Doc.  2014-18670  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4310-5S-P 


DEPARTMENT  OF  THE  INTERIOR 

U.S.  Geological  Survey 

[GX14EB00A181100] 

Agency  Information  Collection 
Activities:  Request  for  Comments:  The 
Wiliiam  T.  Pecora  Award  Application 
and  Nomination  Process 

AGENCY:  U.S.  Geological  Survey  (USGS), 
Department  of  Interior. 

ACTION:  Notice  of  a  revision  of  a 
currently  approved  information 
collection  (1028-0101). 

SUMMARY:  We  (the  U.S.  Geological 
Survey)  will  ask  the  Office  of 
Management  and  Budget  (0MB)  to 
approve  the  information  collection  (IC) 
described  below.  As  required  by  the 
Paperwork  Reduction  Act  (PRA)  of 
1995,  and  as  part  of  oiu  continuing 
efforts  to  reduce  paperwork  and 
respondent  burden,  we  invite  the 
general  public  and  other  Federal 
agencies  to  take  this  opportunity  to 
comment  on  this  IC.  This  collection  is 
scheduled  to  expire  on  January  31, 

2015. 

DATES:  To  ensure  that  your  comments 
are  considered,  we  must  receive  them 
on  or  before  October  14,  2014. 
ADDRESSES:  You  may  submit  comments 
on  this  information  collection  to  the 
Information  Collection  Clearance 
Officer,  U.S.  Geological  Survey,  12201 
Sunrise  Valley  Drive  MS  807,  Reston, 

VA  20192  (mail);  (703)  648-7197  (fax); 
or  gs-help_infocolIections@usgs.gov 
(email).  Please  reference  “Information 
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Collection  1028-0101,  Pecora  Award” 
in  all  correspondence. 

FOR  FURTHER  INFORMATION  CONTACT:  To 
request  additional  information  about 
this  IC,  please  contact  the  U.S. 
Geological  Survey,  Tina  Pruett,  MS-517, 
12201  Sunrise  Valley  Dr.,  Reston,  VA 
20192  (mail),  by  telephone  (703)-648- 
4585,  or  tpruett@usgs.gov  (email). 
SUPPLEMENTARY  INFORMATION: 

I.  Abstract 

The  William  T.  Pecora  Award  is 
presented  annually  to  individuals  or 
groups  that  make  outstanding 
contributions  toward  understanding  the 
earth  by  means  of  remote  sensing.  The 
award  is  sponsored  jointly  by  the 
Department  of  the  Interior  (DOI)  and  the 
National  Aeronautics  and  Space 
Administration  (NASA). 

In  1974  the  Pecora  award  was 
established  in  honor  of  Dr.  William  T. 
Pecora,  former  Director  of  the  U.S. 
Geological  Survey,  Under  Secretary, 
Department  of  the  Interior  and  a 
motivating  force  behind  the 
establishment  of  a  program  for  civil 
remote  sensing  of  the  earth  from  space. 
The  purpose  of  the  award  is  to  recognize 
individuals  or  groups  working  in  the 
field  of  remote  sensing  of  the  earth. 
National  and  international  nominations 
are  accepted  from  the  public  and  private 
sector  individuals,  teams,  organizations, 
and  professional  societies. 

Nomination  packages  include  three 
sections:  (A)  Gover  Sheet,  (B)  Summary 
Statement,  and  (G)  Supplemental 
Materials.  The  cover  sheet  includes 
professional  contact  information.  The 
Summary  Statement  is  limited  to  two 
pages  and  describes  the  nominee’s 
achievements  in  the  scientific  and 
technical  remote  sensing  community, 
contributions  leading  to  successful 
practical  applications  of  remote  sensing, 
and/or  major  breakthroughs  in  remote 
sensing  science  or  technology. 
Nominations  may  include  up  to  10 
pages  of  supplemental  information  such 
as  resume,  publications  list,  and/or 
letters  of  endorsement. 

II.  Data 

OMB  Control  Number:  1028-0101. 

Form  Number:  Various  if  many 
different  forms  or  screen  shots, 
otherwise  provide  the  form  number. 

Title:  The  Pecora  Award;  Application 
and  Nomination  Process. 

Type  of  Request:  Renew  approval  for 
an  existing  information  collection. 

Affectea  Public:  Individuals  or 
households;  Businesses  and  other 
academic  and  non-profit  institutions; 
State,  local  and  tribal  governments. 

Respondent’s  Obligation:  None. 
Participation  is  voluntary. 


Frequency  of  Collection:  Annually. 

Estimated  Total  Number  of  Annual 
Responses:  10-20. 

Estimated  Time  per  Response:  10 
hours. 

Estimated  Annual  Burden  Hours:  200. 

Estimated  Reporting  and 
Recordkeeping  “Non-Hour  Cost” 
Burden:  There  are  no  “non-hour  cost” 
burdens  associated  with  this  IG. 

Public  Disclosure  Statement:  The  PRA 
(44  U.S.G.  3501,  et  seq.)  provides  that  an 
agency  may  not  conduct  or  sponsor  and 
you  are  not  required  to  respond  to  a 
collection  of  information  unless  it 
displays  a  currently  valid  OMB  control 
number  and  current  expiration  date. 

III.  Request  for  Comments 

We  are  soliciting  comments  as  to:  (a) 
Whether  the  proposed  collection  of 
information  is  necessary  for  the  agency 
to  perform  its  duties,  including  whether 
the  information  is  useful;  (b)  the 
accuracy  of  the  agency’s  estimate  of  the 
burden  of  the  proposed  collection  of 
information;  (c)  ways  to  enhance  the 
quality,  usefulness,  and  clarity  of  the 
information  to  be  collected;  and  (d)  how 
to  minimize  the  burden  on  the 
respondents,  including  the  use  of 
automated  collection  techniques  or 
other  forms  of  information  technology. 

Please  note  that  the  comments 
submitted  in  response  to  this  notice  are 
a  matter  of  public  record.  Before 
including  your  personal  mailing 
address,  phone  number,  email  address, 
or  other  personally  identifiable 
information  in  your  comment,  you 
should  be  aware  that  your  entire 
comment,  including  your  personally 
identifiable  information,  may  be  made 
publicly  available  at  any  time.  While 
you  can  ask  us  in  your  comment  to 
withhold  your  personally  identifiable 
information  from  public  view,  we 
cannot  guarantee  that  we  will  be  able  to 
do  so. 

Tim  Newman, 

Program  Coordinator,  Land  Remote  Sensing 
Program,  U.S.  Geological  Survey. 

[FR  Doc.  2014-19243  Filed  8-13-14;  8:45  am) 

BILLING  CODE  4311-AM-P 


DEPARTMENT  OF  THE  INTERIOR 

Bureau  of  Land  Management 

[F-14858-B,  F-14872-B,  F-14913-B; 
LLAK940000-L1 41 00000-H  YOOOO-P] 

Alaska  Native  Claims  Selection 

agency:  Bureau  of  Land  Management, 
Interior. 

ACTION:  Notice  of  Decisions  Approving 
Lands  for  Gonveyance. 


SUMMARY:  As  required  by  43  GFR 
2650.7(d),  notice  is  hereby  given  that 
appealable  decisions  will  be  issued  by 
the  Bureau  of  Land  Management  (BLM) 
to  Gana-a  ‘Yoo,  Limited,  Successor  in 
Interest  to  Notaaghleedin,  Limited,  for 
the  Native  village  of  Galena;  Successor 
in  Interest  to  Takathlee-tondin, 
Incorporated,  for  the  Native  village  of 
Kaltag;  and  Successor  in  Interest  to 
Nik’aghun,  Limited,  for  the  Native 
village  of  Nulato.  The  decisions  approve 
the  surface  estate  in  the  lands  described 
below  for  conveyance  pursuant  to  the 
Alaska  Native  Glaims  Settlement  Act  (43 
U.S.G.  1601,  et  seq.).  The  subsmface 
estate  in  these  lands  will  be  conveyed 
to  Doyon,  Limited,  when  the  surface 
estate  is  conveyed  to  Gana-a  ‘Yoo, 
Limited.  The  lands  are  in  the  vicinity  of 
Galena,  Kaltag,  and  Nulato,  Alaska,  and 
are  located  in: 

Kateel  River  Meridian,  Alaska 

Near  the  Village  of  Galena 
T.  8  S.,  R.  11  E., 

Secs.  7  and  8. 

Containing  1,270.76  acres. 

Near  the  Village  of  Kaltag 
T.  14  S.,  R.  1  W., 

Sec.  5. 

Containing  640  acres. 

Near  the  Village  of  Nulato 

T.  10  S.,  R.  3  E., 

Sec.  16. 

Containing  0.97  acre. 

Aggregating  1,911.73  acres. 

Notice  of  the  decisions  will  also  be 
published  once  a  week  for  four 
consecutive  weeks  in  the  Fairbanks 
Daily  News-Miner. 

DATES:  Any  party  claiming  a  property 
interest  in  the  lands  affected  by  the 
decisions  may  appeal  the  decisions  in 
accordance  with  the  requirements  of  43 
GFR  part  4  within  the  following  time 
limits: 

1.  Unknown  parties,  parties  unable  to 
be  located  after  reasonable  efforts  have 
been  expended  to  locate,  parties  who 
fail  or  refuse  to  sign  their  return  receipt, 
and  parties  who  receive  a  copy  of  the 
decisions  by  regular  mail  which  is  not 
certified,  return  receipt  requested,  shall 
have  until  September  15,  2014  to  file  an 
appeal. 

2.  Parties  receiving  service  of  the 
decisions  by  certified  mail  shall  have  30 
days  from  the  date  of  receipt  to  file  an 
appeal. 

Parties  who  do  not  file  an  appeal  in 
accordance  with  the  requirements  of  43 
GFR  part  4  shall  be  deemed  to  have 
waived  their  rights.  Notices  of  appeal 
transmitted  by  electronic  means,  such  as 
facsimile  or  email,  will  not  be  accepted 
as  timely  filed. 


47668 


Federal  Register/ Vol,  79,  No.  157 /Thursday,  August  14,  2014 /Notices 


ADDRESSES:  A  copy  of  the  decisions  may 
be  obtained  from:  Bureau  of  Land 
Management,  Alaska  State  Office,  222 
West  Seventh  Avenue,  #13,  Anchorage, 
AK  99513-7504. 

FOR  FURTHER  INFORMATION  CONTACT:  The 

BLM  by  phone  at  907-271-5960  or  by 
email  at  blm  ak  akso _public_room@ 
blm.gov.  Persons  who  use  a 
Telecommunications  Device  for  the  Deaf 
(TDD)  may  call  the  Federal  Information 
Relay  Service  (FIRS)  at  1-800-877-8339 
to  contact  the  BLM  during  normal 
business  hours.  In  addition,  the  FIRS  is 
available  24  hours  a  day,  7  days  a  week, 
to  leave  a  message  or  question  with  the 
BLM.  The  BLM  will  reply  during 
normal  business  hours. 

Christy  Favorite, 

Land  Law  Examiner,  Adjudication  Services 
Section. 

[FR  Doc.  2014-19215  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4310-JA-P 


DEPARTMENT  OF  THE  INTERIOR 
Bureau  of  Land  Management 

[F-14848-A  and  F-14848-A2;  LLAK944000- 
L14100000-HY0000-P] 

Alaska  Native  Claims  Selection 

AGENCY:  Bureau  of  Land  Management, 
Interior. 

ACTION:  Notice  of  Decision  Approving 
Lands  for  Conveyance. 

SUMMARY:  As  required  by  43  CFR 
2650.7(d),  notice  is  hereby  given  that  an 
appealable  decision  will  be  issued  by 
the  Bureau  of  Land  Management  (BLM) 
to  Chefarnrmute,  Incorporated.  The 
decision  approves  the  surface  estate  in 
the  lands  described  below  for 
conveyance  pursuant  to  the  Alaska 
Native  Claims  Settlement  Act  (43  U.S.C. 
1601,  et  seq.].  The  subsurface  estate  in 
these  lands  will  be  conveyed  to  Calista 
Corporation  when  the  surface  estate  is 
conveyed  to  Chefarnrmute, 

Incorporated. 

The  lands  are  in  the  vicinity  of 
Chefomak,  Alaska,  and  are  located  in: 

Seward  Meridian,  Alaska 
T.  6N.,  R.  78  W., 

Secs.  29  and  30. 

Containing  approximately  1,167  acres. 

T.  6N.,R.  79  W., 

Sec.  25. 

Containing  approximately  320  acres. 

Total  aggregating  approximately  1,487 
acres. 

Notice  of  the  decision  will  also  be 
published  once  a  week  for  four 
consecutive  weeks  in  the  Delta 
Discovery. 


DATES:  Any  party  claiming  a  property 
interest  in  the  lands  affected  by  the 
decision  may  appeal  the  decision  in 
accordance  with  the  requirements  of  43 
CFR  part  4  within  the  following  time 
limits: 

1.  Unknown  parties,  parties  unable  to 
be  located  after  reasonable  efforts  have 
been  expended  to  locate,  parties  who 
fail  or  refuse  to  sign  their  return  receipt, 
and  parties  who  receive  a  copy  of  the 
decision  by  regular  mail  which  is  not 
certified,  return  receipt  requested,  shall 
have  until  September  15,  2014  to  file  an 
appeal. 

2.  Parties  receiving  service  of  the 
decision  by  certified  mail  shall  have  30 
days  from  the  date  of  receipt  to  file  an 
appeal. 

Parties  who  do  not  file  an  appeal  in 
accordance  with  the  requirements  of  43 
CFR  part  4  shall  be  deemed  to  have 
waived  their  rights.  Notices  of  appeal 
transmitted  by  electronic  means,  such  as 
facsimile  or  email  will  not  be  accepted 
as  timely  filed. 

ADDRESSES:  A  copy  of  the  decision  may 
be  obtained  from:  Bureau  of  Land 
Management,  Alaska  State  Office,  222 
West  Seventh  Avenue,  #13,  Anchorage, 
AK  99513-7504. 

FOR  FURTHER  INFORMATION,  CONTACT:  The 

BLM  by  phone  at  907-271-5960  or  by 
email  at  blm_ak_akso _public_room@ 
blm.gov.  Persons  who  use  a 
Telecommunications  Device  for  the  Deaf 
(TDD)  may  call  the  Federal  Information 
Relay  Sendee  (FIRS)  at  1-800-877-8339 
to  contact  the  BLM  during  normal 
business  hours.  In  addition,  the  FIRS  is 
available  24  hours  a  day,  7  days  a  week, 
to  leave  a  message  or  question  with  the 
BLM.  The  BLM  will  reply  during 
normal  business  hours. 

Judy  A.  Kelley, 

Land  Law  Examiner,  Branch  of  Adjudication. 
[FR  Doc.  2014-19216  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4310-JA-P 


DEPARTMENT  OF  THE  INTERIOR 

Bureau  of  Land  Management 

[LLCA930000;  L1 4300000;  FMOOOO;  CACA 
25594,  CACA  31926  and  CACA  30070] 

Notice  of  intent  To  Prepare  a 
Supplemental  Environmental  Impact 
Statement  for  the  Eagle  Mountain  Land 
Exchange,  Riverside  County,  CA 

AGENCY:  Bureau  of  Land  Management, 
Interior. 

ACTION:  Notice  of  Intent. 

SUMMARY:  In  compliance  with  the 
National  Environmental  Policy  Act  of 
1969,  as  amended  (NEPA),  the  Federal 


Land  Policy  and  Management  Act  of 
1976  (FLPMA),  and  in  response  to  the 
May  10,  2011,  Order  of  the  United 
States  District  Court  for  the  Central 
District  of  California,  the  Bureau  of 
Land  Management  (BLM),  Palm  Springs 
South  Coast  Field  Office,  Palm  Springs, 
California,  will  prepare  a  Supplemental 
Environmental  Impact  Statement  (EIS) 
addressing  deficiencies  identified  by  the 
9th  U.S.  Circuit  Court  of  Appeals  in  the 
1997  EIS  for  the  Eagle  Mountain 
Landfill  and  Recycling  Center  Project. 
DATES:  This  notice  initiates  the  public 
scoping  process  for  the  Supplemental 
EIS.  Comments  on  issues  may  be 
submitted  in  writing  until  September 
15,  2014.  The  date(s)  and  location(s)  of 
any  scoping  meetings  will  be 
announced  at  least  15  days  in  advance 
through  the  local  news  media  and  the 
BLM  Web  site  at:  www.blm.gov/ca/st/ 
en/fo/palmsprings.html.  In  order  to  be 
included  in  the  Draft  Supplemental  EIS, 
all  comments  must  be  received  prior  to 
the  close  of  the  scoping  period  or  15 
days  after  the  last  public  meeting, 
whichever  is  later.  The  BLM  will 
provide  additional  opportunities  for 
public  participation  upon  publication  of 
the  Draft  Supplemental  EIS. 

ADDRESSES:  You  may  submit  comments 
related  to  the  Supplemental  EIS  by  any 
of  the  following  methods: 

•  Web  site:  www.blm.gov/ca/st/en/fo/ 
palmsprings.  html 

•  Email:  blm  ca _palm_springs_ 
fojemail@blm  .gov 

•  Fax:  760-833-7199 

•  Mail:  Palm  Springs  South  Coast  Field 
Office,  Attn:  John  Kalish,  1201  Bird 
Center  Drive,  Palm  Springs,  CA  92262 
Documents  pertinent  to  this  notice 

may  be  examined  at  this  address  during 
regular  business  hours  (8:00  a.m.  to  4:30 
p.m.)  Monday  through  Friday,  except 
holidays. 

FOR  FURTHER  INFORMATION  CONTACT: 

Thomas  Gey,  Realty  Specialist,  BLM 
California  Desert  District  Office, 
telephone  951-697-5352;  address  22835 
Calle  San  Juan  De  Los  Lagos,  Moreno 
Valley,  CA  92553-9046;  email 
tgey@blm.gov. 

Contact  Mr.  Gey  to  have  your  name 
added  to  our  mailing  list.  Persons  who 
use  a  telecommunications  device  for  the 
deaf  (TDD)  may  call  the  Federal 
Information  Relay  Service  (FIRS)  at  1- 
800-877-8339  to  contact  Mr.  Gey 
during  normal  business  hours.  The  FIRS 
is  available  24  hours  a  day,  7  days  a 
week,  to  leave  a  message  or  question  for 
Mr.  Gey.  You  will  receive  a  reply  during 
normal  business  hours. 

SUPPLEMENTARY  INFORMATION:  In  1989, 
Kaiser  Eagle  Mountain,  Inc.  (Kaiser)  and 
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Mine  Reclamation  Corporation  (MRC) 
proposed  to  develop  the  Eagle  Mountain 
Landfill  and  Recycling  Project  in  the 
Eagle  Mountains  in  Riverside  County, 
California.  The  landfill  project,  which 
has  since  been  abandoned,  would  have 
involved  a  Class  III  nonhazardous  solid 
waste  landfill  in  and  around  the  Eagle 
Mountain  Mine  and  the  renovation  of 
the  nearby  Eagle  Mountain  townsite  to 
support  landfill  operations.  The 
proposed  landfill,  support  facilities,  and 
open  space  buffer  areas  would  have 
required  approximately  4,654  acres  of 
land,  including  private  land  owned  by 
Kaiser,  as  well  as  approximately  3,481 
acres  of  scattered  parcels  of  BLM- 
managed  public  lands  within  the  project 
area. 

To  facilitate  the  landfill  project, 

Kaiser  proposed  in  1989  a  land 
exchange  to  acquire  the  public  lands  in 
the  project  area  and  acquire  the  federal 
reversionary  interest  in  the  Eagle 
Mountain  townsite.  Additionally,  Kaiser 
applied  for  two  rights-of-way  (ROW)  to 
use  an  existing  railroad  to  transport 
solid  waste  to  the  landfill,  as  well  as  an 
existing  road  for  purposes  associated 
with  the  landfill  project.  The  proposed 
land  exchange,  which  was  completed  in 
1999,  involved  the  conveyance  of  3,481 
acres  of  public  land  to  Kaiser,  much  of 
which  was  previously  disturbed, 
unpatented  mining  and  mill  site  claims 
held  by  Kaiser.  In  exchange,  in  a  deed 
recorded  in  Riverside  County  on 
October  13,  1999,  Kaiser  conveyed  2,846 
acres  of  land  into  public  ownership, 
which  included  habitat  for  the  desert 
tortoise  (a  federally  threatened  species) 
and  habitat  supporting  the  desert 
pupfish,  and  the  Yuma  clapper  rail  (a 
federally  endangered  species).  Kaiser 
also  requested  that  the  BLM  release  any 
remaining  interests  of  the  United  States 
(U.S.)  in  the  Eagle  Mountain  townsite. 

The  existing  railroad  was  previously 
authorized  in  1955  under  Private  Law 
790  for  transporting  iron  ore  from  the 
Eagle  Mountain  Mine  to  Ferrum 
junction,  just  northeast  of  the  Salton 
Sea.  The  Eagle  Mountain  townsite  was 
conveyed  to  Kaiser  Steel  Corporation  in 
1955  pursuant  to  Private  Law  790,  but 
the  U.S.  retained  a  reversionary  interest 
in  the  land.  Kaiser  also  sought,  and 
subsequently  received,  approvals  for  the 
landfill  project  from  Riverside  County 
for  a  zoning  change,  specific  plan  and 
solid  waste  facilties  permit. 

The  BLM  and  Riverside  County 
prepared  a  joint  EIS/Environmental 
Impact  Report  (EIR),  which  was  released 
for  public  review  and  comment  in  1992. 
The  BLM  issued  a  Record  of  Decision 
(ROD)  approving  the  exchange  and 
associated  ROWs  on  October  20, 1993. 


Appeals  were  filed  with  the  Interior 
Board  of  Land  Appeals  (IBLA)  and  three 
lawsuits  were  filed  in  State  court  in 
1992  challenging  the  adequacy  of  the 
EIR  under  the  California  Environmental 
Quality  Act  (CEQA).  In  September  1994, 
a  State  court  found  the  1992  EIR  to  be 
inadequate  and  required  further 
environmental  review  by  Riverside 
County.  The  BLM  subsequently 
requested  the  IBLA  remand  the  case 
back  to  the  BLM  to  allow  preparation  of 
a  new  joint  EIS/EIR. 

After  circulating  a  new  draft  EIS/EIR 
on  the  Project,  the  BLM  and  Riverside 
County  released  a  new  final  joint  EIS/ 
EIR  in  January  of  1997.  In  December  of 
1999,  after  legal  challenges  to  the 
validity  of  the  EIR  under  State  law  were 
ultimately  unsuccessful,  the  Riverside 
County  Department  of  Environmental 
Health  and  the  California  Integrated 
Waste  Management  Board  approved 
final  permits  for  the  landfill  project. 

The  BLM  approved  the  land  exchange 
in  a  ROD  dated  September  25,  1997,  and 
issued  ROWs  over  public  lands  in  1998. 
Several  parties  protested  the  BLM’s 
decision  and  filed  appeals  with  the 
IBLA. 

On  October  13,  1999,  after  the  IBLA 
affirmed  the  BLM’s  EIS  and  ROD 
approving  the  exchange,  the  BLM 
patented  approximately  3,481  acres  of 
public  land  to  Kaiser  and  conveyed  the 
federal  reversionary  interest  in  the  Eagle 
Mountain  townsite  to  Kaiser. 

Kaiser  reciprocated  by  issuing  to  the 
U.S.  a  grant  deed  for  2,846  acres  of  its 
private  lands  and  a  payment  of  $20,100, 
representing  the  difference  between  the 
appraised  value  of  the  exchange  lands. 

Subsequent  litigation  over  the  BLM’s 
1997  decision  to  approve  the  land 
exchange  resulted  in  a  2005  decision  by 
the  United  States  District  Court  for  the 
Central  District  of  California  (District 
Court)  that  certain  portions  of  the 
analysis  forming  the  basis  for  the  BLM’s 
approval  of  the  land  exchange  (EIS  and 
ROD)  were  flawed  under  NEPA  and 
FLPMA. 

The  District  Court  found  the  BLM’s 
appraisal  was  flawed;  the  BLM’s 
determination  that  the  exchange  was  in 
the  public  interest  was  not  adequately 
supported;  the  EIS  was  flawed  because 
the  purpose,  need,  and  range  of 
alternatives  were  too  narrow;  and  the 
analysis  of  the  impacts  of  the  Project  on 
bighorn  sheep  and  eutrophication  was 
inadequate. 

The  District  Court  set  aside  the  land 
exchange  pending  the  BLM  preparation 
of  a  new  EIS  and  ROD  consistent  with 
the  Court’s  Order.  Subsequent  appeals 
resulted  in  a  May  19,  2010,  opinion  by 
the  9th  U.S.  Circuit  Court  of  Appeals, 
which  partially  reversed  and  partially 


affirmed  the  District  Court’s 
determinations.  The  9th  Ciruit  found 
the  determination  that  the  exchange  was 
in  the  public  interest  was  adequately 
supported  and  the  EIS  adequately 
addressed  the  impacts  of  the  Project  on 
bighorn  sheep  and  reversed  the  District 
Court’s  rulings  on  these  issues.  The  9th 
Circuit  affirmed  the  District  Court’s 
rulings  that  the  appraisal  was  flawed 
and  the  EIS  was  inadequate  because  the 
purpose  and  need  and  range  of 
alternatives  were  too  narrow  and  the 
analysis  of  eutrophication  was 
inadequate. 

The  9th  Circuit’s  opinion  was 
followed  by  a  May  10,  2011,  Order  by 
the  District  Court  setting  aside  the 
ROWs  the  BLM  granted  to  Kaiser  in 
1998  and  the  land  exchange  the  BLM 
completed  with  Kaiser  in  1999,  pending 
preparation  by  the  BLM  of  a  new  ROD 
and  EIS  consistent  with  the  9th  Circuit’s 
May  19,  2010,  opinion.  The  BLM 
intends  to  prepare  a  Supplemental  EIS, 
which,  along  with  any  new  ROD,  will  be 
provided  to  the  District  Court,  which 
retained  jurisdiction  to  resolve  legal 
challenges  to  any  new  ROD  and  EIS. 

The  BLM  had  delayed  preparing  a 
new  ROD  and  Supplemental  EIS 
pending  the  Sanitation  Districts  of  Los 
Angeles  County  (Sanitation  Districts) 
acquisition  of  Kaiser’s  interest  in  the 
Eagle  Mountain  Landfill  Project. 
However,  on  May  22,  2013,  the 
Sanitation  Districts  announced  that  they 
would  no  longer  pursue  acquisition  of 
the  Eagle  Mountain  Landfill  Project, 
which  effectively  ended  the  viability  of 
the  landfill  project.  On  December  19, 
2013,  the  District  Court  issued  an  order 
directing  the  parties  in  the  litigation  to 
commence  settlement  discussions.  No 
settlement  has  been  reached;  therefore, 
the  BLM  intends  to  prepare  a 
Supplemental  EIS.  Although  public 
scoping  is  not  required  for  a 
Supplemental  EIS,  the  BLM  believes 
public  scoping  is  appropriate  in  this 
case.  The  purpose  of  the  public  scoping 
process  is  to  determine  relevant  issues 
that  will  influence  the  scope  of  the 
environmental  analysis  and  alternatives, 
identify  reasonably  foreseeable  uses  of 
the  lands  involved,  and  guide  the 
process  for  developing  the 
Supplemental  EIS.  Because  the  landfill 
project  has  been  abandoned,  the  BLM 
believes  no  additional  analysis  of  the 
impacts  of  eutrophication  is  necessary 
in  the  Supplemental  EIS. 

The  Supplemental  EIS  will  include 
any  new  information  not  available  when 
the  January  1997  EIS  for  the  now 
defunct  Eagle  Mountain  Landfill  and 
Recycling  Project  was  completed.  To  the 
extent  determined  through  scoping,  this 
land  exchange  in  the  Eagle  Mountain 
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area  may  present  opportunities  to 
advance  landscape-scale  conservation 
goals  for  the  BLM  and  National  Park 
Service  (NPS).  The  area  was  removed 
from  the  Park  (then  a  National 
Monument)  in  1950  to  further  the 
national  objective  of  mining  and 
development  of  the  steel  industry.  NPS, 
serving  as  a  cooperating  agency  in  the 
NEPA  process,  will  assist  the  BLM 
during  scoping  to  assess  landscape-scale 
conservation  opportunities  for  lands 
that  support  habitat,  historic,  cultural 
and  other  conservation  values. 
Concurrent  with  the  scoping  process, 
NPS  plans  to  evaluate  opportunities  for 
addition  to  Joshua  Tree  National  Park. 
The  following  preliminar}'  revised 
purpose  and  need  for  Eagle  Mountain 
Land  Exchange  reflects  the  fact  that  the 
landfill  project  has  been  abandoned. 

The  preliminary  revised  purpose  and 
need  is  to: 

1 .  Protect  important  habitat  and 
conservation  values,  including  critical 
desert  tortoise  habitat,  habitat  for  the 
Yuma  clapper  rail  and  desert  pupfish, 
and  critical  upland  habitat  that  is 
important  for  maintaining  ecosystem 
processes  and  resources  conser\'^ed  by 
Joshua  Tree  National  Park  and  other 
conservation  partners; 

2.  Ensure  the  permanent  conservation 
of  formerly  private  inholdings  in  the 
Chuckwalla  Desert  Wildlife 
Management  Area,  the  Dos  Palmas  Area 
of  Critical  Environmental  Concern,  and 
conservation  areas  designated  in  the 
Coachella  Valley  Multiple  Species 
Habitat  Conserx^ation  Plan; 

3.  Reduce  the  BLM’s  costs  associated 
with  managing  lands  that  generally  lack 
legal  and  physical  access,  are 
encumbered  by  mining  claims,  and 
xvhich  have  been  included  in  mining 
operations  associated  with  the  Eagle 
Mountain  Mine; 

4.  Divest  the  BLM  of  the  federal 
reversionary^  interest  in  the  Eagle 
Mountain  townsite,  which  is  not 
suitable  for  management  by  the  BLM; 
and 

5.  Facilitate  adaptive  re-use  of  the 
Eagle  Mountain  towmsite, 
unencumbered  by  the  federal 
reversionary  interest,  including 
potentially  preserxdng  this  area  for  any 
cultural  and  historic  values. 

The  BLM  will  use  NEPA  public 
participation  requirements  to  assist  the 
agency  in  satisfying  the  public 
involvement  requirements  under 
Section  106  of  the  National  Historic 
Preservation  Act  (NHPA)  (16  U.S.C. 
470(f)J  pursuant  to  36  CFR  800.2(d)(3). 
New  information  about  historic  and 
cultural  resources  in  the  project  area 
will  assist  the  BLM  in  identifying  and 
evaluating  impacts  to  such  resources  in 


the  context  of  both  NEPA  and  Section 
106  of  the  NHPA. 

The  BLM  will  consult  with  Indian 
tribes  on  a  government-to-govemment 
basis  in  accordance  with  Executive 
Order  13175  and  other  policies.  Tribal 
concerns,  including  impacts  on  Indian 
trust  assets  and  potential  impacts  to 
cultural  resources,  will  be  given  due 
consideration.  Federal,  State,  and  local 
agencies,  along  with  tribes  and  other 
stakeholders  that  may  be  interested  in  or 
affected  by  the  Eagle  Mountain  Land 
Exchange  are  invited  to  participate  in 
the  scoping  process  and,  if  eligible,  may 
request  or  be  requested  by  the  BLM  to 
participate  in  the  development  of  the 
environmental  analysis  as  a  cooperating 
agency. 

Before  including  your  address,  phone 
number,  email  address,  or  other 
personal  identifying  information  in  ymur 
comment,  be  advised  that  your  entire 
comment — including  your  personal 
identifying  information — may  be  made 
publicly  available  at  any  time.  While 
you  can  ask  us  in  your  comment  to 
withhold  from  public  review  your 
personal  indentifying  information,  we 
cannot  guarantee  that  we  will  be  able  to 
do  so. 

Authority:  40  CFR  1501.7. 

John  Kalish, 

Field  Manager,  South  Coast  Field  Office. 
IFRDoc.  2014-19239  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4310-40-P 


DEPARTMENT  OF  THE  INTERIOR 

Bureau  of  Land  Management 

[LLNMLOOOOO  L13300000.EP0000 
14XL1109AF] 

Notice  of  Extension  of  Temporary 
Closure  of  Public  Land  in  Dona  Ana 
County,  NM 

agency:  Bureau  of  Land  Management, 

Interior. 

action:  Notice. 

SUMMARY:  The  Bureau  of  Land 
Management  (BLM),  Las  Cruces  District 
Office  is  extending  a  temporary  closure 
of  public  land  in  the  vicinity  of  the 
Community  Pit  No.  1  in  Dona  Ana 
County,  New  Mexico,  in  order  to  protect 
persons,  property,  and  public  lands  and 
resources. 

DATES:  This  closure  will  be  in  effect  on 
September  15,  2014  and  shall  remain  in 
effect  for  up  to  24  months,  or  until  a 
final  decision  is  made  in  the  TriCounty 
Resource  Management  Plan  (RMP), 
whichever  is  sooner. 

FOR  FURTHER  INFORMATION  CONTACT: 
Edward  Seum,  Supervisor,  Lands  and 


Minerals,  BLM  Las  Cruces  District 
Office,  1800  Marquess  Street,  Las 
Cruces,  NM  88005;  or  by  telephone  at 
575-525-4300.  Persons  who  use  a 
telecommunications  device  for  the  deaf 
(TDD)  may  call  the  Federal  Information 
Relay  Service  (FIRS)  at  1-800-877-8339 
to  contact  the  above  individual  during 
normal  business  homs.  The  FIRS  is 
available  24  hours  a  day,  7  days  a  week, 
to  leave  a  message  or  question  with  the 
above  individual.  You  will  receive  a 
reply  during  normal  business  hours. 

SUPPLEMENTARY  INFORMATION:  The 

TriCounty  RMP  is  analyzing  a  range  of 
alternatives,  including  an  alternative 
that  would  close  the  67.5-acre 
Community  Pit  No.l  until  physical 
remediation  of  the  high,  unconsolidated 
walls  has  occurred,  thereby  eliminating 
the  public  health  and  safety  risk. 
Pursuant  to  a  temporary  closure  that 
published  in  the  Federal  Register  on 
July  23,  2012  (77  FR  43111),  the  area 
xvas  closed  to  casual  use  to  protect 
persons,  property,  and  public  land  and 
resources,  and  generally  to  provide  for 
public  safety.  The  extension  of  the 
closure  is  needed  to  reduce  or  prevent 
the  opportimity  for  damage  to  property, 
personal  injury,  or  loss  of  life  in  the 
vicinity  of  the  Community  Pit  No.  1  in 
Dona  Ana  County,  New  Mexico.  The 
temporary  closure  and  restrictions 
applicable  to  the  closure  are  as  follows: 

1.  The  public  land  to  be  closed  under 
this  notice  is  described  as: 

New  Mexico  Principal  Meridian,  New 
Mexico 

T.  22  S.,  R.  1  E., 

Sec.  19,  SWV4NWV4SEV4, 
EV2EV2SWV4SWV4SEV4,  EV2SWV4SEV4, 
SV2NV2SEV4SEV4,  SV2SEV4SEV4, 

E  V2NWV4  SWV4  SE’/4  . 

Containing  67.5  acres.  Any  area  described 
as  a  half  (1/2)  of  a  half  (1/2)  is  based  on  the 
proper  subdivision  of  section  in  accordance 
with  the  Manual  of  Surveying  Instructions. 

All  public  use,  including  casual  use, 
is  prohibited  on  this  67.5-acre  parcel. 
Casual  use  is  defined  as  any  short-term, 
non-commercial  activity  which  does  not 
noticeably  damage  or  disturb  the  public 
land,  resources,  or  improvements. 
Closure  of  this  parcel  is  a  consequence 
of  unsafe  conditions  related  to  past 
mining  resulting  in  steep  high  walls  in 
excess  of  150  feet,  abrupt  precipices  and 
ledges,  and  loose  unconsolidated  walls 
of  rock. 

2.  This  closure  does  not  affect  the 
ability  of  local.  State,  or  Federal  officials 
in  the  performance  of  their  duties  in  the 
area. 

3.  This  Notice  will  be  posted  along 
the  public  roads  where  this  closme  is  in 
effect. 
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4.  The  following  persons  are  exempt 
from  this  closure  order: 

a.  Federal,  State,  or  local  law 
enforcement  officers,  while  acting 
within  the  scope  of  their  official  duties; 
and 

b.  Any  person  who  obtains,  or 
currently  is  in  possession  of,  an 
authorization  or  permit  from  the  BLM 
for  use  of  the  land  identified  in  this 
closure. 

Violations  of  this  closure  and 
restrictions  are  punishable  by  fines  not 
to  exceed  $1,000  and/or  imprisonment 
not  to  exceed  1  year.  These  actions  are 
taken  to  protect  public  health  and 
safety. 

The  Las  Cruces  District  Office  has 
completed  an  Environmental 
Assessment  (EA)  (DOI-BLM-NM- 
LCDO-2010-0086-EA)  to  close  the  pit 
to  public  use,  evaluating  the  potential 
reclamation  of  the  site  and  analyzing  the 
hazards  to  public  health  and  safety  until 
such  time  as  reclamation  of  the  site 
would  be  completed. 

Copies  of  this  closure  order  and  maps 
showing  the  location  are  available  from 
the  Las  Cruces  District  Office,  1800 
Marquess  Street,  Las  Cruces,  NM  88005. 

Authority:  43  CFR  8364.1  and  18  U.S.C. 
3551. 

Jesse  J.  Juen, 

State  Director. 

[FR  Doc.  2014-19217  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4310-FB-P 


DEPARTMENT  OF  THE  INTERIOR 

Bureau  of  Land  Management 

[LLNV952000  L1 4200000.BJ0000  241  A;  13- 
08807;  M0#4500067817;  TAS:  14X1109] 

Filing  of  Plats  of  Survey;  NV 

agency:  Bureau  of  Land  Management, 

Interior. 

action:  Notice. 

SUMMARY:  The  purpose  of  this  notice  is 
to  inform  the  public  and  interested  State 
and  local  government  officials  of  the 
filing  of  Plats  of  Survey  in  Nevada. 
DATES:  Effective  Dates:  Unless  otherwise 
stated  filing  is  effective  at  10:00  a.m.  on 
the  dates  indicated  below. 

FOR  FURTHER  INFORMATION  CONTACT: 
David  D.  Morlan,  Chief,  Branch  of 
Geographic  Sciences,  Bureau  of  Land 
Management,  Nevada  State  Office,  1340 
Financial  Blvd.,  Reno,  NV  89502-7147, 
phone:  775-861-6490.  Persons  who  use 
a  telecommunications  device  for  the 
deaf  (TDD)  may  call  the  Federal 
Information  Relay  Service  (FIRS)  at  1- 
800-877-8339  to  contact  the  above 
individual  during  normal  business 


hours.  The  FIRS  is  available  24  hours  a 
day,  7  days  a  week,  to  leave  a  message 
or  question  with  the  above  individual. 
You  will  receive  a  reply  during  normal 
business  hours. 

SUPPLEMENTARY  INFORMATION: 

1.  The  Plat  of  Survey  of  the  following 
described  lands  was  officially  filed  at 
the  Nevada  State  Office,  Reno,  Nevada 
on  June  30,  2014: 

The  plat,  in  1  sheet,  representing  the 
dependent  resurvey  of  a  portion  of  the 
east  boundary,  a  portion  of  the 
subdivisional  lines  and  the  subdivision 
of  sections  25  and  26,  Township  24 
South,  Range  58  East,  Mount  Diablo 
Meridian,  Nevada,  under  Group  No. 
887,  was  accepted  June  25,  2014.  This 
survey  was  executed  to  meet  certain 
administrative  needs  of  the  BLM. 

2.  The  Plat  of  Survey  of  the  following 
described  lands  was  officially  filed  at 
the  Bureau  of  Land  Management  (BLM) 
Nevada  State  Office,  Reno,  Nevada,  on 
June  30,  2014: 

The  plat,  in  3  sheets,  representing  the 
dependent  resurvey  of  a  portion  of  the 
east  boundary  (Carson  River  Guide 
Meridian)  and  a  portion  of  the 
subdivisional  lines,  the  subdivision  of 
section  1  and  the  metes-and-bounds 
surveys  of  a  line  30  feet  northerly  and 
parallel  with  the  apparent  centerline  of 
a  portion  of  Eastgate  Siding  Road,  a 
portion  of  the  northerly  right-of-way 
line  of  Flint  Drive  and  a  portion  of  the 
easterly  right-of-way  line  of  U.S. 
Highway  No.  50,  Township  15  North, 
Range  20  East,  Mount  Diablo  Meridian, 
Nevada,  under  Group  No.  920,  was 
accepted  June  25,  2014.  This  survey  was 
executed  to  facilitate  the  conveyance  of 
certain  public  lands  to  the  Municipality 
of  Carson  City,  Nevada,  as  provided  for 
by  special  legislation  within  the 
Omnibus  Public  Land  Management  Act 
of  2009,  Public  Law  111-11. 

3.  The  Plat  of  Survey  of  the  following 
described  lands  was  officially  filed  at 
the  Bureau  of  Land  Management  (BLM) 
Nevada  State  Office,  Reno,  Nevada,  on 
June  30,  2014: 

The  plat,  in  1  sheet,  representing  the 
dependent  resurvey  of  a  portion  of  the 
subdivisional  lines,  the  subdivision  of 
section  6  and  a  metes-and-bounds 
survey  of  a  portion  of  the  Carson  City 
and  Lyon  County  Line,  Township  15 
North,  Range  21  East,  Mount  Diablo 
Meridian,  Nevada,  under  Group  No. 

920,  was  accepted  June  25,  2014.  This 
survey  was  executed  to  facilitate  the 
conveyance  of  certain  public  lands  to 
the  Municipality  of  Carson  City, 

Nevada,  as  provided  for  by  special 
legislation  within  the  Omnibus  Public 
Land  Management  Act  of  2009,  Public 
Law  111-11. 


4.  The  Plat  of  Survey  of  the  following 
described  lands  was  officially  filed  at 
the  Bureau  of  Land  Management  (BLM) 
Nevada  State  Office,  Reno,  Nevada,  on 
June  30,  2014: 

The  plat,  in  2  sheets,  representing  the 
dependent  resurvey  of  the  Third 
Standard  Parallel  North  through  a 
portion  of  Range  20  East  and  a  portion 
of  the  subdivisional  lines,  the 
subdivision  of  section  36  and  a  metes- 
and-bounds  survey  of  a  portion  of  the 
centerline  of  U.S.  Highway  No.  50, 
Township  16  North,  Range  20  East, 
Mount  Diablo  Meridian,  Nevada,  under 
Group  No.  920,  was  accepted  June  25, 
2014.  This  survey  was  executed  to 
facilitate  the  conveyance  of  certain 
public  lands  to  the  Municipality  of 
Carson  City,  Nevada,  as  provided  for  by 
special  legislation  within  the  Omnibus 
Public  Land  Management  Act  of  2009, 
Public  Law  111-11. 

5.  The  Plat  of  Survey  of  the  following 
described  lands  was  officially  filed  at 
the  Bureau  of  Land  Management  (BLM) 
Nevada  State  Office,  Reno,  Nevada,  on 
June  30,  2014: 

The  plat,  in  1  sheet,  representing  the 
dependent  resurvey  of  the  Third 
Standard  Parallel  North  through  a 
portion  of  Range  21  East,  a  portion  of 
the  west  boundary  (Carson  River  Guide 
Meridian)  and  a  portion  of  the 
subdivisional  lines,  the  subdivision  of 
section  31  and  a  metes-and-bounds 
survey  of  a  portion  of  the  Carson  City 
and  Lyon  County  Line,  Township  16 
North,  Range  21  East,  Mount  Diablo 
Meridian,  Nevada,  under  Group  No. 

920,  was  accepted  June  25,  2014.  This 
survey  was  executed  to  facilitate  the 
conveyance  of  certain  public  lands  to 
the  Municipality  of  Carson  City, 

Nevada,  as  provided  for  by  special 
legislation  within  the  Omnibus  Public 
Land  Management  Act  of  2009,  Public 
Law  111-11. 

The  siu-veys  listed  above  are  now  the 
basic  record  for  describing  the  lands  for 
all  authorized  purposes.  These  surveys 
have  been  placed  in  the  open  files  in  the 
BLM  Nevada  State  Office  and  are 
available  to  the  public  as  a  matter  of 
information.  Copies  of  the  surveys  and 
related  field  notes  may  be  furnished  to 
the  public  upon  payment  of  the 
appropriate  fees. 

Dated:  July  1,  2014. 

David  D.  Morlan, 

Chief  Cadastral  Surveyor,  Nevada. 

|FR  Doc.  2014-19234  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  THE  INTERIOR 
Bureau  of  Land  Management 

[LLOR957000-L631 OOOOO-HDOOOO- 
1 4XL1 1 1 6AF;  H AG1 4-01 76] 

Filing  of  Plats  of  Survey:  Oregon/ 
Washington 

AGENCY:  Bureau  of  Land  Management, 
Interior. 

ACTION:  Notice. 

SUMMARY:  The  plats  of  survey  of  the 
following  described  lands  are  scheduled 
to  be  officially  filed  in  the  Bureau  of 
Land  Management,  Oregon  State  Office, 
Portland,  Oregon,  30  days  from  the  date 
of  this  publication. 

Willamette  Meridian 

Oregon 

T.  18  S.,  R.  7  W.,  accepted  July  22,  2014 
T.  11  S.,  R.  1  E.,  accepted  July  22,  2014 
T.  12  S.,  R.  1  E.,  accepted  July  22,  2014 
T.  22  S.,  R.  25  E.,  accepted  July  23,  2014 
T.  15  S.,  R.  2  W.,  accepted  July  23,  2014 
T.  32  S.,  R.  19  E.,  accepted  August  4,  2014 
T.  14  S.,  R.  16  E.,  accepted  August  4,  2014 

Washington 

T.  34  N.,  R.  44  E.,  accepted  July  23,  2014 
T.  34  N.,  R.  9  E.,  accepted  July  23,  2014 

ADDRESSES:  A  copy  of  the  plats  may  be 
obtained  from  the  Public  Room  at  the 
Bmeau  of  Land  Management,  Oregon 
State  Office,  1220  SW.,  3rd  Avenue, 
Portland,  Oregon  97204,  upon  required 
payment. 

FOR  FURTHER  INFORMATION  CONTACT:  Kyle 
Hensley,  (503)  808-6132,  Branch  of 
Geographic  Sciences,  Bureau  of  Land 
Management,  1220  SW.,  3rd  Avenue, 
Portland,  Oregon  97204.  Persons  who 
use  a  telecommunications  device  for  the 
deaf  (TDD)  may  call  the  Federal 
Information  Relay  Ser\dce  (FIRS)  at  1- 
800-877-8339  to  contact  the  above 
individual  during  normal  business 
hours.  The  FIRS  is  available  24  hours  a 
day,  7  days  a  week,  to  leave  a  message 
or  question  with  the  above  individual. 
You  will  receive  a  reply  during  normal 
business  hours. 

SUPPLEMENTARY  INFORMATION:  A  person 
or  party  who  wishes  to  protest  against 
this  surv^ey  must  file  a  written  notice 
with  the  Oregon  State  Director,  Bureau 
of  Land  Management,  stating  that  they 
wish  to  protest.  A  statement  of  reasons 
for  a  protest  may  be  filed  with  the  notice 
of  protest  and  must  be  filed  with  the 
Oregon  State  Director  within  thirty  days 
after  the  protest  is  filed.  If  a  protest 
against  the  survey  is  received  prior  to 
the  date  of  official  filing,  the  filing  will 
be  stayed  pending  consideration  of  the 
protest.  A  plat  will  not  be  officially  filed 


until  the  day  after  all  protests  have  been 
dismissed  or  otherwdse  resolved. 

Before  including  your  address,  phone 
number,  email  address,  or  other 
personal  identifying  information  in  your 
comment,  you  should  be  aware  that 
your  entire  comment — including  your 
personal  identifying  information — may 
be  made  publicly  available  at  any  time. 
While  you  can  ask  us  in  your  comment 
to  withhold  your  personal  identifying 
information  from  public  review,  we 
cannot  guarantee  that  we  will  be  able  to 
do  so. 

Mary  J.M.  Hartel, 

Chief  Cadastral  Sun'eyor  of  Oregon/ 
Washington. 

(FR  Doc.  2014-19231  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4310-33-P 


DEPARTMENT  OF  THE  INTERIOR 

National  Park  Service 

[NPS-IMR-CHIR-15590;  PPIMCHIROO 
PPMPSPD1Z.YM0000] 

Minor  Boundary  Revision  at 
Chiricahua  National  Monument 

AGENCY:  National  Park  Service,  Interior. 
ACTION:  Notification  of  Boundary 
Revision. 

SUMMARY:  The  boundary  of  Chiricahua 
National  Monument  is  modified  to 
include  40  acres  of  land  located  in 
Cochise  County,  Arizona,  immediately 
adjacent  to  the  western  boundary  of 
Chiricahua  National  Monument. 
Subsequent  to  the  proposed  boundary 
revision,  the  United  States  will  acquire 
the  land  by  purchase  from  The  Trust  for 
Public  Land,  a  nonprofit  conservation 
organization. 

DATES:  The  effective  date  of  this 
boundary  revision  is  August  14,  2014. 
ADDRESSES:  The  map  depicting  this 
boundary  revision  is  available  for 
inspection  at  the  following  locations: 
National  Park  Service,  Land  Resources 
Program  Center,  Intermountain  Region, 
12795  West  Alameda  Parkway,  Denver, 
Colorado  80228  and  National  Park 
Service,  Department  of  the  Interior, 

1849  C  Street  NW.,  Washington,  DC 
20240. 

FOR  FURTHER  INFORMATION  CONTACT: 

Chief  Realty  Officer  Glenna  Vigil, 
National  Park  Service,  Land  Resources 
Program  Center,  Intermountain  Region, 
12795  West  Alameda  Parkway,  Denver, 
Colorado  80228,  telephone  (303)  969- 
2610. 

SUPPLEMENTARY  INFORMATION:  Notice  is 
hereby  given  that,  pursuant  to  16  U.S.C. 
460/-9(c)(l),  the  boundary  of  Chiricahua 


National  Monument  is  modified  to 
include  40  acres  of  land  identified  as 
Tract  01-130,  tax  parcel  number  304- 
35-019-06-0.  This  land  is  located  in 
Cochise  County,  Arizona,  immediately 
adjacent  to  the  western  boundary  of 
Chiricahua  National  Monument.  The 
boundary  revision  is  depicted  on  Map 
No.  145/117,588,  dated  November  9, 
2012. 

16  U.S.C.  460/-9(c)(l)  provides  that, 
after  notifying  the  House  Committee  on 
Natural  Resources  and  the  Senate 
Committee  on  Energy  and  Natural 
Resources,  the  Secretary  of  the  Interior 
is  authorized  to  make  this  bormdary 
revision  upon  publication  of  notice  in 
the  Federal  Register.  The  Committees 
have  been  notified  of  this  boundar}^ 
revision.  This  boundary  revision  and 
subsequent  acquisition  will  ensure 
preservation  and  protection  of  the 
monument’s  scenic  and  historic 
resources. 

Dated:  April  14,2014. 

Sue  E.  Masica, 

Regional  Director,  Intermountain  Region. 

|FR  Doc.  2014-19230  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4312-CB-P 


DEPARTMENT  OF  THE  INTERIOR 

National  Park  Service 

[NPS-PWR-KAHO-15968:  PPPWKAHOSO, 
PPMPSPD1Z.S00000] 

Notice  of  Request  for  Nominations  for 
the  Na  Hoa  Pill  O  Kaloko-Honokohau 
National  Historical  Park  Advisory 
Commission 

agency:  National  Park  Service,  Interior. 
ACTION:  Notice  of  Request  for 
Nominations. 

SUMMARY:  The  National  Park  Service, 
U.S.  Department  of  the  Interior, 
proposes  to  appoint  new  members  to  the 
Na  Hoa  Pili  O  Kaloko-Honokohau  (The 
Friends  of  Kaloko-Honokohau),  an 
advisory  commission  for  the  park.  The 
Superintendent,  Kaloko-Honokohau 
National  Historical  Park,  acting  as 
administrative  lead,  is  requesting 
nominations  for  qualified  persons  to 
serve  as  members  of  the  Commission. 
DATES:  Nominations  must  be 
postmarked  by  October  14,  2014. 
ADDRESSES:  Nominations  should  be  sent 
to  Tammy  Duchesne,  Superintendent, 
Kaloko-Honokohau  National  Historical 
Park,  73-4786  Kanalani  Street,  Suite 
#14,  Kailua-Kona,  HI  96740. 

FOR  FURTHER  INFORMATION  CONTACT:  Jeff 
Zimpfer,  National  Park  Service, 
Environmental  Protection  Specialist, 
Kaloko-Honokohau  National  Historical 
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Park,  73-4786  Kanalani  St.,  #14,  Kailua 
Kona,  HI  96740,  telephone  number  (808) 
329-6881,  ext.  1500,  or  email  jeff_ 
zimpfer@nps.gov. 

SUPPLEMENTARY  INFORMATION:  The 
Kaloko-Honokohau  National  Historical 
Park  was  established  by  Section  505(a) 
of  Public  Law  95-625,  November  10, 
1978,  as  amended.  Section  505(f)  of  that 
law,  as  amended,  established  the  Na 
Hoa  Pili  O  Koloko-Honokohau  (The 
Friends  of  Kaloko-Honokohau),  as  an 
advisory  commission  for  the  Park.  The 
Commission  was  re-established  by  Title 
VII,  Subtitle  E,  Section  7401  of  Public 
Law  111-11,  the  Omnibus  Public  Land 
Management  Act  of  2009,  March  30, 
2009.  The  Commission’s  current 
termination  date  is  December  18,  2018. 

The  purpose  of  the  Commission  is  to 
advise  the  Director  of  the  National  Park 
Service  with  respect  to  the  historical, 
archeological,  cultural,  and  interpretive 
programs  of  the  Park.  The  Commission 
is  to  afford  particular  emphasis  to  the 
quality  of  traditional  native  Hawaiian 
cultural  practices  demonstrated  in  the 
Park. 

The  Commission  consists  of  nine 
members,  each  appointed  by  the 
Secretary  of  the  Interior,  and  four  ex 
officio  non-voting  members,  as  follows: 
all  nine  Secretarial  appointees  will  be 
residents  of  the  State  of  Hawaii,  and  at 
least  six  of  those  appointees  will  be 
native  Hawaiians;  native  Hawaiian 
organizations  will  be  invited  to 
nominate  members,  and  at  least  five 
members  will  be  appointed  from  those 
nominations  to  represent  the  interests  of 
those  organizations.  The  other  four 
members  will  represent  native  Hawaiian 
interests.  The  four  ex  officio  members 
include  the  Park  Superintendent,  the 
Pacific  West  Regional  Pacific  Islands 
Director,  one  person  appointed  by  the 
Governor  of  Hawaii,  and  one  person 
appointed  by  the  Mayor  of  the  County 
of  Hawaii. 

The  nine  voting  members  will  be 
appointed  for  5-year  terms.  No  member 
may  serve  more  than  one  term 
consecutively.  Any  vacancy  in  the 
Commission  shall  be  filled  by 
appointment  for  the  remainder  of  the 
term.  The  Secretary  of  the  Interior  shall 
designate  one  member  of  the 
Commission  to  be  Chairman. 

Members  of  the  Commission  will 
receive  no  pay,  allowances,  or  benefits 
by  reason  of  their  service  on  the 
Commission.  However,  while  away  from 
their  homes  or  regular  places  of 
business  in  the  performance  of  services 
for  the  Commission  as  approved  by  the 
Designated  Federal  Officer,  members 
will  be  allowed  travel  expenses, 
including  per  diem  in  lieu  of 


subsistence,  in  the  same  manner  as 
persons  employed  intermittently  in 
Government  service  are  allowed  such 
expenses  imder  Section  5703  of  Title  5 
of  the  United  States  Code. 

Individuals  who  are  currently 
Federally  registered  lobbyists  are 
ineligible  to  serve  on  all  FACA  and  non- 
FACA  boards,  committees,  or  councils. 

Seeking  Nominations  For  Membership 

We  are  seeking  nominations  for 
individuals  to  be  considered  as 
commission  members  to  represent  the 
following  category:  native  Hawaiians 
interests.  For  the  purposes  of  section 
505(e)  of  Public  Law  95-625,  native 
Hawaiians  are  defined  as  any  lineal 
descendants  of  the  race  inhabiting  the 
Hawaiian  Islands  prior  to  the  year  1778. 
Nominations  should  include  a  resvune 
providing  an  adequate  description  of  the 
nominee’s  qualifications,  including 
information  that  would  enable  the 
Department  of  the  Interior  to  make  an 
informed  decision  regarding  meeting  the 
membership  requirements  of  the 
Commission  and  permit  the  Department 
of  the  Interior  to  contact  a  potential 
member. 

Nominations  should  be  postmarked 
no  later  than  October  14,  2014,  to 
Tammy  Duchesne,  Superintendent, 
Kaloko-Honokohau  National  Historical 
Park,  73-4786  Kanalani  Street,  Suite 
#14,  Kailua-Kona,  HI  96740. 

Dated:  August  4,  2014. 

Alma  Ripps, 

Chief,  Office  of  Policy. 

[FR  Doc.  2014-19229  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4310-EE-P 


DEPARTMENT  OF  THE  INTERIOR 

Bureau  of  Reclamation 

[RR83570000,  145R5065C6, 

RX.59389832.1 055700] 

Agency  Information  Coiiection 
Activities;  Proposed  Renewal  of  a 
Currently  Approved  Information 
Coiiection  (0MB  Control  Number 
1006-0028) 

AGENCY:  Bureau  of  Reclamation, 
Interior. 

ACTION:  Notice  and  request  for 
comments. 

SUMMARY:  We,  the  Bureau  of 
Reclamation,  intend  to  seek  approval  of 
the  following  information  collection  set 
to  expire  on  December  31,  2014: 
Recreation  Visitor  Use  Surveys,  0MB 
Control  Number  1006-0028.  We  will 
use  several  distinct  forms  to  collect 
different  t3q)es  of  recreation 
information.  Before  submitting  the 


information  collection  request  to  the 
Office  of  Management  and  Budget 
(OMB)  for  re-approval,  we  are  soliciting 
comments  on  specific  aspects  of  the 
information  collection. 

DATES:  Submit  written  comments  on 
this  information  collection  request  by 
October  14,  2014. 

ADDRESSES:  Send  written  comments  to 
Jerome  Jackson,  Bureau  of  Reclamation, 
Office  of  Policy  and  Administration,  84- 
57000,  P.O.  Box  25007,  Denver,  CO 
80225-0007;  or  via  email  to 
jl ja  ckson  @u  sbr.gov. 

FOR  FURTHER  INFORMATION  CONTACT:  For 

further  information  or  a  copy  of  the 
proposed  collection  of  information 
forms,  contact  Jerome  Jackson  at  303- 
445-2712. 

SUPPLEMENTARY  INFORMATION:  In 

accordance  with  the  Paperwork 
Reduction  Act  of  1995  (44  U.S.C.  3501 
et  seq.),  this  notice  announces  that  we 
are  requesting  re-approval  for  the 
collection  of  data  from  recreational 
users  of  our  lands,  rivers,  and  reservoirs. 
To  meet  our  needs  for  the  collection  of 
visitor  use  data,  we  will  be  requesting 
OMB  to  authorize  a  two-part  request. 

The  first  part  of  the  request  provides  us 
with  a  set  of  11  pre-approved 
questionnaires  to  be  administered  as 
approved  by  OMB. 

The  second  part  of  the  request 
consists  of  OMB  and  the  Bureau  of 
Reclamation  agreeing  upon  a  process 
whereby  we  custom  design  a  survey 
instrument  to  fit  a  specific  situation  or 
area.  The  custom  designed  survey 
would  be  created  by  extracting 
questions  from  the  approved 
questionnaires  as  applicable  to  the  area 
and  issue  being  evaluated.  Only 
questions  included  in  the  pre-approved 
questionnaires  will  be  used.  We  will 
then  submit  the  new  survey  form  to 
OMB  for  expedited  approval. 

I.  Abstract 

The  Bureau  of  Reclamation  is 
responsible  for  recreation  development 
at  all  of  its  reservoirs.  Presently,  there 
are  289  designated  recreation  areas  on 
our  lands  within  the  17  Western  States 
hosting  over  24  million  visitors 
annually.  As  a  result,  we  must  be  able 
to  respond  to  emerging  trends,  changes 
in  the  demographic  profile  of  users, 
changing  values,  needs,  wants,  and 
desires,  and  conflicts  between  user 
groups.  Statistically  valid  and  up-to- 
date  data  derived  from  the  user  is 
essential  to  developing  and  providing 
recreation  programs  relevant  to  today’s 
visitor. 

II.  Data 

OMB  Control  Number:  1006-0028. 


47674 


Federal  Register/ Vol.  79,  No.  157/Thursday,  August  14,  2014/Notices 


Title:  Recreation  Visitor  Use  Surveys 
Frequency:  Varies  by  survey. 
Respondents:  Respondents  to  the 
surveys  will  be  members  of  the  public 
engaged  in  recreational  activities  on  our 
lands.  Several  surveys  target  people 
engaged  in  various  activities  such  as 
boating  on  a  specific  lake,  or  people 


camping  at  a  developed  campground. 
Visitors  will  primarily  consist  of  local 
residents,  people  from  large 
metropolitan  areas  in  the  vicinity  of  the 
lake/reservoir,  and  people  from  out  of 
state. 

Estimated  Total  Number  of 
Respondents:  7,531 

Estimate  of  Burden  for  Each  Form 


Estimated  Number  of  Responses  per 
Respondent:  1.0 

Estimated  Total  of  Annual  Responses: 
7,531 

Estimated  Total  Annual  Burden 
Hours  on  Respondents:  2,043 


Survey  instrument 

Burden  esti¬ 
mate  per  sur¬ 
vey 

(in  minutes) 

Number  of 
surveys 
(times/yr.) 

Number  of  re¬ 
spondents  per 
survey 

Total  esti¬ 
mated  number 
of  respondents 

Total  annual 
hour  burden 

Marina  Survey . 

10 

2 

278 

556 

93 

Campground  Survey  . 

25 

2 

278 

556 

232 

River  Instream  Flow  Survey  . 

20 

2 

278 

556 

185 

Reservoir  Preferred  Water  Level  Survey . 

15 

2 

278 

556 

139 

Lake/River  Visit  Expenditure  Survey  . 

15 

2 

278 

556 

139 

Recreation  Activities  Survey  . 

15 

2 

278 

556 

139 

Recreation  Management  Survey  . 

15 

2 

278 

556 

139 

Recreation  Fee  Survey . 

10 

1 

581 

581 

97 

Recreation  Development  Survey . 

15 

2 

278 

556 

139 

Water  Level  Impacts  on  Recreation  Boating  Use  . 

10 

2 

278 

556 

93 

River  Recreation  Quality  Survey  . 

20 

2 

278 

556 

185 

Customized  Surveys  . 

20 

5 

278 

1 ,390 

463 

Totals  . 

7,531 

2,043 

1 _ ! _ 

Comments 

Comments  are  invited  on: 

(a)  Whether  the  proposed  collection  of 
information  is  necessary  for  the  proper 
performance  of  our  functions,  including 
whether  the  information  will  have 
practical  use; 

(b)  The  accuracy  of  our  estimated  time 
and  cost  burdens  of  the  proposed  new 
collection  of  information,  including  the 
validity  of  the  methodology  and 
assumptions  used; 

(c)  Ways  to  enhance  the  quality,  use, 
and  clarity  of  the  information  to  be 
collected;  and 

(d)  Ways  to  minimize  the  burden  of 
the  collection  of  information  on 
respondents,  including  increased  use  of 
automated  collection  techniques  or 
other  forms  of  information  technology. 

We  will  summarize  all  comments 
received  regarding  this  notice.  We  will 
publish  that  summary  in  the  Federal 
Register  when  the  information 
collection  is  submitted  to  0MB  for 
review  and  approval. 

Before  including  your  address,  phone 
number,  email  address,  or  other 
personal  identifying  information  in  your 
comment,  you  should  be  aware  that 
your  entire  comment — including  your 
personal  identifying  information — may 
be  made  publicly  available  at  any  time. 
While  you  can  ask  us  in  your  comment 
to  withhold  your  personal  identifying 
information  from  public  review,  we 
cannot  guarantee  that  we  will  be  able  to 
do  so. 


Dated:  August  6,  2014. 

Karl  Stock, 

Acting  Director,  Policy  and  Administration. 
[FR  Doc.  2014-19232  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4310-MN-P 


DEPARTMENT  OF  LABOR 

Employee  Benefits  Security 
Administration 

[Application  No.  D-11730] 

Notice  of  Proposed  Amendment  to  PTE 
2012-10,  Involving  Renaissance 
Technologies,  LLC  (Renaissance  or 
the  Applicant)  Located  in  New  York, 
New  York 

agency:  Employee  Benefits  Security 
Administration,  U.S.  Department  of 
Labor. 

ACTION:  Proposed  amendment  to 
exemption. 

SUMMARY:  This  document  contains  a 
notice  of  pendency  before  the 
Department  of  Labor  (the  Department)  of 
a  proposed  amendment  to  an  individual 
exemption  from  certain  prohibited 
transaction  restrictions  of  the  Employee 
Retirement  Income  Security  Act  of  1974, 
as  amended  (ERISA  or  the  Act),  and  the 
Internal  Revenue  Code  of  1986,  as 
amended  (the  Code).  The  proposed 
amendment,  if  granted,  would  amend 
Prohibited  Transaction  Exemption  (PTE) 
2012-10  in  order  to  allow  for  the 
investment  by  employees  of 


Renaissance  participating  in  the 
Renaissance  Technologies,  LLC  401  (k) 
Plan,  through  such  employees’  401  (k) 
plan  accounts,  in  certain  proprietary 
funds  managed  by  Renaissance. 

DATES:  Effective  Date:  This  proposed 
amendment,  if  granted,  would  be 
effective  as  of  the  earlier  of  the  date  of 
publication  in  the  Federal  Register  of 
such  grant  of  amendment  or  October  1, 
2014. 

dates:  Written  comments  and  hearing 
requests  are  due  within  33  days  of  the 
publication  of  the  notice  of  proposed 
amendment  in  the  Federal  Register.  All 
comments  will  be  made  available  to  the 
public. 

ADDRESSES:  Comments  and  requests  for 
a  hearing  should  state:  (1)  The  name, 
address,  and  telephone  number  of  the 
person  making  the  comment  or  request, 
and  (2)  the  nature  of  the  person’s 
interest  in  the  proposed  exemption  and 
the  manner  in  which  the  person  would 
be  adversely  affected  by  the  exemption, 
if  granted.  A  request  for  a  hearing  must 
also  state  the  issues  to  be  addressed  and 
include  a  general  description  of  the 
evidence  to  be  presented  at  the  hearing. 
All  written  comments  and  requests  for 
a  public  hearing  concerning  the 
proposed  exemption  should  be  sent  to 
the  Office  of  Exemption  Determinations, 
Employee  Benefits  Security 
Administration,  Room  N-5700,  U.S. 
Department  of  Labor,  200  Constitution 
Avenue  NW.,  Washington  DC  20210, 
Attention:  Application  No.  D-11730. 
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Interested  persons  are  also  invited  to 
submit  comments  and/or  hearing 
requests  to  EBSA  via  email  or  FAX.  Any 
such  comments  or  requests  should  be 
sent  either  by  email  to:  moffitt.betty® 
dol.gov,  or  by  FAX  to  (202)  219-0204  by 
tbe  end  of  the  scheduled  comment 
period.  The  application  for  exemption 
and  the  comments  received  will  be 
available  for  public  inspection  in  the 
Public  Documents  Room  of  the 
Employee  Benefits  Security 
Administration,  U.S.  Department  of 
Labor,  Room  N-1515,  200  Constitution 
Avenue  NW.,  Washington,  DC  20210. 
Comments  and  hearing  requests  will 
also  be  available  online  at 
\\'\vw. regulations. gov  and  www.dol.gov/ 
ehsa  ,  at  no  charge. 

Warning;  If  you  submit  written 
comments  or  hearing  requests,  do  not 
include  any  personally  identifiable 
information  (such  as  name,  address,  or 
other  contact  information)  or 
confidential  business  information  that 
you  do  not  want  publicly  disclosed.  All 
comments  and  hearing  requests  may  be 
posted  on  the  Internet  and  can  be 
retrieved  by  most  Internet  search 
engines. 

FOR  FURTHER  INFORMATION  CONTACT: 

Jennifer  Erin  Brown,  Office  of 
Exemption  Determinations,  Employee 
Benefits  Security  Administration,  U.S. 
Department  of  Labor,  telephone  (202) 
693-8352.  (This  is  not  a  toll-free 
number). 

SUPPLEMENTARY  INFORMATION: 

Renaissance  is  seeking  to  amend  PTE 
2012-10  (77  FR  23756,  April  20,  2012) 
in  order  to  allow  for  the  investment  in 
certain  proprietary  funds  managed  by 
Renaissance  (the  Medallion  Funds), 
through  certain  feeder  funds  (the  New 
Medallion  Vehicles),  by  employees  of 
Renaissance  participating  in  the 
Renaissance  Technologies,  LLC  401  (k) 
Plan  (the  401  (k)  Plan),  through  such 
employees’  401  (k)  plan  accounts  (the 
401  (k)  Accounts).  PTE  2012-10 
provides  exemptive  relief  from  sections 
406(a)(1)(A)  and  406(a)(1)(D)  of  the  Act 
and  sections  4975(c)(1)(A)  and  (D)  of  the 
Code  for  (1)  the  direct  or  indirect 
acquisition  by  the  IRA  of  an  employee 
or  an  owner  permitted  to  invest  in  the 
Medallion  Funds  following  the 
termination  of  their  Renaissance 
employment  (each,  a  Participant)  or  the 
spouse  (Spouse)  of  such  Participant,  of 
an  interest  in  a  Medallion  Fund  through 
such  IRA’s  acquisition  of  an  interest  in 
a  New  Medallion  Vehicle;  (2)  the 
acquisition  of  an  additional  interest  by 
the  IRA  in  a  New  Medallion  Vehicle; 
and  (3)  the  redemption  of  all  or  a 
portion  of  a  Participant’s  or  Spouse’s 


IRA’s  interest  in  a  New  Medallion 
Vehicle. 

The  proposed  amendment  to  PTE 
2012-10  has  been  requested  by 
Renaissance  pursuant  to  section  408(a) 
of  the  Act  and  section  4975(c)(2)  of  the 
Code,  and  in  accordance  with  the 
procedures  set  forth  in  29  CFR  Part 
2570,  Subpart  B  (76  FR  66637,  66644, 
October  27,  2011).  Effective  December 
31,  1978,  section  102  of  the 
Reorganization  Plan  No.  4  of  1978,  5 
U.S.C.  App.  1  (1996),  transferred  the 
authority  of  the  Secretary  of  the 
Treasury  to  issue  administrative 
exemptions  under  section  4975(c)(2)  of 
the  Code  to  the  Secretary  of  Labor. 
Accordingly,  this  notice  of  proposed 
amendment  is  being  issued  solely  by  the 
Department. 

Summary  of  Facts  and 
Representations  * 

Background 

1.  Renaissance  Technologies,  LLC 
(together  with  its  affiliates  is  referred  to 
as  Renaissance,  or  the  Applicant) 
submitted  a  request  that  Prohibited 
Transaction  Exemption  (PTE)  2012-10 
(77  FR  23756,  April  20,  2012)  be 
amended.  As  described  in  further  detail 
below,  PTE  2012-10  is  an  exemption 
previously  granted  to  Renaissance  that 
provides  relief  from  certain  prohibited 
transaction  provisions  of  ERISA  for 
transactions  arising  in  connection  with 
the  investment  by  individual  retirement 
accounts  (IRAs)  owned  by  Renaissance’s 
employees,  certain  Renaissance  owners, 
and  the  spouses  of  such  employees  and 
owners  (IRA  Holders),  in  six  privately 
offered  collective  investment  vehicles 
managed  by  Renaissance.  Unless 
otherwise  noted,  the  facts  and 
representations  of  PTE  2012-10  are 
incorporated  herein. ^ 

2.  Renaissance  is  an  investment 
adviser  registered  with  the  SEC  and  a 
commodity  pool  operator  and 
commodity  trading  advisor  registered 
with  the  CFTC.  The  firm  was  founded 
in  1982  and  is  headquartered  in  New 
York  City,  and  its  research  and  trading 
activities  are  conducted  from  its  office 
in  East  Setauket,  New  York.  Renaissance 
implements  quantitative  investment 
strategies  on  behalf  of  its  clients, 
employing  quantitative  analysis, 
specifically,  mathematical  and 
statistical  methods,  to  uncover  technical 
indicators  with  predictive  value.  This 


’  The  Summary  of  Facts  and  Representations  (the 
Summarj')  is  based  on  the  Applicant’s 
representations  and  does  not  reflect  the  views  of  the 
Department,  unless  indicated  otherwise. 

2  The  Applicant  represents  that,  to  the  best  of  its 
knowledge.  Renaissance  has  complied  with  all 
applicable  conditions  of  PTE  2012-10. 


analysis  is  used  to  construct  proprietary 
computer  models  which  use  publicly 
available  financial  data  to  identify  and 
implement  trading  decisions 
electronically.  Renaissance’s 
quantitative  analysis  and  trading 
activities  are  applied  to  mature,  highly 
liquid,  publicly-traded  instruments  in 
both  U.S.  and  foreign  markets. 

3.  The  Applicant  represents  that  it  has 
approximately  295  employees,  about 
100  of  whom  are  owners  of  Renaissance. 
According  to  the  Applicant,  many  of 
Renaissance’s  employees  are  specialists 
with  non-financial  backgrounds, 
including  mathematicians,  physicists, 
astrophysicists,  and  statisticians. 
Additionally,  Renaissance  represents 
that  over  one  third  of  its  200  employees 
at  its  main  office  have  Ph.D.s. 

4.  Renaissance  is  the  investment 
manager  of  fifteen  privately  offered  U.S. 
and  non-U. S.  collective  investment 
vehicles  (the  Funds)  with  aggregate  net 
assets  under  management  as  of  March 
31,  2013,  of  approximately  $24  billion, 
comprised  of  nine  proprietary  funds 
(tbe  Proprietary  Funds)  and  six  non¬ 
proprietary  funds  (the  non-Proprietary 
Funds).  The  Proprietary  Funds  are 
comprised  almost  exclusively  of  assets 
of  Renaissance  and  its  owners  and 
employees,  and  include,  among  others, 
six  privately  offered  collective 
investment  vehicles  called  the 
“Medallion  Funds’’  and  the  feeder  fund 
known  as  “Kaleidoscope.”  According  to 
the  Applicant,  none  of  the  assets  of  any 
Proprietary  Fund  qualify  as  “plan 
assets”  of  any  “benefit  plan  investor,” 
as  those  terms  are  defined  in  section 
3(42)  of  the  Act  and  29  CFR  2510.3-101. 

5.  Renaissance’s  non-Proprietary 
Funds  consist  primarily  of  assets  of 
clients,  such  as  foundations,  private  and 
public-sector  pension  funds,  financial 
institutions,  and  high  net  worth 
individuals,  as  well  as  a  small  amount 
of  proprietary  assets.  As  of  March  31, 
2013,  the  breakdown  of  aggregate  assets 
under  management  between  the 
Proprietary  Funds  and  the  non- 
Proprietary  Funds  is  $12.7  billion  and 
$11.3  billion,  respectively.  With  respect 
to  the  Proprietary  Funds,  the  Applicant 
states  that  the  Medallion  Funds 
represent  approximately  $10.3  billion  of 
tbe  Proprietary  Funds’  $12.7  billion  in 
assets  under  management,  as  of  March 
31,  2013. 

6.  Renaissance  explains  that  the 
Medallion  Funds  are  organized  in  a 
“master-feeder”  structure,  with 
investors  owning  shares  of  a  “feeder 
fund”  that  invests  directly  in  one  or 
more  “master  funds,”  generally 
organized  as  such  for  tax  or  other 
regulatory  reasons.  There  are  six 
Medallion  feeder  funds  (the  Medallion 
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FFs),  each  of  which  is  intended  for 
investors  who  meet  certain  criteria 
specific  to  that  Medallion  FF  concerning 
that  investor’s  residency  (U.S.  or  non- 
U.S.)  and  regulatory  status  under  the 
U.S.  federal  securities  laws.  All  equity 
interests  in  each  Medallion  FF  are 
owned  by  the  investors  in  that 
Medallion  FF,  and,  as  described  below, 
also  by  Renaissance  (in  certain 
Medallion  FFs). 

7.  The  Applicant  states  that  the 
Medallion  FFs  all  have  the  same 
investment  objectives  and  trading 
strategies  and  currently  do,  and  will, 
invest  and  trade  together  through  the 
same  master  trading  vehicles  that  were 
formed  solely  for  that  purpose,  known 
as  the  “Medallion  Master  Funds.”  All 
investment  capital  in  each  Medallion  FF 
(minus  a  small  amount  necessary  to  pay 
expenses  at  the  Medallion  FF  level)  is 
re-invested  in  the  Medallion  Master 
Funds  where  all  investment  and  trading 
activities  occur.  The  Medallion  Master 
Funds  and  the  Medallion  FFs  are 
organized  as  either  limited  partnerships 
or  corporations,  and  all  equity  interests 
in  the  Medallion  Master  Funds  are 
owned  collectively  and  directly  by  one 
or  more  of  the  Medallion  FFs,  and 
indirectly,  primarily  by  Renaissance, 
owners  of  Renaissance,  and 
Renaissance’s  employees.  All  investors 
in  the  Medallion  FFs  (as  well  as  the 
other  Proprietar)'  Funds  and  non- 
Proprietary  Funds)  must,  among  other 
things,  meet  the  entry  requirements 
established  under  the  U.S.  federal 
securities  laws  for  admission. ^  Further, 
the  Medallion  Funds  are  audited 
annually  by  a  nationally-recognized 
accounting  firm. 

8.  According  to  the  Applicant,  the 
Medallion  Funds  invest  and  trade  in 
various  types  of  financial  instruments  as 
determined  by  Renaissance,  including, 
without  limitation:  (a)  equity  securities 
and  related  instruments,  such  as 
common  and  preferred  stocks,  ADRs, 
options,  warrants,  convertible  securities 
and  swaps  and  other  derivatives  relating 
to  equity  securities,  (b)  futures  contracts 
(and  options  thereon)  and  forward 
contract  transactions,  and  (c)  fixed 
income  securities  and  related 
derivatives,  including  U.S.  and  non-U. S. 
government  issued  (and  U.S. 
government  agency  guaranteed) 
securities,  mortgage-related  securities 
and  derivatives  and  credit  default 
swaps. 

9.  The  Applicant  states  that  the  risk 
of  investing  in  the  Medallion  Funds 


3  The  Medallion  FFs  currently  operate  under  the 
exemptions  set  forth  in  sections  3(c)(7),  3(c)(1),  or 
6(b)  of  the  1940  Act,  and  Rule  506  of  Regulation  D 
under  the  Securities  Act  of  1933,  as  amended  (the 
1933  Act). 


results  from  a  variety  of  factors, 
including  the  volatility  in  the  various 
markets  for  financial  instruments  that 
the  Funds  trade  in,  the  use  of  leverage 
(which  can  exacerbate  both  profits  and 
losses),  and  the  uncertainty  of 
governmental  actions  around  the  world 
and  their  impact  on  the  interconnected 
global  financial  markets  (e.g.,  actions  of 
central  banks  that  affect  interest  rates  in 
various  currencies).  However,  the 
Applicant  observes  that  these  risks  are 
mitigated  by  several  factors,  including 
the  Medallion  Funds’  broad  investment 
diversification,  the  liquidity  of  most  of 
the  instruments  the  Funds  trade,  the 
quarterly  liquidity  afforded  to  each 
investor,  and  the  success  that 
Renaissance  has  achieved  in  trading  the 
various  Medallion  Fimds  that  have 
resulted  in  average  annual  returns 
(before  management  fees  and 
performance  allocations)  of  71.88%  over 
the  twenty  year  period  from  January 
1994  to  December  2013. 

10.  One  of  the  nine  Proprietary  Funds 
maintained  by  Renaissance  is 
Kaleidoscope,  a  Delaware  limited 
liability  company,  established 
exclusively  as  a  “perk”  to  Renaissance’s 
employees  who  do  not  meet  the 
financial  qualification  requirements 
under  the  U.S.  federal  securities  laws 
for  eligibility  to  invest  in  any  of  the 
other  eight  Proprietar}'  Funds.'* 
Kaleidoscope  is  a  “fund-of-funds”  that 
currently  invests  in  the  Medallion 
Funds  through  one  of  the  Medallion 
FFs,  known  as  “Medallion  RMP,”  in 
addition  to  the  other  Proprietary  Funds. 
Further,  as  Kaleidoscope  only  invests  in 
the  Proprietary  Funds,  it  invests 
indirectly  in  the  instruments  and 
transactions  that  such  Funds  invest  in 
directly.  Kaleidoscope  is  also  audited 
annually  b}'  a  nationally-recognized 
accounting  firm. 

PTE  2012-10 

11.  In  seeking  PTE  2012-10, 
Renaissance  represented  that  many  of 
its  employees  were  unhappy  with  the 
investment  options  offered  under  the 
401  (k)  defined  contribution  plan 
previously  maintained  by  Renaissance 
(the  Old  401  (k)  Plan),  and  they 
expressed  an  interest  in  investing  their 
retirement  assets  in  the  Medallion 
Funds  or  in  another  investment  vehicle 
managed  by  Renaissance  in  order  to  take 
advantage  of  such  Funds’  record  of 
investment  performance. 

12.  According  to  the  Applicant, 
Renaissance  determined  that  the  best 


■*  Kaleidoscope  currently  operates  under  the 
exemption  set  forth  in  section  3(c)(1)  of  the  1940 
Act  and  Rule  506  of  Regulation  D  under  the  1933 
Act. 


opportunity  for  its  employees  and 
certain  owners  of  Renaissance 
(Participants)  to  invest  their  retirement 
assets  in  the  Medallion  Funds  was  by 
terminating  the  Old  401(k)  Plan  and 
permitting  such  investment  through  the 
IRAs  of  such  individuals.  Furthermore, 
Renaissance  determined  that  spouses  of 
Participants  (Spouses)  would  be 
allowed  to  invest  through  their  IRAs  to 
the  extent  such  investment  is  allowed 
under  investment  guidelines  governing 
the  Medallion  Funds. 

13.  Therefore,  in  order  to  facilitate 
investment  by  Participants  and  their 
Spouses  in  the  Medallion  Funds, 
Renaissance  created  a  group  of  new 
feeder  funds  that  would  only  accept 
investment  from  the  IRAs  of  such 
individuals.  Specifically,  Renaissance 
created  “New  Medallion  FF,”  “New 
Medallion  FF  RMPRF,”  and  “New 
Kaleidoscope,”  referred  to  collectively 
as  the  “New  Medallion  Vehicles,” 
designed  solely  to  channel  the 
investment  of  Participants’  and  Spouses’ 
IRAs  into  the  Medallion  Funds. 
Renaissance  also  created  two  other 
feeder  fimds  designed  to  facilitate  the 
investment  by  IRAs  into  other  of 
Renaissance’s  Proprietary  Funds  (the 
non-Medallion  Funds). 

14.  New  Medallion  FF  is  organized  as 
a  Bermuda  Limited  Partnership  that 
elects  to  be  treated  as  a  corporation  for 
US  Federal  Income  Tax  purposes,  and 
invests  directly  in  the  Medallion  Funds. 
New  Medallion  FF  is  available  only  to 
IRAs  maintained  by  IRA  Holders  who 
meet  the  same  investor  qualifications  as 
those  investing  in  the  Medallion  Funds. 
New  Kaleidoscope  is  a  new  fund-of- 
funds  that  is  available  only  to  IRAs 
maintained  by  IRA  Holders  that  do  not 
meet  the  investor  qualifications  to 
invest  directly  in  the  New  Medallion 
FF.  New  Kaleidoscope  is  organized  as  a 
Delaware  limited  liability  company,  and 
invests  in  the  Medallion  Funds  through 
New  Medallion  FF  RMPRF,  a  Bermuda 
Limited  Partnership  that  will  elect  to  be 
treated  as  a  corporation  for  US  Federal 
Income  Tax  purposes. ^  In  addition.  New 
Kaleidoscope  will  invest  in  the  two 
other  newly  established  feeder  funds 
which  are  designed  to  facilitate 
investment  in  the  non-Medallion  Funds. 

In  connection  with  the  investment  by 
IRA  Holders  in  the  Medallion  Funds, 
through  the  New  Medallion  Vehicles, 
absolutely  no  management  fees  or  other 


sNew  Medallion  FF  and  New  Medallion  FF 
RMPRF  are  structurally  identical,  save  for  the 
securities  law  qualifications  for  investors’ 
admittance.  Furthermore,  New  Medallion  FF 
accepts  direct  IRA  investment,  whereas  New 
Medallion  FF  RMPRF  only  accepts  Investment  by 
New  Kaleidoscope,  and  thus  has  no  direct 
investment  by  IRAs. 
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fees  or  profit  participations  in  the  form 
of  performance  allocations  or  otherwise, 
direct  or  indirect,  are  charged  to  or 
imposed  on  the  IRAs  of  such 
Participants  and  Spouses.® 

15.  Effective  January  1,  2012,  PTE 
2012-10  provides  relief  from  section 
406(aKl)(A)  and  (D)  of  the  Act  and  the 
sanctions  resulting  from  the  application 
of  section  4975  of  the  Code,  by  reason 
of  section  4975(c)(lKA)  and  (D)  of  the 
Code,  for  the  direct  or  indirect 
acquisition  by  a  Participant’s  IRA  of  an 
interest  in  a  Medallion  Fund  through 
such  IRA’s  acquisition  of  an  interest  in 
a  New  Medallion  Vehicle,  the 
acquisition  of  an  additional  interest  by 
a  Participant’s  IRA  in  a  New  Medallion 
Vehicle,  and  the  redemption  of  all  or  a 
portion  of  a  Participant’s  IRA’s  interest 
in  a  New  Medallion  Vehicle.  PTE  2012- 
10  also  provides  relief  from  the 
sanctions  resulting  from  the  application 
of  section  4975  of  the  Code,  by  reason 
of  section  4975(c)(1)(A)  and  (D)  of  the 
Code,  for  the  direct  or  indirect 
acquisition  by  a  Spouse’s  IRA  of  an 
interest  in  a  Medallion  Fund  through 
such  IRA’s  acquisition  of  an  interest  in 
a  New  Medallion  Vehicle,  the 
acquisition  of  an  additional  interest  by 
a  Spouse’s  IRA  in  a  New  Medallion 
Vehicle,  and  the  redemption  of  all  or  a 
portion  of  a  Spouse’s  IRA’s  interest  in 
a  New  Medallion  Vehicle. 

16.  The  Applicant  is  seeking  to  amend 
PTE  2012-10  in  order  to  allow  for  the 
investment  in  the  New  Medallion 
Vehicles  by  employees  of  Renaissance 
participating  in  the  new  Renaissance 
Technologies,  EEC  401(k)  Plan  (the 

401  (k)  Plan),  through  such  employees’ 
401  (k)  plan  accounts  (the  401  (k) 
Accounts).  In  addition,  such 
amendment,  if  granted,  would  modify 
certain  definitional  terms  to  more 
accurately  incorporate  the  broadened 
scope  of  relief  now  sought  by  the 
Applicant. 

The  New  401(k)  Plan 

17.  Renaissance  represents  that  it 
established  the  401  (k)  Plan,  effective 
December  16,  2011,  in  order  to  replace 
the  Old  401  (k)  Plan.^  The  Applicant 
states  that  the  401  (k)  Plan  is  a 
preapproved  volume  submitter  401  (k) 
profit  sharing  plan  sponsored  by  the 
Eincoln  Trust  Company  (Eincoln,  or  the 
Trustee)  that  received  a  favorable 


“The  Applicant  notes  further  that  no 
management  fees  or  profit  participations  of  any 
kind  are  chained  to  IRAs  investing  in  the  two  new 
feeder  funds  designed  to  facilitate  the  investment 
into  the  non-Medallion  Funds. 

7  Renaissance  terminated  the  Old  401  (k)  Plan  in 
late  2010  and  distributed  its  assets  to  participants 
by  December  31,  2010. 


opinion  letter  dated  July  1,  2011.®  The 
401  (k)  Plan  is  administered  by  a  five- 
person  committee  (the  Committee), 
appointed  by  the  Board  of  Directors  of 
Renaissance,  that  has  authority  to 
designate  investment  alternatives  under 
the  401  (k)  Plan.  Renaissance  has, 
pursuant  to  the  terms  of  the  401  (k)  Plan, 
the  duty  and  responsibility  to  appoint, 
monitor  and  remove  the  Trustee,  the 
Committee,  and  any  investment 
manager  performing  services  to  the 
401  (k)  Plan. 

18.  According  to  the  Applicant,  the 
401  (k)  Plan  currently  offers  the 
following  designated  investment 
alternatives:  Thirty-five  mutual  funds 
representing  six  different  asset  classes, 
each  of  which  is  registered  under  the 
1940  Act,  as  well  as  investments  in  the 
non-Medallion  Funds,  which  are  neither 
parties  in  interest  nor  disqualified 
persons  to  the  IRAs  or  the  401  (k)  Plan.® 
The  Applicant  states  that  employees  of 
Renaissance  participating  in  the  401  (k) 
Plan  (401  (k)  Account  Holders)  have 
access  to  internet  Web  sites  describing 
the  various  mutual  fund  alternatives 
and  receive  disclosure  materials  from 
Renaissance  regarding  the  non- 
Medallion  Funds.  The  Applicant 
represents  that  the  401  (k)  Plan  is 
structured  and  administered  so  that  it  is 
intended  to  comply  with  Section  404(c) 
of  ERISA  and  the  regulations 
thereunder. 

19.  The  Applicant  represents  that 
each  401  (k)  Account  Holder  has  sole 
and  complete  investment  discretion 
over  his  or  her  account  balances  in  the 
401  (k)  Plan.  If  a  401  (k)  Account  Holder 
fails  to  provide  an  investment  direction, 
the  default  investment  fund  for  his/her 
account  is  the  Gabelli  U.S.  Treasury 
Money  Market  Fund,  an  open-end  fund 
with  the  investment  objective  of  high 
current  income  consistent  with  the 
preservation  of  principal  and  liquidity 
which  it  seeks  to  achieve  by  investing 
exclusively  in  U.S.  Treasury  obligations 
that  have  remaining  maturities  of  397 
days  or  less.  All  investments  are  held  in 
trust  in  an  “omnibus  account’’ 


“  The  Applicant  states  that  the  401  (k)  Plan 
provides  for  compensation  deferrals,  matching 
contributions,  and  discretionary  profit-sharing 
contributions.  In  addition,  the  401(k)  Plan  provides 
that  compensation  deferrals  may  be  made  as 
“traditional”  pre-tax  401{k)  contributions,  Roth 
401  (k)  contributions  or  a  combination  of  both. 
Separate  accounts  are  maintained  for  each 
Participant  with  respect  to  his  or  her  traditional 
401  (k)  contributions,  Roth  401  (k)  contributions, 
allocated  employer  matching  and  non-elective 
contributions,  and  rollover  contributions. 

“No  exemptive  relief  was  provided  in  PTE  2012- 
10  for  the  IRAs’  acquisition  of  interests  in  the  non- 
Medallion  Funds,  because  the  Applicant 
represented  that  neither  of  such  Funds  were  a  party 
in  interest  and/or  disqualified  person  with  respect 
to  the  IRAs. 


maintained  by  the  Trustee  for  interests 
of  each  investment  alternative  available 
under  the  401  (k)  Plan.  401  (k)  Account 
Holders’  purchase  and  sale  directions 
are  aggregated  so  that  the  Trustee  may 
make  a  single  transaction  in  that 
investment  alternative  that  reflects  all 
outstanding  401(k)  Account  Holder 
directions  with  respect  to  that 
investment  alternative.  401  (k)  Account 
Holders’  individual  holdings  in  the 
investment  alternatives  are  reflected 
through  401  (k)  Account  Holder-level 
accounting  by  the  Trustee,  and 
communicated  through  401  (k)  Account 
Holders’  statements  which  are  available 
online  at  all  times  and  mailed  or 
emailed  to  401  (k)  Account  Holders  on  a 
quarterly  basis. 

Making  New  Medallion  Vehicles 
Available  to  401  (k)  Account  Holders 

20.  The  Applicant  represents  that 
subsequent  to  the  establishment  of  the 
401  (k)  Plan  in  December,  2011, 
numerous  401  (k)  Account  Holders 
expressed  an  interest  in  investing  in 
New  Medallion  Vehicles  through  the 
401  (k)  Plan  alongside  their  IRA 
investments.  According  to  the 
Applicant,  401  (k)  Account  Holders 
desired  the  ability  to  invest  in  the  New 
Medallion  Vehicles  for  three  main 
reasons.  First,  since  401  (k)  Account 
Holders  may  contribute  to  the  401  (k) 
Plan  through  periodic  compensation 
deferrals,  they  are  able  to  “dollar-cost 
average’’  into  investment  alternatives  by 
making  investments  at  different  prices. 
Second,  and  unlike  IRAs,  the  401  (k) 

Plan  permits  401  (k)  Account  Holders  to 
access  amounts  in  their  accounts  in 
certain  prescribed  circumstances 
through  loans  or  hardship  withdrawals. 
Finally,  newly  hired,  younger  401  (k) 
Account  Holders  may  not  have  IRAs 
attributable  to  personal  savings  or  a 
rollover  from  a  prior  employer’s  plan,  so 
the  401  (k)  Plan  may  represent  their  only 
opportunity  to  invest  in  New  Medallion 
Vehicles  through  a  tax-advantaged 
retirement  vehicle. 

21.  The  Applicant  states  that 
purchases  by  401  (k)  Accounts  of 
interests  in  the  Funds  will  be  allowed 
quarterly  and  are  purchased  and 
redeemed  at  net  asset  value  in 
accordance  with  Renaissance’s 
valuation  policy  and  pursuant  to  the 
definition  of  fair  market  value  provided 
in  the  proposed  amendment,  if  granted. 
Interests  in  New  Medallion  Vehicles  are 
purchased  at  net  asset  value  as  of  the 
first  business  day  of  each  calendar 
quarter  and  held  by  the  Trustee  of  the 
401  (k)  Plan  in  an  “omnibus  account,’’  as 
described  above.  As  such,  the  Trustee 
aggregates  Participants’  purchase  and 
sale  directions  so  that  it  makes  a  single 


47678 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Notices 


transaction  in  that  investment 
alternative  that  reflects  all  outstanding 
Participant  directions  with  respect  to 
that  investment  alternative. 

22.  According  to  Renaissance,  because 
401  (k)  Account  Holders’  compensation 
deferrals  are  withheld  and  transferred  to 
the  401(k)  Plan  for  each  payroll  period, 
but  investments  in  New  Medallion 
Vehicles  may  only  be  made  as  of  the 
first  day  of  each  calendar  quarter,  the 
401  (k)  Plan  will  provide  a  procedure 
under  which  compensation  deferrals 
will  be  held  in  a  “waiting  fund” 
invested  in  the  money  market  default 
investment  fund  maintained  under  the 
401  (k)  Plan  [presently  the  Gabelli  U.S. 
Treasury  Money  Market  Fund)  pending 
investment  in  a  New  Medallion  Vehicle 
pursuant  to  a  401  (k)  Account  Holder’s 
investment  direction.  Approximately  2 
or  3  days  before  the  end  of  the  month 
preceding  each  calendar  quarter  end, 
the  amounts  in  the  waiting  fund  are 
submitted  to  Renaissance  for  the 
purchase  of  interests  in  the  Funds,  and 
such  purchases  will  close  as  of  the  first 
business  day  of  the  new  quarter. 

23.  Redemptions  are  also  allowed 
quarterly.  The  Applicant  states  that 
401  (k)  Account  Holders  must  request 
redemptions  on  the  Lincoln  Trust  Web 
site  as  of  the  47th  day  before  the  quarter 
end.  Redemptions  of  interests  in  New 
Medallion  Vehicles  are  always  made  in 
cash.  Upon  redemption  of  an  interest, 
the  cash  proceeds  will  be  credited  to  the 
Participant’s  401  [k)  Account,  and 
invested  in  whichever  of  the  401  (k) 
Plan’s  other  investment  alternatives  that 
the  Participant  directs.  Redemptions  are 
closed  as  of  the  final  day  of  each 
calendar  quarter. 

24.  If  the  New  Medallion  Vehicles 
were  designated  investment  alternatives 
of  the  401  (k)  Plan,  the  Trustee  would, 
pursuant  to  Participants’  directions, 
acquire,  hold  and  dispose  of  interests  in 
New  Medallion  Vehicles,  through  an 
“omnibus  account”  as  described 
above. 


’“In  PTE  2012-10,  Renaissance  stated  that  it  did 
not  choose  to  offer  the  New  Medallion  Vehicles  as 
investments  options  to  the  Old  401  (k)  Plan,  in  part 
because  there  may  have  been  issues  under  section 
404(c)  of  the  Act  in  connection  with  Participants’ 
ability  to  reallocate  their  investments  among  the 
different  investment  options  in  the  Old  401  (k)  Plan 
and  section  401(a)(4)  of  the  Code  in  connection 
with  Participant’s  financial  qualifications  and  the 
exclusion  of  certain  Plan  participants  as  a  result  of 
those  restrictions.  Finally,  the  Applicant  stated  that 
they  wanted  to  give  Participants  the  opportunity  to 
take  advantage  of  certain  tax  rules  in  2010 
applicable  to  Roth  IRA  conversions.  However,  the 
Applicant  states  that  these  concerns  have  been 
addressed  through  legal  analysis  and  pro  forma 
testing,  and  it  can  now  offer  investments  in  the  New 
Medallion  Vehicles  to  401(k)  Account  Holders  and 
remain  in  compliance  with  these  statutor}' 
provisions  and  the  regulations  thereunder.  The 
Department  expresses  no  opinion  herein  regarding 


Requested  Amendment  of  PTE  2012-10 

25.  The  Applicant  states  that 
Renaissance’s  ownership  interests  in  the 
Medallion  Master  Funds  are  in  excess  of 
50%,  which  causes  the  Medallion 
Master  Funds  to  be  parties  in  interest 
with  respect  to  the  401  (k)  Plan  within 
the  meaning  of  Section  3(14)(G)  of  the 
Act. 

26.  Furthermore,  because  the  only 
permitted  investors  in  the  New 
Medallion  Vehicles  are  “benefit  plan 
investors,”  as  defined  in  section  3(42)  of 
the  Act,  25%  or  more  of  the  equity 
interests  in  each  New  Medallion  Vehicle 
will  be  held  by  such  benefit  plan 
investors.  Thus,  investment  by  benefit 
plan  investors  in  a  New  Medallion 
Vehicle  would  be  deemed  “significant” 
for  purposes  of  section  3(42)  of  the  Act 
and  29  GFR  2510.3-101.  Each  New 
Medallion  Vehicle  would  be  deemed  to 
hold  “plan  assets”  under  the  Act,  and 
each  investor  therein  would  own  an 
undivided  interest  in  the  assets  of  each 
New  Medallion  Vehicle  in  which  it 
invests.  Additionally,  because  the  assets 
of  the  New  Medallion  Vehicles  consist 
solely  of  (or  in  the  case  of  New 
Kaleidoscope,  include)  interests  in  the 
Medallion  Master  Funds,  once  the 
Trustee  acquires  an  Interest  in  a  New 
Medallion  Vehicle  on  behalf  of  the 

401  (k)  Plan,  the  Medallion  Master 
Funds,  and,  possibly,  any  employees, 
officers,  directors,  and  10%  owners  of 
such  Funds  will  become  parties  in 
interest  under  section  3(14)(G)  and  (H) 
of  the  Act  with  respect  to  the  401  (k) 
Plan.” 

27.  As  a  result,  according  to  the 
Applicant,  the  indirect  acquisition  by 
the  401  (k)  Plan  of  an  interest  in  a 
Medallion  Master  Fund  through  the 
acquisition  of  an  interest  in  a  New 
Medallion  Vehicle  would  be  a 
prohibited  transaction,  pursuant  to 
Section  406(a)(1)(A)  and  (D)  of  ERISA. 
Redemptions  of  interests  in  a  New 
Medallion  Vehicle  by  the  401  (k)  Plan 
would  constitute  additional  prohibited 
transactions  pursuant  to  Sections 
406(a)(1)(A)  and  (D)  of  ERISA. 

28.  Accordingly,  the  Applicant 
requests  that  PTE  2012-10  be  amended 
to  provide  additional  exemptive  relief 
from  the  restrictions  of  section 
406(a)(1)(A)  and  (D)  of  the  Act  and  the 
sanctions  resulting  from  the  application 
of  section  4975  of  the  Code,  by  reason 
of  section  4975(c)(1)(A)  and  (D)  of  the 
Code,  for  the  (a)  direct  or  indirect 
acquisition  by  a  401  (k)  Account  of  an 


the  applicant’s  compliance  under  section  404(c)  of 
the  Act  or  section  401(a)  of  the  Code. 

”  As  the  sponsor  of  the  401  (k)  Plan,  Renaissance 
is  already  a  party  in  interest  under  section  3(14)(A) 
and  (C)  of  the  Act. 


interest  in  a  Medallion  Fund  through 
such  401  (k)  Account’s  acquisition  of  an 
interest  in  a  New  Medallion  Vehicle, 
and  (b)  redemption  of  all  or  a  portion  of 
a  401  (k)  Account’s  interest  in  a  New 

Medallion  Vehicle.^  2 

The  Other  Renaissance  Managed  RF 
Funds 

29.  The  Applicant  requests  that  this 
proposed  amendment  to  PTE  2012-10, 
if  granted,  contain  terms  that  are 
defined  differently  than  such  terms  are 
defined  in  PTE  2012-10.  Specifically, 
the  Applicant  states  that  Renaissance 
desires  to  modify  the  definition  of  New 
Kaleidoscope  in  Section  IV (k)  of  PTE 
2012-10  in  order  to  describe  additional 
Proprietary  Funds  available  as 
investments  to  IRA  Holders  and  401  (k) 
Account  Holders.  The  Applicant  states 
further  that  New  Kaleidoscope  is 
defined  as  an  investment  vehicle  that 
invests  in  three  specific  funds:  New 
Medallion  FF  and  “New  RIEF/RIFF.”  ” 

30.  Renaissance  now  desires  a  broader 
definition  of  New  Kaleidoscope  to 
include  other  Renaissance-managed 
collective  investment  vehicles  (together 
with  New  RIEF/RIFF,  the  “Other 
Renaissance  Managed  RF  Funds”).  The 
Applicant  represents  further  that  the 
Other  Renaissance  Managed  RF  Funds 
would:  (i)  Offer  a  fee-free  series  of 
interests  for  investments  by  IRA  Holders 
and  401  (k)  Account  Holders  (similarly 


The  Applicant  does  not  believe  relief  from 
section  406(b)(1)  or  (2)  of  the  Act  and/or  section 
4975(c)(1)(E)  or  (F)  of  the  Code  is  necessary  in 
connection  with  the  covered  transactions,  because, 
according  to  Renaissance,  neither  it  nor  any  401  (k) 
Holder  will  be  using  any  of  its  authority,  control  or 
responsibility  as  a  fiduciary  to  benefit  itself  or  a 
person  in  which  it  has  an  interest  which  may  affect 
the  exercise  of  its  best  judgment  as  a  fiduciarj'.  The 
Department  notes  that  regulation  29  CFR 
2550.408b-2(e)(2)  provides  that  a  fiduciary  does  not 
engage  in  an  act  described  in  section  406(b)(1)  of 
the  Act  if  the  fiduciary  does  not  use  any  of  the 
authority,  control,  or  responsibility  that  makes  him 
a  fiduciary'  to  cause  a  plan  to  pay  additional  fees 
for  a  service  furnished  by  such  fiduciary  or  to  pay 
a  fee  for  a  service  furnished  by  a  person  in  which 
the  fiduciarj’  has  an  interest  that  may  affect  the 
exercise  of  his  judgment  as  a  fiduciarj'.  It  is  also  the 
Department’s  view  that,  generally,  a  fiduciary’s 
decision  to  retain  itself  or  an  affiliate  service 
provider  who  does  not  charge  fees  of  any  kind  for 
the  provision  of  sendees  will  not  involve  an 
adversit}'  of  interests  as  contemplated  by  section 
406(b)(2)  of  the  Act.  As  described  in  PTE  2012-10, 
absolutely  no  management  fees  or  other  fees  or 
profit  participations  in  the  form  of  performance 
allocations  or  otherwise,  direct  or  indirect,  are 
charged  to  IRAs  or  401(k)  Accounts  that  invest  in 
the  New  Medallion  Vehicles.  Accordingly,  the 
decision  to  offer  the  Medallion  Funds  as 
investments  under  the  401  (k)  Plan  to  401  (k) 

Account  Holders,  or  to  invest  the  401(k)  Plan’s 
assets  in  the  Medallion  Funds,  which  are  managed 
by  Renaissance,  through  the  New  Medallion 
Vehicles  would  not  appear,  in  itself,  to  raise  issues 
under  section  406(b)(1)  or  (b)(2)  of  the  Act. 

New  RIEF/RIFF  were  created  by  Renaissance  to 
facilitate  investment  by  IRA  Holders  in  the  non- 
Medallion  Funds. 
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to  New  RIEF/RIFF);  (ii)  be  exempt  from 
registration  under  federal  securities 
laws  and  fully  compliant  with  the 
various  federal  securities  laws  and  other 
applicable  regulatory  requirements;  and 
(iii)  not  constitute  parties  in  interest  or 
disqualified  persons  with  respect  to  any 
IRA  Holder  or  401  (k)  Plan. 

31.  Therefore,  the  Applicant  requests 
that  the  definition  of  New  Kaleidoscope 
found  in  Section  IV(k)  of  PTE  2012-10 
be  amended  and  re-designated  as 
Section  V(k),  and  a  definition  of  “Other 
Renaissance  Managed  RF  Fund”  be 
added  in  Section  V(n),  as  follows; 

(k)  The  term  “New  Kaleidoscope”  means 
Renaissance  Kaleidoscope  RF  Fund  LLC,  the 
Delaware  limited  liability  company 
established  by  Renaissance  in  order  to 
facilitate  investment  by  IRA  Holders  and 
401(k)  Plan  participants  who  are  not 
“Accredited  Investors”  under  the  1933  Act  in 
the  Medallion  Fund  RF  L.P.  and  Other 
Renaissance  Managed  RF  Funds  that  are  not 
parties  in  interest  or  disqualified  persons,  as 
applicable,  to  the  IRA  Holders’  IRAs  or  to  the 
New  401  (k)  Plan. 

(n)  The  term  “Other  Renaissance  Managed 
RF  Fund”  means  an  RF  Series  of  an}' 
Renaissance-sponsored  Fund,  other  than  a 
Medallion  Fund  or  Kaleidoscope  Fund,  that 
is  a  private  investment  vehicle  established  in 
compliance  with  the  various  federal 
securities  laws  and  other  applicable 
regulatory  requirements  and  for  which 
Renaissance  is  the  investment  manager,  as 
well  as  the  investment  manager  of  any  master 
trading  vehicles  that  may  be  utilized  by  such 
a  fund  to  invest  and  trade  its  assets. 

32.  According  to  the  Applicant, 
because  the  Other  Renaissance  Managed 
RF  Funds  will  not  constitute  parties  in 
interest  or  disqualified  persons  to  the 
IRAs  or  the  401  (k)  Plan,  Renaissance  is 
not  requesting  an  extension  of  the 
exemptive  relief  provided  in  PTE  2012- 
10  to  such  entities.  However,  the 
Applicant  desires  to  more  accurately 
define  “New  Kaleidoscope”  so  that  the 
proposed  amendment,  if  granted, 
provides  relief  for  investments  made  in 
the  Medallion  Funds  indirectly  through 
New  Kaleidoscope. 

Valuation  Policies 

33.  The  Applicant  represents  that  the 
valuation  of  all  interests  in  New 
Medallion  Vehicles  and  the  Other 
Renaissance  Managed  RF  Funds  will  be 
made  under  the  same  Renaissance 
valuation  policy  as  has  been  used  to 
value  interests  in  the  New  Medallion 
Vehicles  pursuant  to  PTE  2012-10,  with 
certain  non-substantive  clarifying 
changes  designed  for  the  sake  of  more 
accuracy  in  the  description  of  the 
rules. Accordingly,  the  Applicant 


The  Applicant  maintains  that,  when  these 
changes  were  made.  Renaissance  specifically  took 
into  account  the  determination  of  fair  market  value 


represents  that  an  acquisition  or 
redemption  of  an  IRA’s  or  401  (k) 
Account’s  interest  in  a  New  Medallion 
Vehicle  is  made  for  fair  market  value, 
determined  as  follows: 

(1)  Equity  securities  are  valued  at  the 
consolidated  or  composite  closing  price,  or, 
in  the  case  of  over-the-counter  equity 
securities,  the  last  sale  price  provided  by 
unaffiliated,  third-party  market  data 
providers.  If  no  price  of  such  equity  security 
was  reported  on  that  date,  the  market  value 
will  be  the  last  reported  price  on  the  most 
recent  date  for  which  a  price  is  available,  and 
will  reflect  a  discount  if  such  date  occurred 
more  than  30  days  before; 

(2)  Fixed  income  securities  are  valued  at 
the  “bid”  price  of  such  securities  at  the  close 
of  business  on  the  relevant  valuation  date. 
These  prices  are  determined  (i)  where 
available,  on  the  basis  of  prices  provided  by 
independent  pricing  services  that  determine 
valuations  based  on  market  transactions  for 
comparable  securities;  and  (ii)  in  certain 
cases  where  independent  pricing  services  are 
not  available,  on  the  basis  of  quotes  obtained 
from  multiple  independent  providers  that  are 
either  U.S. -registered  or  foreign  broker- 
dealers,  which  are  registered  and  subject  to 
the  laws  of  their  respective  jurisdiction,  or 
banks; 

(3)  Options  are  valued  at  the  mean  between 
the  current  independent  best  “bid”  price  and 
tbe  current  independent  best  “asked”  price 
from  the  exchanges  on  which  they  are  listed 
or,  where  such  prices  are  not  available,  are 
valued  on  the  basis  of  pricing  data  obtained 
from  unaffiliated,  third-party  market  data 
providers  at  their  fair  value  in  accordance 
with  Fair  Value  Pricing  Practices  by  the 
Renaissance  Valuation  Committee,  which 
utilizes  a  set  of  defined  rules  and  an 
independent  review  process;  and 

(4)  If  current  market  quotations  are  not 
readily  available  for  any  investments,  such 
investments  are  valued  at  their  fair  value  by 
the  Renaissance  Valuation  Committee  in 
accordance  with  Fair  Value  Pricing 
Practices.^® 

Statu  tory  Fin  dings 

34.  According  to  the  Applicant,  the 
proposed  amendment  to  PTE  2012-10  is 
administratively  feasible  because  the 
Applicant  has  already  been  granted 
relief  under  PTE  2012-10  for  the 
acquisition  and  redemption  of  interests 
in  the  New  Medallion  Vehicles  by  the 
IRAs  of  Participants  and  their  Spouses, 
and  the  acquisition  of  interests  in  the 
New  Medallion  Vehicles  by  401  (k) 
Accounts  would  similarly  be 
consummated  at  the  discretion  of  the 
401  (k)  Account  Holders  and  regulated 


provided  in  PTE  2012-10  and,  accordingly,  only 
made  changes  that  did  not  alter  the  substantive 
provisions  of  such  policy. 

The  Applicant  represents  that,  at  present,  a 
maximum  of  0.006%  of  Medallion’s  assets  may  be 
characterized  as  “hard  to  value”  so  as  to  require 
valuation  by  the  Renaissance  Valuation  Committee, 
which  is  in  line  with  the  Medallion  Funds’ 
historical  experience. 


by  certain  provisions  of  the  1940  Act 
and  the  1933  Act,  as  described  above. 

35.  The  Applicant  represents  that  the 
proposed  amendment  is  in  the  interest 
of  the  401  (k)  Plan  and  401  (k)  Account 
Holders  and  their  beneficiaries  because 
401  (k)  Account  Holders  would  have  the 
ability  to  invest  retirement  assets  in  the 
New  Medallion  Vehicles  in  the  event 
that  they  do  not  otherwise  have  IRAs, 
and  increase  the  value  of  their 
retirement  assets  in  a  meaningful  way 
through  investment  of  tax-advantaged 
401  (k)  deferrals  in  the  Medallion  Funds. 

36.  The  Applicant  represents  that  the 
proposed  amendment  is  protective  of 
the  interests  of  the  401(k)  Account 
Holders  because  all  transactions  would 
be  required  to  be  effected  at  the  sole 
direction  of  401  (k)  Account  Holders. 
Moreover,  the  Applicant  represents  that 
Renaissance  will  not  endorse  or 
recommend  that  401(k)  Account 
Holders  direct  any  of  their  401  (k) 
Account’s  investments  into  the  New 
Medallion  Vehicles,  nor  provide  any 
financial  or  employment-related 
incentive  for  doing  so. 

37.  In  addition,  Renaissance 
represents  that  prior  to  and  during  an 
investment  in  the  New  Medallion 
Vehicles,  401  (k)  Account  Holders  will 
receive  written  disclosures  allowing 
them  to  make  informed  decisions 
regarding  any  determination  to  invest  in 
(or  redeem)  Interests  in  the  Funds. 

These  disclosures  consist  of  the  Fund’s 
Private  Placement  Memorandum  and 
Exhibits  thereto  and  periodic  and 
annual  reports.  Renaissance  points  out 
that  401  (k)  Account  Holders  are 
generally  comprised  of  a  highly 
educated  cadre  of  professionals, 
approximately  90  of  whom  have  Ph.D.’s 
in  disciplines  such  as  mathematics, 
physics,  and  statistics. 

38.  Renaissance  represents  also  that 
no  management  fees  or  other 
compensation  or  profit  participations  in 
the  form  of  performance  allocations  or 
otherwise,  direct  or  indirect,  will  be 
charged  to  or  imposed  on  the  401  (k) 

Plan  or  any  401  (k)  Account  with  respect 
to  investments  in  the  New  Medallion 
Vehicles. In  addition,  no  affiliate  of 


’'^Renaissance  notes  that  certain  operating 
expenses  of  the  New  Medallion  Vehicles  payable  to 
third  parties  will  be  paid  from  the  assets  of  the  New 
Medallion  Vehicles,  but  nothing  in  the  manner  of 
management  fees  or  performance  allocations,  direct 
or  indirect,  will  accrue  to  the  Renaissance  or  any 
affiliate  or  Renaissance.  Additionally,  the 
underlying  Funds  in  which  the  New  Medallion 
Vehicles  invest  will  incur  substantial  obligations  to 
pay  third  party  brokerage  commissions,  option 
premiums,  and  other  transaction  costs,  regardless  of 
whether  the  Funds  realize  any  profits.  Such 
expenses,  as  noted  in  certain  of  the  Funds’  “Private 
Offering  Memoranda,”  are  significantly  higher  than 
those  incurred  by  most  other  investment  programs. 

Continued 
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Renaissance  will  receive  any 
consideration,  direct  or  indirect,  as  a 
result  of  such  investments  made 
through  the  401  (k)  Plan  and  there  will 
be  no  compensatory  benefit  to  any 
owner,  director,  officer  or  employee  of 
Renaissance  by  reason  of  a  401  (k) 
Account  Holder  directing  an  investment 
in  the  New  Medallion  Vehicles  through 
their  401(k)  Account. 

39.  The  Applicant  states  that  the  only 
permitted  investors  in  the  New 
Medallion  Vehicles  are  (A)  IRA  Holders 
and  (B)  the  401  (k)  Plan.^^  Moreover,  the 
Applicant  notes  that  each  401  (k) 
Account  Holder  who  wishes  to  direct 
investment  of  any  amounts  in  his  or  her 
401  (k)  Account  into  a  New  Medallion 
Vehicle  must  satisfy  the  Federal 
securities  law  and  other  regulatory- 
based  investor  qualifications  applicable 
to  all  investors  in  such  New  Medallion 
Vehicle. 

40.  Finally,  the  Applicant  emphasizes 
that  allowing  investment  in  the  New 
Medallion  Vehicles  through  the  401(k) 
Plan  would  not  increase  any  401  (k) 
Account  Holder’s  aggregate  exposure  to 
the  Medallion  Funds.  According  to  the 
Applicant,  the  Medallion  Funds  have 
for  a  number  of  years  imposed  an 
aggregate  limit  on  the  amount  of  capital 
that  the  Medallion  Funds  can  accept.  As 
a  result,  each  Renaissance  employee 
from  the  President  to  the  lowest-paid 
employee,  has  a  permitted  “Investment 
Allocation”  in  the  Medallion  Funds  that 
is  based  on  his  or  her  compensation 
level,  and,  if  applicable,  an  employee’s 
ownership  interest  in  Renaissance  itself, 
and  is  adjusted  at  the  beginning  of  each 
semi-annual  period  (January  1  and  July 

1  of  each  year).^® 

The  Applicant  explains  that,  if  the 
proposed  amendment  is  granted,  each 
Participant’s  “Investment  Allocation” 
would  limit  the  combined  amount  he  or 
she  is  permitted  to  invest  in  the 
Medallion  Funds  via  his  or  her  personal 
account,  IRA  (including  his  or  her 
Spouse’s  IRA),  and  401  (k)  Account  (in 


due  to  the  highly  active  nature  of  Renaissance’s 
trading  programs. 

’^The  Applicant  notes  that,  in  limited 
circumstances,  Renaissance  may  invest  in  Series  PtF 
of  each  New  Medallion  Vehicle  in  order  to  comply 
with  rule  3(c)(7)  of  the  1940  Act,  which  requires 
each  New  Medallion  Vehicle  to  have  at  least  S25 
million  in  capital.  Thus,  in  the  event  that  a  New 
Medallion  Vehicle  is  unahle  to  meet  its  S25  million 
minimum  capital  requirement.  Renaissance  would 
invest  its  own  capital  to  the  extent  necessary  to 
make  up  any  difference  between  that  Fund’s 
investor  contributions  and  S25  million. 

Renaissance  also  permits  an  employee  to  share 
his  or  her  Investment  Allocation  with  certain  family 
members.  Thus,  a  Spouse  could  invest  his  or  her 
IRA  in  New  Medallion  FF  or  in  New  Kaleidoscope 
to  the  extent  of  the  remainder  of  such  IRA  Holder’s 
Investment  Allocation. 


the  case  of  the  latter  two,  via  the  New 
Medallion  Vehicles). 

The  Applicant  states  that,  assuming 
that  a  401  (k)  Account  Holder  has  fully 
utilized  his  or  her  current  Investment 
Allocation,  he  or  she  would  have  to 
reduce  the  amount  of  his  or  her  direct 
investments  or  IRA  investments  in  the 
foregoing  funds  in  order  to  direct  any 
investment  in  a  New  Medallion  Vehicle 
through  the  401  (k)  Plan. 

Notice  to  Interested  Persons 

Notice  of  the  proposed  amendment 
will  be  given  to  interested  persons 
within  three  days  of  the  publication  of 
the  notice  of  proposed  amendment  in 
the  Federal  Register.  The  notice  will  be 
given  to  interested  persons  who  are 
current  employees  by  electronic  mail, 
with  receipt  of  delivery  requested  (or  its 
equivalent),  and  to  other  interested 
persons  by  overnight  mail  with  proof  of 
delivery  required.  Such  notice  will 
contain  a  copy  of  the  notice  of  proposed 
exemption  published  in  the  Federal 
Register  at  77  FR  3038  (January  20, 

2012)  and  notice  of  final  grant  of 
Prohibited  Transaction  Exemption  (PTE) 
2012-10  published  in  the  Federal 
Register  at  77  FR  23756  (April  20, 

2012),  this  notice  of  proposed 
amendment,  as  published  in  the  Federal 
Register,  and  a  supplemental  statement, 
as  required  pursuant  to  29  CFR 
2570.43(a)(2).  The  supplemental 
statement  will  inform  interested  persons 
of  their  right  to  comment  on  and/or  to 
request  a  hearing  with  respect  to  the 
pending  amendment.  Written  comments 
and  hearing  requests  are  due  within  33 
days  of  the  publication  of  the  notice  of 
proposed  amendment  in  the  Federal 
Register.  All  comments  will  be  made 
available  to  the  public. 

Warning:  Do  not  include  any 
personally  identifiable  information 
(such  as  name,  address,  or  other  contact 
information)  or  confidential  business 
information  that  you  do  not  want 
publicly  disclosed.  All  comments  may 
be  posted  on  the  Internet  and  can  be 
retrieved  by  most  Internet  search 
engines. 

General  Information 

The  attention  of  interested  persons  is 
directed  to  the  following: 

(1)  The  fact  that  a  transaction  is  the 
subject  of  an  exemption  under  section 
408(a)  of  the  Act  and/or  section 
4975(c)(2)  of  the  Code  does  not  relieve 
a  fiduciary  or  other  party  in  interest  or 
disqualified  person  from  certain  other 
provisions  of  the  Act  and/or  the  Code, 
including  any  prohibited  transaction 
provisions  to  which  the  exemption  does 
not  apply  and  the  general  fiduciary 
responsibility  provisions  of  section  404 


of  the  Act,  which,  among  other  things, 
require  a  fiduciary  to  discharge  his 
duties  respecting  the  plan  solely  in  the 
interest  of  the  participants  and 
beneficiaries  of  the  plan  and  in  a 
prudent  fashion  in  accordance  with 
section  404(a)(1)(B)  of  the  Act;  nor  does 
it  affect  the  requirement  of  section 
401(a)  of  the  Code  that  the  plan  must 
operate  for  the  exclusive  benefit  of  the 
employees  of  the  employer  maintaining 
the  plan  and  their  beneficiaries; 

(2)  Before  an  exemption  may  be 
granted  under  section  408(a)  of  the  Act 
and/or  section  4975(c)(2)  of  the  Code, 
the  Department  must  find  that  the 
exemption  is  administratively  feasible, 
in  the  interests  of  the  plan  and  of  its 
participants  and  beneficiaries,  and 
protective  of  the  rights  of  participants 
and  beneficiaries  of  the  plan; 

(3)  The  proposed  amendment  to 
exemption,  if  granted,  will  be 
supplemental  to,  and  not  in  derogation 
of,  any  other  provisions  of  the  Act  and/ 
or  the  Code,  including  statutory  or 
administrative  exemptions  and 
transitional  rules.  Furthermore,  the  fact 
that  a  transaction  is  subject  to  an 
administrative  or  statutory  exemption  is 
not  dispositive  of  whether  the 
transaction  is  in  fact  a  prohibited 
transaction;  and 

(4)  The  proposed  amendment  to 
exemption,  if  granted,  will  be  subject  to 
the  express  condition  that  the  material 
facts  and  representations  contained  in 
the  application  are  true  and  complete, 
and  that  the  application  accurately 
describes  all  material  terms  of  the 
transaction  which  is  the  subject  of  the 
amendment  to  exemption. 

Proposed  Amendment  to  Exemption 

Based  on  the  facts  and  representations 
set  forth  in  the  application,  the 
Department  is  considering  granting  the 
following  amendment  to  Prohibited 
Transaction  Exemption  2012-10  (77  FR 
23756)  under  the  authority  of  section 
408(a)  of  the  Employee  Retirement 
Income  Security  Act  of  1974,  as 
amended,  (ERISA)  and  section 
4975(c)(2)  of  the  Internal  Revenue  Code 
of  1986,  as  amended  (the  Code),  and  in 
accordance  with  the  procedures  set 
forth  in  29  CFR  Part  2570,  Subpart  B  (76 
FR  66637,  66644,  October  27,  2011). '■a 

Section  1.  Covered  Transactions 
Involving  Certain  IRAs  Subject  to  Title 
I  and  Title  II  of  ERISA 

The  restrictions  of  section 
406(a)(1)(A)  and  (D)  of  the  Act  and  the 
sanctions  resulting  from  the  application 


’‘'For  purposes  of  this  proposed  amendment, 
references  to  the  provisions  of  Title  I  of  the  Act, 
unless  otherw'ise  specified,  refer  also  to  the 
corresponding  provisions  of  the  Code. 
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of  section  4975  of  the  Code,  by  reason 
of  section  4975(c)(1)(A)  and  (D)  of  the 
Code,  shall  not  apply  to: 

(a)  The  direct  or  indirect  acquisition 
by  a  Participant’s  IRA  of  an  interest  in 
a  Medallion  Fund  through  such  IRA’s 
acquisition  of  an  interest  in  a  New 
Medallion  Vehicle; 

(b)  The  acquisition  of  an  additional 
interest  by  a  Participant’s  IRA  in  a  New 
Medallion  Vehicle;  and 

(c)  The  redemption  of  all  or  a  portion 
of  a  Participant’s  IRA’s  interest  in  a  New 
Medallion  Vehicle. 

This  proposed  amendment,  if  granted, 
is  subject  to  the  general  conditions  set 
forth  below  in  Section  IV. 

Section  II.  Covered  Transactions 
Involving  Certain  IRAs  Subject  to  Title 
II  of  ERISA  Only 

The  sanctions  resulting  from  the 
application  of  section  4975  of  the  Code, 
by  reason  of  section  4975(c)(1)(A)  and 
(D)  of  the  Code,  shall  not  apply  to: 

(a)  The  direct  or  indirect  acquisition 
by  a  Spouse’s  IRA  of  an  interest  in  a 
Medallion  Fund  through  such  IRA’s 
acquisition  of  an  interest  in  a  New 
Medallion  Vehicle; 

(b)  The  acquisition  of  an  additional 
interest  by  a  Spouse’s  IRA  in  a  New 
Medallion  Vehicle;  and 

(c)  The  redemption  of  all  or  a  portion 
of  a  Spouse’s  IRA’s  interest  in  a  New 
Medallion  Vehicle. 

This  proposed  amendment,  if  granted, 
is  subject  to  the  general  conditions  set 
forth  below  in  Section  IV. 

Section  III.  Covered  Transactions 
Involving  Certain  401(k)  Accounts 

The  restrictions  of  section 
406(a)(1)(A)  and  (D)  of  the  Act  and  the 
sanctions  resulting  from  the  application 
of  section  4975  of  the  Code,  by  reason 
of  section  4975(c)(1)(A)  and  (D)  of  the 
Code,  shall  not  apply  to: 

(a)  The  direct  or  indirect  acquisition 
by  a  401  (k)  Account  of  an  interest  in  a 
Medallion  Fund  through  such  401(k) 
Account’s  acquisition  of  an  interest  in  a 
New  Medallion  Vehicle;  and 

(b)  The  redemption  of  all  or  a  portion 
of  a  401  (k)  Account’s  interest  in  a  New 
Medallion  Vehicle. 

This  proposed  amendment,  if  granted, 
is  subject  to  the  general  conditions  set 
forth  below  in  Section  IV. 

Section  IV.  General  Conditions 

(a)  An  IRA’s  acquisition  of  an  interest 
in  a  New  Medallion  Vehicle  is  made  at 
the  specific  direction  of  its  IRA  Holder, 
and  a  401  (k)  Account’s  acquisition  of  an 


2“I\irsuant  to  29  CFR  2510.3-2(d),  the  Spouses’ 
IRAs  are  not  within  the  jurisdiction  of  Title  I  of  the 
Act.  However,  there  is  jurisdiction  under  Title  II  of 
the  Act  pursuant  to  section  4975  of  the  Code. 


interest  in  a  New  Medallion  Vehicle  is 
made  at  the  specific  direction  of  its 
401  (k)  Account  Holder. 

(b)  Renaissance  renders  no  investment 
advice  (within  the  meaning  of  29  CFR 
2510.3-21(c))  to  IRA  Holders  or  401(k) 
Account  Holders  concerning  a  potential 
acquisition  or  redemption  of  an  interest 
in  a  New  Medallion  Vehicle  and  does 
not  engage  in  marketing  activities  or 
offer  employment-related  incentives  of 
any  kind  intended  to  cause  IRA  Holders 
or  401  (k)  Account  Holders  to  consider 
such  acquisition  or  redemption. 

(c)  An  interest  in  a  New  Medallion 
Vehicle  is  only  available  to  IRA  Holders 
or  401  (k)  Account  Holders  who  satisfy 
the  securities-based  laws,  and  other 
regulatory-based  investor  qualifications, 
applicable  to  all  investors  in  such  New 
Medallion  Vehicle. 

(d)  No  commissions,  sales  charges,  or 
other  fees  (including  management  fees) 
or  profit  participations  in  the  form  of 
performance  allocations  or  otherwise, 
direct  or  indirect,  are  assessed  against 
an  IRA  or  401  (k)  Account  in  connection 
with  its  acquisition  and  holding  of  an 
interest  in  a  New  Medallion  Vehicle. 

(e)  An  IRA  or  401  (k)  Account  pays  no 
more  and  receives  no  less  for  its 
particular  interest  in  any  of  the  New 
Medallion  Vehicles  than  it  would  in  an 
arm’s  length  transaction  with  an 
unrelated  party. 

(f)  An  IRA’s  or  401  (k)  Account’s 
interest  in  a  New  Medallion  Vehicle  is 
redeemable,  in  whole  or  in  part,  without 
the  payment  of  any  redemption  fee  or 
penalty,  no  less  frequently  than  on  a 
quarterly  basis  upon  no  less  than  10 
days  advance  written  notice  by  the  IRA 
or  401  (k)  account,  except  in  the  case  of 
New  Kaleidoscope,  for  which  45  days’ 
notice  is  required. 

(g)  An  acquisition  or  redemption  of  an 
IRA’s  or  401  (k)  Account’s  interest  in  a 
New  Medallion  Vehicle  is  made  for  fair 
market  value,  determined  as  follows: 

(1)  Equity  securities  are  valued  at  the 
consolidated  or  composite  closing  price, 
or,  in  the  case  of  over-the-counter  equity 
securities,  the  last  sale  price  provided 
by  unaffiliated,  third-party  market  data 
providers.  If  no  price  of  such  equity 
security  was  reported  on  that  date,  the 
market  value  will  be  the  last  reported 
price  on  the  most  recent  date  for  which 
a  price  is  available,  and  will  reflect  a 
discount  if  such  date  occurred  more 
than  thirty  days  before; 

(2)  Fixed  income  securities  are  valued 
at  the  “bid”  price  of  such  securities  at 
the  close  of  business  on  the  relevant 
valuation  date.  These  prices  are 
determined  (i)  where  available,  on  the 
basis  of  prices  provided  by  independent 
pricing  services  that  determine 
valuations  based  on  market  transactions 


for  comparable  securities;  and  (ii)  in 
certain  cases  where  independent  pricing 
services  are  not  available,  on  the  basis 
of  quotes  obtained  from  multiple 
independent  providers  that  are  either 
U.S. -registered  or  foreign  broker-dealers, 
which  are  registered  and  subject  to  the 
laws  of  their  respective  jurisdiction,  or 
banks; 

(3)  Options  are  valued  at  the  mean 
between  the  current  independent  best 
“bid”  price  and  the  current  independent 
best  “asked”  price  from  the  exchanges 
on  which  they  are  listed  or,  where  such 
prices  are  not  available,  are  valued  on 
the  basis  of  pricing  data  obtained  from 
unaffiliated,  third-party  market  data 
providers  at  their  fair  value  in 
accordance  with  Fair  Value  Pricing 
Practices  by  the  Renaissance  Valuation 
Committee,  which  utilizes  a  set  of 
defined  rules  and  an  independent 
review  process;  and 

(4)  If  current  market  quotations  are 
not  readily  available  for  any 
investments,  such  investments  are 
valued  at  their  fair  value  by  the 
Renaissance  Valuation  Committee  in 
accordance  with  Fair  Value  Pricing 
Practices. 

(h)  Redemption  of  an  IRA’s  or  401  (k) 
Account’s  interest  in  a  New  Medallion 
Vehicle,  in  whole  or  in  part,  is  made  for 
cash. 

(i)  In  the  event  that  a  redemption  of 
any  portion  of  an  interest  in  a  New 
Medallion  Vehicle  held  by  an  IRA  or 
401  (k)  Account  becomes  necessary  as 
the  result  of  a  reduction  of  the 
Investment  Allocation  applicable  to  a 
Participant,  then,  at  such  IRA  Holder’s 
or  401  (k)  Account  Holder’s  election,  the 
redemption  may  first  be  made  of  such 
individual’s  taxable  investments  in  the 
Medallion  Funds  (if  any)  prior  to  his  or 
her  IRA’s  or  401  (k)  Account’s  interest  in 
a  New  Medallion  Vehicle. 

(j)  With  respect  to  the  investment  by 
Participants  in  the  New  Medallion 
Vehicles  through  IRAs,  Renaissance 
acknowledges  that  such  investments 
may  constitute  investments  by  a 
“pension  plan”  within  the  meaning  of 
section  3(2)  of  the  Act,  and  the 
Applicant  represents  that,  with  respect 
to  such  investments,  it  will  comply  with 
all  applicable  requirements  of  Title  I  of 
the  Act. 

(k)  Renaissance  does  not  use  the  IRAs’ 
or  401  (k)  Accounts’  investments  in  the 
Funds  in  any  of  their  marketing 
activities  or  publicity  materials  for  the 
Funds. 

(l)  In  advance  of  the  initial  investment 
by  an  IRA  or  401  (k)  Account  in  a  New 
Medallion  Vehicle,  the  IRA  Holder  or 
401  (k)  Account  Holder  receives: 

(1)  A  copy  of  the  notice  of  proposed 
exemption  published  in  the  Federal 
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Register  at  77  FR  3038  (January  20, 

2012)  and  notice  of  final  grant  of 
Prohibited  Transaction  Exemption  (PTE) 
2012-10  published  in  the  Federal 
Register  at  77  FR  23756  (April  20, 

2012),  this  proposed  amendment  and 
the  final  amendment,  if  granted, 
following  the  publication  of  such  final 
amendment  in  the  Federal  Register; 

(2)  A  private  offering  memorandum 
(with  all  related  exhibits)  describing  the 
relevant  investment  vehicles,  including 
its  investment  objectives,  risks, 
conflicts,  operating  expenses  and 
redemption  and  valuation  policies,  and 
any  IRA  Holder  or  401(k)  Account 
Holder  whose  IRA  or  401  (k)  Account 
owns  an  interest  in  a  New  Medallion 
Vehicle  receives  the  same  disclosures 
and  information  provided  to  other 
investors  with  respect  to  the  Fund  in 
which  he  or  she  invests:  and 

(3)  Following  receipt  of  the 
information  described  in  (1)  and  (2), 
above,  an  IRA  Holder  or  401  (k)  Account 
Holder  will  receive,  in  a  timely  manner, 
all  reasonably  available  relevant 
information  as  such  IRA  Holder  or 

401  (k)  Account  Holder  may  request. 

(m)  On  an  on-going  basis.  Renaissance 
provides  each  IRA  Holder  or  401  (k) 
Account  Holder  whose  IRA  or  401(k) 
Account  owns  an  interest  in  a  New 
Medallion  Vehicle  with  the  following 
information: 

(1)  Unaudited  performance  reports  at 
the  end  of  each  month;  and 

(2)  Audited  annual  financial 
statements  following  the  end  of  each 
calendar  year. 

(n)  Prior  to  the  acquisition  by  an  IRA 
or  401  (k)  Account  of  an  interest  in  a 
New  Medallion  Vehicle,  and  the 
corresponding  indirect  acquisition  of  an 
interest  in  a  Medallion  Master  Fund, 
Other  Renaissance  Managed  RF  Fund, 
or  any  other  Fund  made  through  such 
acquisition  of  an  interest  in  a  New 
Medallion  Vehicle,  Renaissance  or  the 
applicable  New  Medallion  Vehicle 
manager  (the  New  Medallion  Vehicle 
Manager)  with  respect  to  any  such 
acquisition: 

(1)  Agrees  to  submit  to  the 
jurisdiction  of  the  federal  and  state 
courts  located  in  the  State  of  New  York; 

(2)  Agrees  to  appoint  an  agent  for 
service  of  process  for  the  New 
Medallion  Vehicle,  the  Other 
Renaissance  Managed  RF  Fund,  and  any 
other  Funds  described  in  this  Section 
IV(n),  in  the  United  States  (the  Process 
Agent); 

(3)  Consents  to  servdce  of  process  on 
the  Process  Agent;  and 

(4)  Agrees  that  any  enforcement  by  an 
IRA  Holder  or  401  (k)  Account  Holder  of 
his  or  her  rights  pursuant  to  this 
proposed  amendment,  if  granted,  will  at 


the  option  of  such  IRA  Holder  or  401  (k) 
Account  Holder,  occur  exclusively  in 
the  United  States  courts. 

(o)  Renaissance  maintains,  or  causes 
to  be  maintained,  for  a  period  of  six 
years  from  the  date  of  any  covered 
transaction,  such  records  as  are 
necessary  to  enable  the  persons 
described  in  paragraph  (p)(l)  below  to 
determine  whether  the  conditions  of 
this  proposed  amendment,  if  granted, 
have  been  met,  provided  that  (1)  a 
separate  prohibited  transaction  will  not 
be  considered  to  have  occurred  if,  due 
to  circumstances  beyond  the  control  of 
Renaissance,  the  records  are  lost  or 
destroyed  prior  to  the  end  of  the  six- 
year  period,  and  (2)  no  party  in  interest 
or  disqualified  person  other  than 
Renaissance  shall  be  subject  to  a  civil 
penalty  under  section  502(i)  of  the  Act 
or  the  taxes  imposed  by  section  4975(a) 
and  (b)  of  the  Code,  if  such  records  are 
not  maintained,  or  are  not  available  for 
examination  as  required  by  paragraph 

(p)(l)  below. 

(p) (l)  Except  as  provided  below  in 
paragraph  (p)(2),  and  notwithstanding 
any  provisions  of  subsections  (a)(2)  and 

(b)  of  section  504  of  the  Act,  the  records 
referred  to  above  in  paragraph  (o)  are 
unconditionally  available  at  their 
customary  location  for  examination 
during  normal  business  hours  by: 

(A)  Any  duly  authorized  employee  or 
representative  of  the  Department,  the 
Internal  Revenue  Service,  the 
Commodity  Futures  Trading 
Commission  (CFTC),  or  the  U.S. 
Securities  and  Exchange  Commission 
(SEC),  and 

(B)  Any  IRA  Holder  or  401  (k)  Account 
Holder  or  any  duly  authorized 
representative  or  beneficiary  of  an  IRA 
or  401  (k)  Account;  and 

(2)  None  of  the  persons  described 
above  in  paragraph  (p)(l)(B)  shall  be 
authorized  to  examine  trade  secrets  of 
Renaissance,  or  commercial  or  financial 
information  which  is  privileged  or 
confidential,  and  should  Renaissance 
refuse  to  disclose  information  on  the 
basis  that  such  information  is  exempt 
from  disclosure.  Renaissance  shall,  by 
the  close  of  the  thirtieth  (30th)  day 
following  the  request,  provide  a  written 
notice  advising  that  person  of  the 
reasons  for  the  refusal  and  that  the 
Department  may  request  such 
information. 

Section  V.  Definitions 

For  purposes  of  this  proposed 
amendment: 

(a)  The  term  “Renaissance”  means 
Renaissance  Technologies,  LLC,  and  its 
affiliates. 

(b)  An  “affiliate”  of  a  person 
includes — 


(1)  Any  person  directly  or  indirectly 
through  one  or  more  intermediaries, 
controlling,  controlled  by,  or  under 
common  control  with  such  entity  (for 
purposes  of  this  paragraph,  the  term 
“control”  means  the  power  to  exercise 
a  controlling  influence  over  the 
management  or  policies  of  a  person 
other  than  an  individual):  and 

(2)  Any  officer  of,  director  of,  or 
partner  in  such  person. 

(c)  The  term  “Fair  Value  Pricing 
Policies”  means  the  Official  Pricing 
Policy  established  in  good  faith  by  the 
Renaissance  Valuation  Committee  for 
valuing  an  instrument,  which  is  subject 
to  the  approval  of  the  Renaissance 
Technologies  LLC  Board  of  Directors. 

(d)  The  term  “Fund”  or  “Funds” 
means,  individually  or  collectively,  the 
nine  privately  offered  U.S.  and  non-U. S. 
collective  investment  vehicles  managed 
by  Renaissance,  comprised  almost 
exclusively  of  assets  of  Renaissance  and 
its  owners  and  employees  (the 
Proprietary  Funds)  and  the  six  privately 
offered  U.S.  and  non-U. S.  collective 
investment  vehicles,  consisting 
primarily  of  assets  of  clients  of 
Renaissance  (the  non-Proprietary 
Funds). 

(e)  The  term  “Investment  Allocation” 
means  the  permitted  investment 
allocation  limit  in  the  Medallion  Funds 
applicable  to  a  Renaissance  employee, 
which  such  employee  and  his  or  her 
Spouse  may  utilize  to  make  investments 
in  a  Medallion  FF  or  Kaleidoscope,  or 
in  an  applicable  New  Medallion 
Vehicle. 

(f)  The  term  “IRA”  means  an 
“individual  retirement  account”  as 
defined  under  section  408(a)  of  the  Code 
that  is  beneficially  owned  by  an  IRA 
Holder  or  a  “Roth  IRA”  as  defined 
under  section  408A  of  the  Code  that  is 
beneficially  owned  by  an  IRA  Holder. 

(g)  The  term  “IRA  Holder”  means  a 
Participant,  or  the  Spouse  of  a 
Participant,  who  is  eligible  to  invest  in 

a  New  Medallion  Vehicle  through  his  or 
her  IRA. 

(h)  The  term  “Kaleidoscope”  means 
Renaissance  Kaleidoscope  Fund  LLC,  a 
Delaware  limited  liability  company 
established  by  Renaissance  to  facilitate 
the  investment  in  the  Proprietary  Funds 
by  employees  of  Renaissance  who  are 
not  Accredited  Investors  under  the 
Securities  Act  of  1933,  as  amended  (the 
1933  Act)  or  otherwise  do  not  meet  the 
financial  requirements  to  invest  in  such 
Proprietary  Funds. 

(i)  The  term  “Medallion  Funds” 
means  the  six  Proprietary  Funds  of 
Renaissance  that  are  organized  in  a 
“master-feeder”  investment  structure. 
The  Medallion  Funds  are  comprised  of 
six  feeder  funds  (Medallion  FFs),  each 
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designed  for  a  different  type  of  investor, 
that  engage  in  their  investment  and 
trading  activities  only  through  certain 
master  funds  and  their  subsidiaries  (the 
Medallion  Master  Funds). 

(j)  The  term  “New  Medallion  Vehicle” 
or  “New  Medallion  Vehicles”  means, 
individually  or  collectively.  New 
Medallion  FF,  New  Medallion  FF 
RMPRF,  and  New  Kaleidoscope. 

(k)  The  term  “New  Kaleidoscope” 
means  Renaissance  Kaleidoscope  RF 
Fund  LLC,  the  Delaware  limited  liability 
company  established  by  Renaissance  in 
order  to  facilitate  investment,  by  IRA 
Holders  and  401  (k)  Plan  participants 
who  are  not  “Accredited  Investors” 
under  the  1933  Act,  in  the  Medallion 
Fund  RF  L.P.  and  Other  Renaissance 
Managed  RF  Funds  that  are  not  parties 
in  interest,  or  other  disqualified 
persons,  as  applicable,  to  the  IRA 
Holders’  IRAs  or  to  the  New  401  (k)  Plan. 

(l)  The  term  “New  Medallion  FF” 
means  Medallion  Fund  RF  LP,  the 
Bermuda  Limited  Partnership  that  is 
treated  as  a  corporation  for  US  Federal 
Income  Tax  purposes,  established  by 
Renaissance  in  order  to  facilitate  an 
investment  by  an  IRA  Holder  who  is  a 
“Qualified  Purchaser”  or 
“Knowledgeable  Employee”  under  the 
Investment  Company  Act  of  1940,  as 
amended  (the  1940  Act)  in  the 
Medallion  Master  Funds,  through  his  or 
her  IRA. 

(m)  The  term  “New  Medallion  FF 
RMPRF”  means  Medallion  RMPRF 
Fund  LP,  the  Bermuda  Limited 
Partnership  that  is  treated  as  a 
corporation  for  US  Federal  Income  Tax 
purposes  established  by  Renaissance  in 
order  to  facilitate  the  investment  by  IRA 
Holders  who  are  neither  Qualified 
Purchasers  nor  “Knowledgeable 
Employees”  as  defined  in  the  1940  Act, 
but  who  are  Accredited  Investors,  in  the 
Medallion  Master  Fvmds,  through  their 
IRAs. 

(n)  The  term  “Other  Renaissance 
Managed  RF  Fund”  means  an  RF  Series 
of  any  Renaissance-sponsored  Fund, 
other  than  a  Medallion  Fund  or 
Kaleidoscope  Fund,  that  is  a  private 
investment  vehicle  established  in 
compliance  with  the  various  federal 
securities  laws  and  other  applicable 
regulatory  requirements  and  for  which 
Renaissance  is  the  investment  manager, 
as  well  as  the  investment  manager  of 
any  master  trading  vehicles  that  may  be 
utilized  by  such  a  fund  to  invest  and 
trade  its  assets. 

(o)  The  term  “Participant”  means  a 
person  who  is  either  an  employee  or  a 
Permitted  Owner  of  Renaissance  at  the 
time  of  such  individual’s  investment  in 
the  New  Medallion  Vehicles. 


(p)  The  term  “Permitted  Owners” 
means  the  eight  individuals  permitted 
to  invest  in  the  Medallion  Funds 
following  the  termination  of  their 
Renaissance  employment,  comprised  of 
three  Renaissance  “founders,”  and  five 
former  employees  who  are  current 
owners  of  Renaissance. 

(q)  The  term  “Renaissance  Valuation 
Committee,”  or  “RVC,”  means  the 
committee,  established  by  Renaissance 
in  2008,  that  oversees  and  monitors  the 
valuation  process,  and  establishes  the 
methods  of,  and  procedures  for,  valuing 
various  instruments  traded  by 
Renaissance,  composed  of  high-level 
Renaissance  employees  who  also  may 
be  Fund  investors. 

(r)  The  term  “Spouse”  means  a  person 
who  is  (1)  married  to  a  Participant,  or 
(2)  to  the  extent  not  prohibited  by 
applicable  law,  in  a  civil  union  or 
similar  marriage-equivalent  institution 
established  pursuant  to  State  law  of  the 
State  where  the  Participant  resides  (or 
otherwise  recognized  by  the  State  where 
the  Participant  resides)  with  a 
Participant. 

(s)  The  term  “401  (k)  Account”  means 
the  plan  account  established  and 
maintained  for  the  benefit  of  a 
participant  in  the  Renaissance 
Technologies  LLC  401  (k)  Plan. 

(t)  The  term  “401  (k)  Account  Holder” 
means  a  participant  in  the  Renaissance 
Technologies  LLC  401  (k)  Plan  who  is 
eligible  to  invest  in  a  New  Medallion 
Vehicle  through  his  or  her  401  (k) 
Account. 

Section  VI.  Effective  Date 

This  proposed  amendment,  if  granted, 
would  be  effective  as  of  the  earlier  of  the 
date  of  publication  in  the  Federal 
Register  of  such  grant  of  amendment  or 
October  1,  2014. 

Signed  at  Washington,  DC,  this  8th  day  of 
August,  2014. 

Lyssa  Hall, 

Director  of  Exemption  Determinations, 
Employee  Benefits  Security  Administration, 
U.S.  Department  of  Labor. 

[FR  Doc.  2014-19212  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4510-29-P 


MERIT  SYSTEMS  PROTECTION 
BOARD 

Sunshine  Act  Meeting 

agency:  Merit  Systems  Protection 
Board. 

ACTION:  Notice. 

SUMMARY:  Notice  is  hereby  given  of  the 
scheduling  of  a  Sunshine  Act  Meeting 
on  the  proposed  2015-2018  research 


agenda  of  the  Merit  System  Protection 
Board’s  Office  of  Policy  and  Evaluation. 

DATE  AND  TIME:  Tuesday,  September  16, 
2014,  at  10  a.m. 

PLACE:  National  Courts  Building,  Room 
203,  717  Madison  Place  NW., 
Washington,  DC  20439. 

STATUS:  Open. 

FOR  FURTHER  INFORMATION  CONTACT: 

Tanya  Page  at  (202)  254-4503;  or  James 
Tsugawa  at  (202)  254-4506;  or  email 
research .  agenda@mspb.gov. 

SUPPLEMENTARY  INFORMATION:  Pursuant 
to  the  Government  in  the  Sunshine  Act 
(5  U.S.C.  552(b)),  and  in  accordance 
with  the  Merit  Systems  Protection 
Board’s  (MSPB)  regulations  at  5  CFR 
1206.1-12,  MSPB  will  hold  a  meeting 
on  the  research  activities  proposed  for 
inclusion  in  the  next  cycle  of  studies  to 
be  conducted  by  MSPB’s  Office  of 
Policy  and  Evaluation.  MSPB  has 
statutory  responsibility  to  conduct 
objective,  nonpartisan  studies  that 
assess  and  evaluate  Federal  merit 
systems  policies,  operations,  and 
practices  (see  5  U.S.C.  1204(a)(3)). 

Earlier  this  year,  MSPB  stakeholders 
and  the  public  were  invited  to  provide 
feedback  and  ideas  for  the  research 
agenda.  During  this  meeting,  the 
proposed  research  agenda  will  be 
discussed  and  several  key  stakeholders 
have  been  invited  to  present  their  views 
on  the  proposed  research  topics. 

The  public  may  attend  this  meeting 
for  the  sole  purpose  of  observation.  To 
facilitate  entry  to  the  National  Courts 
Building,  persons  who  wish  to  attend 
must  provide  their  names  to  Tanya  Page 
(at  tanya.page@mspb.gov)  by  September 
10,  2014.  Persons  with  disabilities  who 
require  reasonable  accommodation 
should  direct  the  request  to  the  MSPB 
Director  of  Equal  Employment 
Opportunity  at  (202)  254-4405  or  V/ 
TDD  1-800-877-8339  (Federal  Relay 
Service).  All  such  requests  should  be 
made  at  least  one  week  in  advance  of 
the  meeting.  A  recording  of  the  meeting 
will  be  made  available  on  MSPB’s  Web 
site. 

The  research  topics,  organized  into 
six  broad  areas  of  related  research,  are 
listed  below.  Further  description  of 
these  topics  is  available  on  MSPB’s  Web 
site  [www.mspb.gov).  The  public  can 
provide  comments  on  the  proposed 
research  agenda  by  emailing 
research . agen da@mspb.gov.  Comments 
will  be  accepted  through  October  16, 
2014. 

Defending  Merit 

1.  Adverse  Action  Rules,  Regulations, 
and  Practices 
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2.  Employment  of  Persons  with 

Disabilities  in  the  Federal 
Government 

3.  Freedom  from  Prohibited  Personnel 

Practices:  A  Vision  Achieved? 

4.  Preventing  Nepotism  in  the  Federal 

Government 

5.  Reprisal  for  Protected  Activity 

6.  Sexual  Harassment  in  Federal 

Workplaces — An  Update 

7.  Due  Process  Rights  of  Federal 

Employees 

8.  Effect  of  2014  Legislation  Goncerning 

Senior  Executives  in  the 
Department  of  Veterans  Affairs 

9.  Whistleblowing  After  the 

Whistleblower  Protection 
Enhancement  Act 

Recruitment  and  Hiring 

10.  Federal  Hiring:  Reformed  or  In  Need 
of  Reform? 

11.  How  Do  Selecting  Officials  Make 

Hiring  Decisions? 

12.  Identifying  the  Best  Qualified 
Candidates  for  Federal  Positions 

13.  Recruiting  and  Retaining  Employees 
in  STEMM  Occupations 

14.  Supervisory  and  Managerial 
Probation:  Final  Hurdle  or 
Formality? 

Pay  and  Performance  Management 

15.  A  “Performance  Review”  of  the 
Performance  Review 

16.  Federal  Pay  Systems — Experience 

Outside  the  General  Schedule 

17.  Position  Classification:  Purposes  and 
Practices 

18.  The  Incidence  and  Impact  of  Poor 
Performance 

Supervision  and  Leadership 

19.  Dual  Career  Paths  for  Supervdsors 

and  Technical  Specialists 

20.  Improving  the  Selection  of 
Supervisors 

21.  Performance  Evaluation  in  the 

Senior  Executive  Service:  Leading 
by  Example? 

22.  Senior  Executives:  Learning  from 

Success 

Building  an  Effective  Workforce 

23.  Flexible  Work 

24.  Technology  and  the  Federal 
Workforce 

25.  The  Federal  Job  as  a  “Calling” 

26.  The  Human  Resources  Workforce: 
Rising  to  the  Challenge? 


27.  What  Do  Employees  Seek  and 

Receive  from  Federal  Service? 

28.  Workforce  Reshaping:  Do  Agencies 
have  the  Right  Tools? 

29.  Workforce  and  Succession  Planning: 
Is  the  Exercise  Producing  Results? 

Focus  on  the  U.S.  Office  of  Personnel 
Management 

30.  Hiring  Reform  Initiatives  and 
Outcomes 

31.  The  Civil  Service  Reform  Act  Turns 
40 

32.  USAHire — An  Initiative  to  Improve 
Entry-Level  Hiring 

William  D.  Spencer, 

Clerk  of  the  Board. 

(FRDoc.  2014-19351  Filed  8-12-14;  11:15  am] 
BILLING  CODE  7400-01-P 


MILLENNIUM  CHALLENGE 
CORPORATION 

[MCC  FR  14-04] 

Notice  of  Entering  Into  a  Compact  With 
the  Republic  of  Ghana 

AGENCY:  Millennium  Challenge 
Corporation. 

ACTION:  Notice. 

SUMMARY:  In  accordance  with  Section 
610(b)(2)  of  the  Millennium  Challenge 
Act  of  2003  (22  U.S.C.  7701-7718),  the 
Millennium  Challenge  Corporation 
(MCC)  is  publishing  a  summary  of  the 
Millennium  Challenge  Compact 
between  the  United  States  of  America, 
acting  through  the  Millennium 
Challenge  Corporation,  and  the 
Republic  of  Ghana.  Representatives  of 
the  United  States  Government  and 
Ghana  executed  the  Compact 
documents  on  August  5,  2014.  The 
complete  text  of  the  Compact  has  been 
posted  at  mcc.gov. 

Dated:  August  8,  2014. 

John  C.  Mantini, 

Assistant  Genera]  Counsel,  Millennium 
Challenge  Corporation. 

Summary  of  Millennium  Challenge 
Compact  With  the  Republic  of  Ghana 

1.  Overview 

MCC’s  Board  of  Directors  has 
approved  a  five-year,  $498.2  million 


compact  with  the  Republic  of  Ghana 
aimed  at  reducing  poverty  and 
accelerating  economic  growth  (the 
“Compact”).  The  Compact  is  intended 
to  assist  the  Government  of  Ghana 
(“GoG”)  to  increase  economic  growth  by 
addressing  problems  in  the  power  sector 
through  private  sector  investment  in 
power  generation  and  distribution  as 
well  as  improvements  that  will  reduce 
load  shedding,  power  losses,  and 
outages  that  currently  affect  millions  of 
Ghanaians  (the  “Program”).  The 
Program  will  support  the  turnaround  of 
Ghana’s  electricity  sector  and  stimulate 
private  investment  to  create  a  self- 
sustaining  sector  meeting  the  current 
and  future  needs  of  households  and 
business  while  ensuring  inclusive 
access  to  power  by  its  citizens. 

2.  Program  Overview  and  Budget 

The  Compact  focuses  on  turning 
around  the  main  public  electricity 
distribution  company  through  the 
introduction  of  private  sector 
participation  as  well  as  targeted 
infrastructure  investments  and  reforms 
in  power  generation.  The  targeted 
investments  and  reforms  will  jointly 
contribute  to  a  more  functional,  credit 
worthy,  and  self-sustaining  power 
sector. 

Due  to  the  desire  to  create  sustainable 
change  and  economic  growth,  MCC  has 
made  the  Compact  contingent  on  private 
sector  participation  (“PSP”)  as  well  as 
reforms  intented  to  improve  the 
financial  position  of  the  distribution 
utilities,  enable  gas  supply  for  the 
energy  sector,  and  ensure  a  cost 
reflective  tariff  regime.  In  addition,  MCC 
included  a  second  tranche  of 
conditional  program  funding  to  be  made 
available  only  if  essential  reforms 
milestones  are  met,  including  actual 
implementation  of  the  PSP  transaction 
and  continued  progress  toward  a  cost 
reflective  tariff. 

The  Compact  includes  base  funding  of 
$308.2  million  and  conditional  funding 
of  up  to  $190  million  which  would  be 
released  only  after  significant  agreed- 
upon  reforms  are  adopted  by  the  GoG. 
The  budget  is  shown  in  Figure  1  below. 
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Figure  1:  Proposed  Ghana  Compact  Budget  Overview 

[Compact  budget  overview  (millions  of  US$)] 


Projects 

MCC  Tranche 

1 

(base  funding) 

MCC  Tranche 

II 

(conditional 

incentive 

funding) 

Potential  total 
MCC  funding 

ECG  Financial  &  Operational  Turnaround  Project  . 

149.6 

190 

498.2 

NEDCo  Financial  &  Operational  Turnaround  Project . 

54.2 

Regulatory  Strengthening  &  Capacity  Building  Project  . 

5.0 

Access  Project  . 

10.0 

Power  Generation  Sector  Improvement  Project . 

16.3 

Energy  Efficiency  &  Demand  Side  Mgmt.  Project . 

25.4 

Monitoring  &  Evaluation . 

7.6 

Program  Administration  and  Oversight  . 

40.2 

Total  Investment  . 

1  308.2 

190 

As  the  required  conditions  are  met, 
the  Tranche  II  funding  that  is  part  of  the 
overall  Compact  will  be  allocated  to  the 
Electric  Company  of  Ghana  Financial 
and  Operational  Turnaround  Project.  If 
the  conditions  to  the  release  of  Tranche 
II  funding  are  not  met  within  two  years 
of  Entry  into  Force  of  the  Compact,  the 
$190  million  will  be  de-obligated  from 
the  Compact. 

The  Government  of  Ghana  will 
contribute  at  least  7.5  percent  of  the 
total  amount  of  MCG  funding  towards 
the  implementation  of  the  Compact. 

The  Program  can  be  divided  into  two 
general  areas;  Projects  that  focus  on  the 
distribution  sector,  and  projects  that 
focus  on  the  generation  sector. 

3.  Distribution  Sector  Investments 

Utility  Reforms:  Electricity  Company  of 
Ghana  (“EGG”)  and  Northern  Electricity 
Distribution  Gompany  (“NEDCo”) 
Financial  and  Operational  Turnaround 
Project 

The  ECG  Financial  and  Operational 
Turnaround  Project,  totaling  $149.6 
million,  pursues  a  two-pronged 
approach — changing  the  governance  and 
management  of  this  Ghanaian  electric 
utility  by  bringing  in  a  private  sector 
operator  coupled  with  infrastructure 
and  foundational  investments  designed 
largely  to  reduce  losses  and  improve 
service  quality.  Specifically,  the  Project 
contains  the  following  five 
interconnected  activities: 

•  Private  Sector  Participation. 
Accepting  the  reform  program  as  a 
condition  of  the  Gompact  will  signal 
Ghana’s  willingness  to  take  bold  moves 


’  Numbers  do  not  add  due  to  rounding. 


to  improve  an  underperforming  sector 
that  drags  down  economic  growth  in  the 
country. 

•  Modernizing  Utility  Operations. 
Investments  to  support  integrated  loss 
management,  such  as  technical 
assistance,  to  provide  overall  project 
management  support. 

•  Reduction  in  Commercial  Losses 
and  Improvement  of  Revenue 
Collection.  Reducing  distribution 
system  vulnerability  to  theft  and  meter 
manipulation  and  improving  metering 
systems,  including  installation  of  pre¬ 
paid  meters. 

•  Technical  Loss  Reduction. 
Interventions  focused  on  lowering 
thermal  losses  in  the  distribution 
systems. 

•  Outage  Reduction.  Reducing  both 
the  frequency  and  duration  of  outages 
by  introducing  improved  system 
protection  and  sectionalizing  devices  in 
the  distribution  system. 

The  estimated  economic  rate  of  return 
(“ERR”)  for  the  ECG  Financial  and 
Operational  Turnaround  Project  is  19 
percent.  The  initial  estimated 
beneficiaries  of  this  Project  are  4.8 
million  people  in  the  short  term  and  7.8 
million  people  long-term. 

The  NEDCo  Financial  and 
Operational  Turnaround  Project  will 
initially  provide  $5  million  in  technical 
assistance  to  improve  operations  of 
NEDCo.  No  later  than  the  conclusion  of 
the  first  year  of  Compact 
implementation,  MCG  will  evaluate 
ERRs  for  possible  system  and 
infrastructure  investments  and  if 
resulting  ERRs  are  acceptable,  MCG  will 
make  investments  up  to  $49.2  million. 


Regulatory  Strengthening  and  Capacity 
Building  Project 

The  activities  under  the  Regulatory 
Strengthening  and  Capacity  Building 
Project,  which  totals  $5  million,  are 
two-fold — tariff  review,  focused  on  the 
process  of  ratemaking  and  more 
specifically  on  the  structure  of  tariffs, 
and  capacity  building  of  the  sector 
performance  monitoring  capabilities  to 
ensure  better  r^orting: 

•  Sector  Performance  Monitoring 
Capacity  Ruilding.  Improving  the 
regulatory  monitoring  and  independent 
verification  of  sector  performance. 

•  Tariff  Review  and  Regulation. 
Improving  the  tariff  review  process  by 
supporting  studies  that  will  provide 
critical  inputs  to  the  redesign  of  the 
tariff  structure  prior  to  implementation 
of  the  PSP  and  the  next  round  of 
ratemaking  and  technical  assistance  to 
the  regulators. 

The  economic  and  beneficiary 
analyses  combine  the  Regulatory 
Strengthening  and  Gapacity  Building 
Project  with  the  EGG  Financial  and 
Operational  Turnaround  Project 
calculations  as  the  results  of  the  two 
Projects  are  closely  linked. 

Access  Project 

The  Access  Project,  totaling  $10 
million,  will  test  the  most  cost  effective 
approaches  to  address  the  key 
constraints  that  micro,  small  and 
medium  enterprises  (“MSMEs”)  face  in 
obtaining  safe  and  legal  access  to 
electricity.  This  small  Project  is 
designed  to  be  innovative  and 
experimental — it  will  test  several 
different  interventions  aimed  at 
reducing  critical  barriers  to  legal 
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connections  for  MSMEs  in  a  small 
sample  of  markets  and  economic 
enclaves  and  provide  evidence  of 
effective  approaches  to  increasing  legal 
access  for  the  distribution  utilities.  In 
addition  to  the  direct  benefits  the 
Project  would  have  for  the  MSMEs, 
increasing  access  will  also  expand  the 
customer  base  of  the  utilities  to  include 
these  important  stakeholders  and  ensure 
that  they  are  beneficiaries  of 
improvements  in  the  Ghanaian  power 
sector.  The  Access  Project  will  also 
address  the  problems  caused  by  illegal 
connections,  improve  safety  and 
security  in  target  areas,  and  strengthen 
relationships  between  end  users,  local 
government,  and  the  utility  companies. 
The  Project  includes  two  activities: 

•  Improving  Electricity  Supply  to 
MSMEs  and  Social  Institutions. 

Upgrades  will  be  made  to  target  selected 
markets  and  economic  enclaves  that  are 
within  the  intervention  sites  of  the  EGG 
and  NEDGo  Financial  and  Operational 
Turnaround  Projects,  and  to  the  extent 
possible,  nearby  social  institutions.  The 
activity  will  also  provide  metered 
public  lighting  in  the  targeted  areas. 

•  Improving  Service  Delivery^  and 
Strengthening  Partnerships.  This 
activity  will  seek  to  alleviate  the  various 
barriers  (including  a  high  connection 
fee,  cumbersome  connection  processes 
and  weak  coordination  among  key 
actors  including  utility  companies,  local 
government  and  the  communities)  that 
prevent  MSMEs  from  having  legal 
access  to  electricity. 

These  activities  are  expected  to 
contribute  to  increased  incomes  for 
MSMEs;  firm  ERRs  for  this  Project, 
however,  are  not  yet  available.  At  this 
time,  data  needed  to  undertake  an 
assessment  of  the  proposed  inten^ention 
is  still  being  collected.  Robust  economic 
evaluations  will  identify  promising 
interventions  that  could  be  scaled  up 
during  or  after  the  compact  and  will 
provide  evidence  of  effective  strategies 
for  increasing  access  to  electricity  in 
markets  and  enclaves  across  Ghana. 

4.  Generation  Sector  Investments 

The  generation  sector  investments 
adopt  two  strategies  to  make  more 
energy  available.  The  first  is  to  make 
better  use  of  the  electricity  already  in 
the  system  by  reducing  waste.  The 
second  is  to  foster  an  enabling 
environment  for  investments  to  expand 
generation  capacity. 

Power  Generation  Sector  Improvement 
Project 

This  $16.3  million  Project  prioritizes 
the  alleviation  of  major  constraints  to 
private  sector  investment  in  generation 
through  the  following  three  activities: 


•  Operationalize  the  "Gas  to  Power” 
Value  Ghain.  The  lack  of  reliable  fuel 
supply  is  a  significant  barrier  to 
securing  affordable  and  sustainable 
generation  capacity  and  has  led  to 
unplanned  load  shedding  and  outages 
in  the  past  few  years.  The  Gompact  will 
leverage  ongoing  advisory  support 
provided  by  USAID  by  providing  both 
the  impetus  to  act  (achievable,  action- 
oriented  conditions  precedent  linked  to 
first  disbursement  of  project  funds)  and 
continued  support  to  the  GoG  to  ensure 
that  decisions  regarding 
institutionalization,  commercialization, 
and  securitization  of  the  gas  sector  are 
informed  and  ser\^e  Ghana’s  best 
interest. 

•  Facilitate  Liquefied  Natural  Gas 
(LNG)  Development.  Studies  have 
shown  that  even  with  gas  from  domestic 
sources  and  the  West  African  Gas 
Pipeline,  Ghana  will  need  additional 
fuel  to  support  projected  increases  in 
electricity  demand.  The  private  sector 
has  expressed  an  interest  in  building  the 
required  infrastructure  associated  with 
importing  LNG  and  MGC  is  funding  the 
technical  feasibility  studies  required  to 
provide  a  ‘shovel-ready’  project. 

•  Strengthen  Sector  Planning  and  IPP 
Framework.  Ghana  does  not  have  an 
active  and  integrated  master  plan  to 
guide  the  development  of  its  growing 
energy  sector,  or  an  established 
competitive  process  for  procuring 
Independent  Power  Providers  (“IPPs”). 
This  has  led  to  uneven,  opaque,  and 
costly  additions  to  capacity  that  may  not 
be  consistent  with  a  least  cost  plan.  The 
activity  will  support  the  development  of 
a  least  cost  plan  that  addresses 
generation,  transmission,  distribution 
and  demand  side  management  in  a 
holistic  and  integrated  fashion,  as  well 
as  capacity  building  within  the  entities 
responsible  for  sector  planning.  It  will 
also  allow  the  Government  to  conduct 
more  effective  strategic  planning  for  the 
electricity  grid  and  off  grid  systems  and 
provide  generation  capacity  from  both 
traditional  and  renewable  sources. 

The  estimated  ERR  for  this  Project  is 
24  percent.  The  initial  beneficiaries  of 
the  Project  are  19.6  million  people  and 
the  long-term  beneficiaries  are  41.8 
million  people. ^ 

Energy  Efficiency  and  Demand  Side 
Management  Project 

Energy  efficiency  and  demand-side 
management  policies  and  investments 
represent  some  of  the  most  cost-effective 
means  to  bridge  the  gap  between  supply 
and  demand,  serving  as  sources  of  new 
energy  supply.  Reducing  energy  waste 


2  This  is  a  20-year  projection  based  on  a 
population  grow'th  rate  of  2.3  percent. 


on  the  consumer  side  of  the  electricity 
meter  decreases  the  growth  of  demand 
and  reduces  the  investment  that  is 
needed  in  the  electricity  system  to 
maintain  needed  capacity  and 
reliability.  This  $25.4  million  Project 
includes  four  activities: 

•  Development  and  Enforcement  of 
Standards  and  Labels.  Most  energy¬ 
using  products  do  not  have  standards  or 
labelling  requirements  and  the 
standards  that  do  exist  would  benefit 
greatly  from  technical  updates  and 
enforcement  support. 

•  Improved  Energy  Auditing.  Energy 
efficiency  auditing  and  energy  services 
company  market  support  includes 
technical  capacity-building  for  energy 
efficiency  and  energy  management 
professionals. 

•  Education  and  Public  Information. 
Awareness,  education,  and  information 
activities  help  assure  that  both  technical 
workers  and  the  general  public  are 
aware  of  cost-effective  energy  saving 
opportunities. 

•  Demand  Side  Management 
Infrastructure.  This  activity  would 
support  piloting  of  distributed 
applications  such  as  solar  photo  voltaic 
back-up  power  for  lighting  and 
electronics,  off-grid  solar  systems,  and 
grid-connected  solar  systems  as  well  as 
the  conversion  of  conventional  street 
lights  to  LED  street  lighting. 

The  estimated  ERR  for  this  Project  is  27 
percent.  The  estimated  beneficiaries  for 
this  Project  are  19.6  million  people  in 
the  short  term  and  41.8  million  people 
long-term. 3 

5.  Policy  Reform  Milestones 

The  Compact  is  tied  to  a  number  of 
reforms,  specifically:  Improving  the 
creditworthiness  of  EGG,  ensuring 
reliable  gas  supply  for  power 
generation,  instituting  a  cost  reflective 
tariff,  and  commercialization  of  the 
distribution  utilities.  The  GoG  has  given 
MGC  certain  assurances  through  the 
negotiations  process  of  its  support  for 
the  policy,  regulatory,  and  institutional 
reform  agenda  reflected  in  the  Compact 
and  associated  conditions  precedent, 
and  that  indeed  those  reforms  in  the 
Program  are  in  line  with  actions  the 
GoG  is  already  taking  and  believes  are 
necessary  to  ensuring  a  well-performing 
energy  sector.  The  proposed  two  tranche 
approach  to  Compact  funding  was  also 
discussed  with  the  GoG  and  accepted  as 
an  important  component  of  the  program 
design. 

MGC  required  the  GoG  to  meet  a  set 
of  five  policy  reform  milestones  prior  to 
presenting  the  Compact  to  the  Board  for 
approval.  In  line  with  its  commitment  to 


^See  footnote  2. 
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the  Compact,  the  GoG  has  met  each  of 
these  milestones,  as  described  below. 

•  Approval  of  the  Gas  Sector  Action 
Plan.  An  acceptable  short-term  Gas 
Sector  Action  Plan  was  submitted  to 
MGC  by  the  Minister  of  Energy  and 
Petroleum.  The  GoG,  with  the  support 
of  the  World  Bank,  is  currently  drafting 
a  comprehensive  long-term  gas  sector 
master  plan,  which  will  be  complete  by 
the  end  of  2014.  Approval  of  the  terms 
of  that  gas  sector  master  plan  by  MCG 
and  its  adoption  by  the  GoG  are 
conditions  to  entry  into  force  of  the 
Compact. 

•  Finalize  the  Jubilee  gas  supply 
agreement.  The  Ghana  National  Gas 
Company  (“GNGC”)  and  Jubilee 
Partners  have  signed  the  agreement 
related  to  infrastructure  needed  for  gas 
supply  from  the  Jubilee  gas  fields.  This 
agreement  facilitates  the  completion  of 
infrastructure  by  GNGC  that 
complements  private  sector 
infrastructure  and  is  a  necessary 
predicate  to  commercial  agreements  to 
be  signed  in  the  future. 

•  Agree  to  PSP  option  for  EGG  and 
NEDGo.  The  details  of  the  agreement 
were  discussed  during  Compact 
negotiations  and  are  memorialized  in 
the  compact  document. 

•  Submit  an  action  plan  to 
substantially  reduce  GoG  arrears  to  EGG 
and  implement  plan  to  move 
Government  Ministries,  Departments 
and  Agencies  to  regular  and  current 
payment  of  utility  bills.  The  Minister  of 
Finance  provided  a  letter  to  MCC  on 
June  30,  2014  detailing  the  total  amount 
of  arrears  owed  to  ECG  by  the  GoG  and 
outlining  a  projected  path  to  repayment. 

•  Continue  quarterly  tariff 
adjustments.  Ghana’s  utility  regulator, 
the  Public  Utilities  Regulatory 
Commission,  announced  a  quarterly 
tariff  adjustment  on  June  27,  2014.  The 
new  tariff  took  effect  on  July  1,  2014. 

These  were  not  easy  milestones  to 
meet,  and  they  are  instrumental  to 
achieving  the  deep  and  lasting  change 
MCC  and  the  GoG  want  to  achieve  in 
the  energy  sector  through  the  Compact. 
MCC  is  confident  that  the  GoG’s  strong 
commitment  to  reform  will  continue  as 
the  Program  moves  forward. 

[FR  Doc.  2014-19196  Filed  8-13-14;  8:45  am] 
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NATIONAL  AERONAUTICS  AND 
SPACE  ADMINISTRATION 

[Notice  14-080] 

NASA  Advisory  Council;  Human 
Exploration  Operations  Committee; 
Research  Subcommittee;  Meeting 

AGENCY:  National  Aeronautics  and 
Space  Administration. 

ACTION:  Notice  of  meeting. 

SUMMARY:  In  accordance  with  the 
Federal  Advisory  Committee  Act,  Public 
Law  92-462,  as  amended,  the  National 
Aeronautics  and  Space  Administration 
(NASA)  announces  a  meeting  of  the 
Research  Subcommittee  of  the  Human 
Exploration  and  Operations  Committee 
(HEOC)  of  the  NASA  Advisory  Council 
(NAC).  This  Subcommittee  reports  to 
the  HEOC. 

DATES:  Friday,  September  12,  2014, 

10:00  a.m.  to  4:00  p.m..  Local  Time. 
ADDRESSES:  NASA  Headquarters,  Room 
7H41A,  300  E  Street  SW.,  Washington, 
DC  20546. 

FOR  FURTHER  INFORMATION  CONTACT:  Dr. 

Bradley  Carpenter,  Human  Exploration 
and  Operations  Mission  Directorate, 
NASA  Headquarters,  Washington,  DC 
20546  (202)  358-0826,  or  bcarpenter® 
nasa.gov. 

SUPPLEMENTARY  INFORMATION:  The 

meeting  will  be  open  to  the  public  up 
to  the  capacity  of  the  room.  This 
meeting  is  also  available  telephonically 
and  by  WebEx.  Any  interested  person 
may  call  the  USA  toll  free  conference 
call  number  844-467-6272  or  toll 
number  720-259-6462,  pass  code 
136444,  to  participate  in  this  meeting  by 
telephone.  The  WebEx  link  is  https:// 
nasa.webex.com/,  the  meeting  number 
is  990  340  786,  and  the  password  is 
Friday0912# 

The  agenda  for  the  meeting  includes 
the  following  topics: 

— Omics  and  Open  Science  Status 
— ISS  National  Laboratory  Overview 
— International  Cooperation  in  Space 
Research 

Attendees  will  be  requested  to  sign  a 
register  and  to  comply  with  NASA 
security  requirements,  including  the 
presentation  of  a  valid  picture  ID  to 
Security  before  access  to  NASA 
Headquarters.  Foreign  nationals 
attending  this  meeting  will  be  required 
to  provide  a  copy  of  their  passport  and 
visa  in  addition  to  providing  the 
following  information  no  less  than  10 
working  days  prior  to  the  meeting:  Full 
name;  gender;  date/place  of  birth; 
citizenship;  visa  information  (number, 
type,  expiration  date);  passport 
information  (number,  country. 


expiration  date);  employer/affiliation 
information  (name  of  institution, 
address,  country,  telephone);  title/ 
position  of  attendee;  and  home  address 
to  Dr.  Bradley  Carpenter  via  email  at 
bcarpenter@nasa.gov  or  by  fax  at  (202) 
358-2886.  U.S.  citizens  and  Permanent 
Residents  (green  card  holders)  are 
requested  to  submit  their  name  and 
affiliation  3  working  days  prior  to  the 
meeting  to  Dr.  Carpenter.  It  is 
imperative  that  the  meeting  be  held  on 
these  dates  to  accommodate  the 
scheduling  priorities  of  the  key 
participants. 

Patricia  D.  Rausch, 

Advisory  Committee  Management  Officer, 
National  Aeronautics  and  Space 
Administration. 

|FR  Doc.  2014-19237  Filed  8-13-14;  8:45  am] 
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NATIONAL  AERONAUTICS  AND 
SPACE  ADMINISTRATION 

[Notice  (14-079)1 

NASA  International  Space  Station 
Advisory  Committee;  Meeting 

AGENCY:  National  Aeronautics  and 
Space  Administration  (NASA). 

ACTION:  Notice  of  Meeting. 

SUMMARY:  In  accordance  with  the 
Federal  Advisory  Committee  Act,  Public 
Law  92-463,  as  amended,  the  National 
Aeronautics  and  Space  Administration 
announces  a  meeting  of  the  NASA 
International  Space  Station  (ISS) 
Advisory  Committee.  The  purpose  of 
the  meeting  is  to  review  all  aspects 
related  to  the  safety  and  operational 
readiness  of  the  ISS,  and  to  assess  the 
possibilities  for  using  the  ISS  for  future 
space  exploration. 

DATES:  Tuesday,  September  9,  2014, 
1:00-2:00  p.m..  Local  Time. 

ADDRESSES:  NASA  Headquarters, 
Conference  Center  CU24,  300  E  Street 
SW.,  Washington,  DC  20546.  Note: 

CU24  is  located  in  the  Conference 
Center  on  the  Concourse-level  of  NASA 
Headquarters. 

FOR  FURTHER  INFORMATION  CONTACT:  Mr. 

Creg  Mann,  Office  of  International  and 
Interagency  Relations,  (202)  358-5140, 
NASA  Headquarters,  Washington,  DC 
20546-0001. 

SUPPLEMENTARY  INFORMATION:  This 
meeting  will  be  open  to  the  public  up 
to  the  seating  capacity  of  the  room.  This 
meeting  is  also  accessible  via 
teleconference.  To  participate 
telephonically,  please  contact  Mr.  Greg 
Mann  (202-358-5140)  before  4:30  p.m., 
local  time,  September  8,  2014.  You  will 
need  to  provide  your  name,  affiliation. 
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and  phone  number.  Attendees  will  be 
requested  to  sign  a  register  and  to 
comply  with  NASA  security 
requirements,  including  the 
presentation  of  a  valid  picture  ID  to 
Security  before  access  to  NASA 
Headquarters.  Foreign  nationals 
attending  this  meeting  will  be  required 
to  provide  a  copy  of  their  passport  and 
visa  in  addition  to  providing  the 
following  information  no  less  than  10 
working  days  prior  to  the  meeting:  full 
name;  gender;  date/place  of  birth; 
citizenship;  visa  information  (number, 
type,  expiration  date);  passport 
information  (number,  country, 
expiration  date);  employer/affiliation 
information  (name  of  institution, 
address,  country,  telephone);  title/ 
position  of  attendee;  and  home  address 
to  Mr.  Mann  via  email  at  gmann® 
nasa.gov  or  by  telephone  at  (202)  358- 
5140  or  fax  at  (202)  358-3030.  U.S. 
citizens  and  permanent  residents  (green 
card  holders)  are  requested  to  submit 
their  name  and  affiliation  3  working 
days  prior  to  the  meeting  to  Mr.  Mann. 
It  is  imperative  that  the  meeting  be  held 
on  this  date  to  accommodate  the 
scheduling  priorities  of  the  key 
participants. 

Patricia  D.  Rausch, 

Advisory  Committee  Management  Officer, 
National  Aeronautics  and  Space 
Administration. 

[FR  Doc.  2014-19236  Filed  8-13-14;  8:45  am] 

BILLING  CODE  7510-13-P 


NUCLEAR  REGULATORY 
COMMISSION 

[Docket  No.  030-28641 ;  NRC-2014-0160] 

Department  of  the  Air  Force,  Kirtland 
Air  Force  Base,  New  Mexico 

AGENCY:  Nuclear  Regulatory 
Commission. 

ACTION;  Environmental  assessment  and 
finding  of  no  significant  impact;  notice 
of  availability. 

SUMMARY:  The  U.S.  Nuclear  Regulatory 
Commission  (NRC)  is  considering  an 
amendment  to  License  No.  42-23539- 
OlAF  (Docket  No.  030-28641)  which 
authorizes  the  unrestricted  release  of 
Radioactive  Waste  Site  RW-06  at 
Kirtland  Air  Force  Base.  The  NRC  has 
reviewed  the  Department  of  the  Air 
Force’s  final  status  survey  report  and 
conducted  an  independent  confirmatory 
survey  of  the  site.  The  NRC  concludes 
that  the  site  meets  the  radiological 
criteria  established  in  regulations  for 
unrestricted  use.  The  NRC  plans  to 
approve  the  final  status  surx^ey  report 
and  issue  an  amendment  to  the  license 


which  allows  Site  RW-06  to  be  released 
for  unrestricted  use. 

ADDRESSES:  Please  refer  to  Docket  ID 
NRC-2014-0160  when  contacting  the 
NRC  about  the  availability  of 
information  regarding  this  document. 
You  may  obtain  publicly-available 
information  related  to  this  document 
using  any  of  the  following  methods: 

•  Federal  Rulemaking  Web  site:  Go  to 
http://wwnv.regulations.gov  and  search 
for  Docket  ID  NRC-2014-0160.  Address 
questions  about  NRC  dockets  to  Carol 
Gallagher;  telephone:  301-287-3422; 
email:  Carol.GaIlagher@nrc.gov.  For 
technical  questions,  contact  the 
individual  listed  in  the  FOR  FURTHER 
INFORMATION  CONTACT  section  of  this 
document. 

•  NRC’s  Agencywide  Documents 
Access  and  Management  System 
(ADAMS):  You  may  obtain  publicly- 
available  documents  online  in  the 
ADAMS  Public  Documents  collection  at 
http ;// wwnv.  n  rc  .gov/reading-rm  / 
adams.html.  To  begin  the  search,  select 
“ADAMS  Public  Documents”  and  then 
select  “Begin  Web-based  ADAMS 
Search.”  For  problems  with  ADAMS, 
please  contact  the  NRC’s  Public 
Document  Room  (PDR)  reference  staff  at 
1-800-397-4209, 301-415-4737,  or  by 
email  to  pdr.resource@nrc.gov.  For  the 
convenience  of  the  reader,  the  ADAMS 
accession  numbers  are  provided  in  a 
table  in  the  “Availability  of  Documents’’ 
section  of  this  document. 

•  NRC’s  PDR:  You  may  examine  and 
purchase  copies  of  public  documents  at 
the  NRC’s  PDR,  Room  01-F21,  One 
White  Flint  North,  11555  Rockville 
Pike,  Rockville,  Maryland  20852. 

FOR  FURTHER  INFORMATION  CONTACT:  Ray 
L.  Kellar,  Division  of  Nuclear  Materials 
Safety,  Region  IV,  telephone:  817-200- 
1191,  email:  Ray.Kellar@nrc.gov;  U.S. 
Nuclear  Regulatory  Commission, 
Arlington,  Texas,  76011. 

SUPPLEMENTARY  INFORMATION: 

I.  Introduction 

The  NRC  is  issuing  a  license 
amendment  to  Material  License  No.  42- 
23539-OlAF,  issued  to  the  Department 
of  the  Air  Force  (the  licensee),  to 
authorize  release  of  Radioactive  Waste 
Site  RW-06  at  Kirtland  Air  Force  Base, 
New  Mexico,  for  unrestricted  use,  and 
has  prepared  an  Environmental 
Assessment  (EA)  in  support  of  this 
amendment  in  accordance  with  the 
requirements  of  Part  51  of  Title  10  of  the 
Code  of  Federal  Regulations.  Based  on 
the  EA,  the  NRC  has  concluded  that  a 
Finding  of  No  Significant  Impact 
(FONSI)  is  appropriate.  The  license 
amendment  will  be  issued  following  the 
publication  of  this  Notice. 


II.  EA  Summary 

The  purpose  of  the  proposed  license 
amendment  is  to  authorize  the  release  of 
the  licensee’s  Radioactive  Waste  Site 
RW-06  for  unrestricted  use  and  to  allow 
the  licensee  to  remove  this  site  from  its 
license.  The  licensee  was  previously 
authorized  by  the  NRC  to  possess 
radioactive  materials  at  the  RW-06  site. 
These  radioactive  materials  include 
buried  wastes  from  previous  laboratory 
operations.  The  licensee  remediated  the 
site  in  2009.  On  November  3,  2011,  the 
licensee  requested  that  NRC  release  the 
site  for  unrestricted  use.  In  response,  the 
NRC  proceeded  to  confirm  if  the 
licensee  conducted  surveys  of  the 
facility  and  provided  sufficient 
information  to  the  NRC  to  demonstrate 
that  the  site  meets  the  license 
termination  criteria  in  Subpart  E  of  Part 
20  of  Title  10  of  the  Code  of  Federal 
Regulations  (10  CFR)  for  unrestricted 
release. 

The  NRC  conducted  an  environmental 
assessment  of  this  decommissioning 
project  as  required  by  10  CFR  51.21.  The 
staff  has  prepared  this  EA  and 
associated  Technical  Evaluation  Report 
in  support  of  the  proposed  license 
amendment.  In  summary,  the  NRC  staff 
concluded  that  the  licensee  designed 
and  implemented  the  final  status  survey 
plan  using  the  guidance  provided  in 
NUREG-1575,  “Multi-Agency  Radiation 
Survey  and  Site  Investigation  Manual 
(MARSSIM).’’  The  NRC  staff  confirmed 
that  the  licensee  implemented  the  final 
status  survey  as  stipulated  in  the  survey 
plan,  and  the  licensee  submitted  a  final 
status  survey  report  to  the  NRC  as 
required  by  10  CFR  30.36(j).  The  results 
of  the  amended  final  status  survey 
report  indicate  that  Radioactive  Waste 
Site  RW-06  meets  the  derived 
concentration  guideline  level  criteria 
specified  in  MARSSIM  and  NUREG— 
1757,  “Consolidated  Decommissioning 
Guidance,’’  Volume  1.  The  NRC  staff 
conducted  a  confirmatory  survey  during 
March  2011,  confirming  that  the 
licensee  had  effectively  remediated  the 
site. 

Section  20.1402  states  that  a  site  will 
be  considered  acceptable  for 
unrestricted  use  if  the  residual 
radioactivity  that  is  distinguishable 
from  background  radiation  results  in  a 
total  effective  dose  equivalent  to  an 
average  member  of  the  critical  group 
that  does  not  exceed  25  millirems  (0.25 
milliSieverts)  per  year.  The  licensee’s 
final  status  survey  report  documents 
that  Radioactive  Waste  Site  RW-06 
meets  the  criteria  established  in  10  CFR 
20.1402.  The  NRC  has  reviewed  and 
approved  the  final  status  survey  report, 
and  the  NRC  has  conducted  a 
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confirmatory  survey  to  confirm  the 
licensee’s  survey  results.  Therefore, 
Radioactive  Waste  Site  RW-06  can  be 
released  by  the  licensee  for  unrestricted 
use. 

The  State  of  New  Mexico  was  offered 
an  opportunity  to  review  and  comment 
on  the  draft  EA,  FONSI,  and  Technical 
Evaluation  Report  used  to  support  the 
licensing  action.  The  State  provided  the 
NRC  with  comments  by  letter  dated 


January  30,  2014.  The  State  had 
questions  and  comments  on  the 
radioactive  contaminants  as  they  relate 
to  the  release  of  Site  RW-06  for 
unrestricted  use  based  on  dose.  The 
Department  of  the  Air  Force  responded 
to  the  State’s  comments  by 
Memorandum  dated  April  8,  2014.  The 
State  had  no  further  comments  on  this 
EA  and  FONSI. 


III.  Finding  of  No  Significant  Impact 

On  the  basis  of  the  EA,  the  NRC  has 
concluded  that  there  are  no  significant 
environmental  impacts  from  the 
proposed  amendment  and  has 
determined  not  to  prepare  an 
environmental  impact  statement. 

IV.  Availability  of  Documents 

The  ADAMS  accession  numbers  for 
the  documents  related  to  this  notice  are: 


Document 


ADAMS 
accession  No. 


U.S.  Nuclear  Regulatory  Commission,  NUREG-1575,  Revision  1,  “Multi-Agency  Radiation  Survey  and  Site  Investigation  Manual 
(MARSSIM),”  August  2000. 

U.S.  Nuclear  Regulatory  Commission,  NUREG-1757,  Volume  1,  Revision  2,  “Consolidated  Decommissioning  Guidance,”  Sep¬ 
tember  2006. 

U.S.  Nuclear  Regulatory  Commission,  NRC  Inspection  Report  030-28641/11-002,  June  29,  2011  . 

Department  of  the  Air  Force,  Final  Status  Survey  Report,  Site  RW-06,  Kirtland  Air  Force  Base,  Albuquerque,  New  Mexico,  No¬ 
vember  3,  201 1 . 

U.S.  Nuclear  Regulatory  Commission,  Request  for  Additional  Information  About  the  Department  of  Air  Force’s  Final  Status  Sur¬ 
vey  Report  for  Site  RW-06  at  Kirtland  Air  Force  Base,  July  26,  2012. 

Department  of  the  Air  Force,  Additional  Information  to  Support  Final  Status  Survey  for  Site  RW-06,  Kirtland  Air  Force  Base, 
New  Mexico,  October  11,  2012. 

New  Mexico  Environment  Department,  Request  for  Comment  on  Draft  Environmental  Assessment  for  Decommissioning  at 
Kirtland  Air  Force  Base,  January  30,  2014. 

Department  of  the  Air  Force,  Response  to  Request  for  Comments  on  Draft  Environmental  Assessment  for  Decommissioning 
Kirtland  Air  Force  Base,  April  8,  2014. 


ML082310759 

ML063000243 

Mill  1801 367 
ML11363A116 

ML12208A175 

ML13186A161 

ML14064A359 

ML14120A421 


Dated  at  Arlington,  Texas  this  01st  day  of 
August  2014. 

For  the  Nuclear  Regulatory  Commission. 

Ray  L.  Kellar, 

Chief,  Repository  and  Spent  Fuel  Safety 
Branch,  Division  of  Nuclear  Materials  Safety, 
Region  IV. 

|FR  Doc.  2014-19280  Filed  8-13-14;  8:45  am) 

BILLING  CODE  7590-01-P 


NUCLEAR  REGULATORY 
COMMISSION 

[Docket  Nos.  50-250  and  50-251;  NRC- 
2014-0176] 

Florida  Power  &  Light  Company; 
Turkey  Point  Nuclear  Generating  Units 
3  and  4 

AGENCY:  Nuclear  Regulatory 
Commission. 

ACTION:  License  amendment;  issuance, 
opportunity  to  request  a  hearing,  and 
petition  for  leave  to  intervene. 

SUMMARY:  The  U.S.  Nuclear  Regulatory 
Commission  (NRC)  approved  a  request 
by  Florida  Power  &  Light  Company  (the 
licensee)  for  amendments  to  Renewed 
Facility  Operating  License  Nos.  DPR-31 
and  DPR-41,  issued  to  the  licensee  for 
operation  of  Turkey  Point  Nuclear 
Cenerating  Units  3  and  4  (Turkey  Point), 
located  in  Miami-Dade  County,  Florida. 
The  amendments  revise  the  ultimate 
heat  sink  (UHS)  water  temperature  limit 
in  the  Turkey  Point  Technical 


Specifications  (TSs)  from  100  to  104 
degrees  Fahrenheit  (°F)  and  revise 
surveillance  requirements  for 
monitoring  the  UHS  temperature  and 
component  cooling  water  (CCW)  heat 
exchangers.  The  amendments  also  made 
editorial  changes  to  the  TSs.  The  Staff 
finds  that  the  application  for  the  license 
amendments  complies  with  the 
requirements  of  the  Atomic  Energy  Act 
of  1954,  as  amended,  and  the  NRC’s 
regulations. 

DATES:  A  requests  for  a  hearing  or 
petition  for  leave  to  intervene  must  be 
filed  by  October  14,  2014. 

ADDRESSES:  Please  refer  to  Docket  ID 
NRC-20 14-01 76  when  contacting  the 
NRC  about  the  availability  of 
information  regarding  this  document. 
You  may  obtain  publicly-available 
information  related  to  this  document 
using  any  of  the  following  methods: 

•  Federal  Rulemaking  Web  site:  Go  to 
http://www.regulations.gov  and  search 
for  Docket  ID  NRC-2014-0176.  Address 
questions  about  NRC  dockets  to  Carol 
Gallagher;  telephone:  301-287-3422; 
email:  Carol.Gallagher@nrc.gov.  For 
technical  questions,  contact  the 
individual  listed  in  the  FOR  FURTHER 
INFORMATION  CONTACT  section  of  this 
document. 

•  NRC’s  Agencywide  Documents 
Access  and  Management  System 
(ADAMS):  You  may  obtain  publicly 
available  documents  online  in  the 
ADAMS  Public  Documents  collection  at 


http://www.nrc.gov/reading-rm/ 
adams.html.  To  begin  the  search,  select 
“ADAMS  Public  Documents”  and  then 
select  “Begin  Web-based  ADAMS 
Search.”  For  problems  with  ADAMS, 
please  contact  the  NRC’s  Public 
Document  Room  (PDR)  reference  staff  at 
1-800-397-4209,  301-415-4737,  or  by 
email  to  pdr.resource@nrc.gov.  For  the 
convenience  of  the  reader,  the  ADAMS 
accession  numbers  for  each  document 
referenced  in  this  document  (if  that 
document  is  available  in  ADAMS)  are 
provided  in  a  table  in  the  “Availability 
of  Documents”  section  of  this 
document. 

•  NRC’s  PDR:  You  may  examine  and 
purchase  copies  of  public  documents  at 
the  NRC’s  PDR,  Room  01-F21,  One 
White  Flint  North,  11555  Rockville 
Pike,  Rockville,  Maryland  20852. 

FOR  FURTHER  INFORMATION  CONTACT: 
Audrey  Klett,  Office  of  Nuclear  Reactor 
Regulation,  U.S.  Nuclear  Regulatory 
Commission,  Washington  DC  20555- 
0001;  telephone:  301-^15-0489,  email: 
A  u  drey.Klett@nrc.gov. 

SUPPLEMENTARY  INFORMATION: 

I.  Introduction 

The  NRC  issued  amendments  to 
Renewed  Facility  Operating  License 
Nos.  DPR-31  and  DPR-41,  issued  to 
Florida  Power  &  Light  Company,  for 
operation  of  the  Turkey  Point  Nuclear 
Generating  Units  3  and  4,  located  in 
Miami-Dade  County,  Florida.  The 
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amendments  revise  the  UHS  water 
temperature  limit  in  the  Turkey  Point 
TSs  from  100  to  104  °F  and  revise 
surveillance  requirements  for 
monitoring  the  UHS  temperature  and 
CCW  heat  exchangers.  The  amendments 
also  made  editorial  changes  to  the  TSs. 
The  Staff  finds  that  the  application  for 
the  license  amendments  complies  with 
the  requirements  of  the  Atomic  Energy 
Act  of  1954,  as  amended,  and  the  NRC’s 
regulations.  Copies  of  the  Staff’s 
evaluation  may  be  obtained  and 
examined  at  ADAMS  Accession  No. 
ML14199A107. 

In  its  letters  dated  July  10,  and  July 
17,  2014,  the  licensee  stated  that  the 
UHS  temperature  has  approached  the 
current  TS  limit  of  100  The  licensee 
stated  that  the  UHS  temperature  has 
been  trending  higher  than  historical 
averages  in  part  because  of  reduced 
water  levels  caused  by  unseasonably  dry 
weather  and  because  of  reduced  cooling 
efficiency  caused  by  an  algae  bloom  of 
concentrations  higher  than  previously 
obserx^ed.  The  licensee  requested  a 
timely  review  of  its  application  to  avoid 
a  dual  unit  shutdown  that  could  affect 
grid  reliability.  Therefore,  the  licensee 
requested  that  the  NRC  process  the 
license  amendment  requests  under 
emergency  circumstances  in  accordance 
with  §50.91(aK5)  of  Title  10  of  the  Code 
of  Federal  Regulations  (10  CFR).  The 
Staff  considered  the  circumstances  (i.e. 
the  dry  weather,  UHS  temperature,  algae 
concentration,  and  grid  reliability!  and 
found  exigent  circumstances  exist,  in 
that  a  licensee  and  the  Commission 
must  act  quickly  and  that  time  does  not 
permit  the  Commission  to  publish  a 
Federal  Register  notice  allowing  30 
days  for  prior  public  comment.  The 
Staff  also  determined  that  the 
amendment  involves  no  significant 
hazards  considerations.  Accordingly, 
pursuant  to  10  CFR  50.91(a){6)(i)(A),  the 
Commission  published  a  notice  of  an 
opportunity  for  hearing  and  notice  for 
prior  public  comment  on  its  proposed 
determination  that  no  significant 
hazards  consideration  is  involved;  the 
notice  was  published  in  the  Federal 
Register  on  July  30,  2014  (79  FR  44214J. 

The  licensee’s  supplements  dated  July 
22,  July  24,  July  26,  and  July  28,  2014, 
provided  additional  information  that 
clarified  the  application,  did  not  expand 
the  scope  of  the  application  as  originally 
noticed,  and  did  not  change  the  NRC 
staffs  original  proposed  no  significant 
hazards  consideration  determination  as 
published  in  the  Federal  Register  on 
July  30,  2014.  However,  on  July  29, 

2014,  the  licensee  supplemented  its 
amendment  request  with  a  proposed 
change  that  did  increase  the  scope  of  the 
request  and  affected  the  proposed  no 


significant  hazards  consideration 
published  in  the  Federal  Register  on 
July  30,  2014.  Therefore,  after 
considering  the  continued  exigent 
circiunstances  related  to  the  dry 
weather,  UHS  temperature,  algae 
concentration,  and  grid  reliability,  and 
pursuant  to  10  CFR  50.91(a)(6)(i)(B),  the 
Staff  used  local  media  to  provide 
reasonable  notice  to  the  public  in  the 
area  surrounding  the  licensee’s  facility 
of  the  amendment  request  and  the 
proposed  determination  that  no 
significant  hazards  consideration  is 
involved,  and  provided  a  shortened 
comment  period.  The  licensee’s 
supplement  dated  August  4,  2014, 
provided  additional  information  that 
clarified  the  application,  did  not  expand 
the  scope  of  the  application  as  noticed 
in  the  newspapers,  and  did  not  change 
the  NRC  staff’s  revised  proposed  no 
significant  hazards  consideration 
determination  as  published  in  the 
newspapers  local  to  the  Turkey  Point 
site.  No  comments  have  been  received. 

Because  of  the  unpredictable  nature  of 
the  dry  weather,  the  UHS  temperature, 
algae  concentration,  and  grid  reliability, 
the  NRC  determined  that  the  exigent 
circumstances  remain.  Therefore,  the 
NRC  is  issuing  the  amendments  prior  to 
the  expiration  of  the  superseded  14-day 
comment  period  published  in  the  initial 
Federal  Register  notice  (FRNJ  (79  FR 
44214,  July  30,  2014).  No  request  for  a 
hearing  or  petition  for  leave  to  intervene 
was  filed  based  on  the  superseded  FRN. 
To  prevent  any  confusion  about  the  time 
to  request  a  hearing,  which  may  have 
been  caused  by  the  original 
(superseded)  FRN,  the  NRC  is  now 
resetting  the  period  to  request  a  hearing 
or  petition  for  leave  to  inter\'ene. 

II.  Opportunity  To  Request  a  Hearing 
and  Petition  for  Leave  To  Intervene 

Within  60  days  after  the  date  of 
publication  of  this  Federal  Register 
notice,  any  person  whose  interest  may 
be  affected  by  this  proceeding  and  who 
desires  to  participate  as  a  party  in  the 
proceeding  must  file  a  written  request 
for  hearing  or  a  petition  for  leave  to 
intervene  specifying  the  contentions 
which  the  person  seeks  to  have  litigated 
in  the  hearing  with  respect  to  the 
license  amendment  request.  Requests 
for  hearing  and  petitions  for  leave  to 
intervene  shall  be  filed  in  accordance 
with  the  NRC’s  “Agency  Rules  of 
Practice  and  Procedure”  in  10  CFR  part 
2.  Interested  person(s)  should  consult  a 
current  copy  of  10  CFR  2.309,  which  is 
available  at  the  NRC’s  PDR.  The  NRC’s 
regulations  are  accessible  electronically 
from  the  NRC  Library  on  the  NRC’s  Web 
site  at  http://vinv\\'. nrc.gov/reading-rm/ 
d  oc-collecti  on  s/cfr/. 


As  required  by  10  CFR  2.309,  a 
request  for  hearing  or  petition  for  leave 
to  intervene  must  set  forth  with 
particularity  the  interest  of  the 
petitioner  in  the  proceeding  and  how 
that  interest  may  be  affected  by  the 
results  of  the  proceeding.  A  request  for 
hearing  or  petition  for  leave  to  intervene 
must  state:  (1)  The  name,  address,  and 
telephone  number  of  the  requestor  or 
petitioner;  (2)  the  natme  of  the 
requestor’s/petitioner’s  right  under  the 
Act  to  be  made  a  party  to  the 
proceeding;  (3)  the  nature  and  extent  of 
the  requestor’s/petitioner’s  property, 
financial,  or  other  interest  in  the 
proceeding;  and  (4)  the  possible  effect  of 
any  decision  or  order  which  may  be 
entered  in  the  proceeding  on  the 
requestor’s/petitioner’s  interest. 

For  each  contention,  the  requestor/ 
petitioner  must  provide  a  specific 
statement  of  the  issue  of  law  or  fact  to 
be  raised  or  controverted,  as  well  as  a 
brief  explanation  of  the  basis  for  the 
contention.  Additionally,  the  requestor/ 
petitioner  must  demonstrate  that  the 
issue  raised  by  each  contention  is 
within  the  scope  of  the  proceeding  and 
is  material  to  the  findings  that  the  NRC 
must  make  to  support  the  granting  of  a 
license  amendment  in  response  to  the 
application.  The  hearing  request  or 
petition  must  also  include  a  concise 
statement  of  the  alleged  facts  or  expert 
opinion  that  support  the  contention  and 
on  which  the  requestor/petitioner 
intends  to  rely  at  the  hearing,  together 
with  references  to  those  specific  sources 
and  documents.  The  hearing  request  or 
petition  must  provide  sufficient 
information  to  show  that  a  genuine 
dispute  exists  with  the  applicant  on  a 
material  issue  of  law  or  fact,  including 
references  to  specific  portions  of  the 
application  for  amendment  that  the 
petitioner  disputes  and  the  supporting 
reasons  for  each  dispute.  If  the 
requestor/petitioner  believes  that  the 
application  for  amendment  fails  to 
contain  information  on  a  relevant  matter 
as  required  by  law,  the  requestor/ 
petitioner  must  identify  each  failure  and 
the  supporting  reasons  for  the 
requestor’s/petitioner’s  belief.  Each 
contention  must  be  one  which,  if 
proven,  would  entitle  the  requestor/ 
petitioner  to  relief.  A  requestor/ 
petitioner  who  does  not  satisfy  these 
requirements  for  at  least  one  contention 
will  not  be  permitted  to  participate  as  a 
party. 

Those  permitted  to  intervene  become 
parties  to  the  proceeding,  subject  to  any 
limitations  in  the  order  granting  leave  to 
intervene,  and  have  the  opportunity  to 
participate  fully  in  the  conduct  of  the 
hearing  with  respect  to  resolution  of 
that  person’s  admitted  contentions. 
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including  the  opportunity  to  present 
evidence  and  to  submit  a  cross- 
examination  plan  for  cross-examination 
of  witnesses,  consistent  with  NRC 
regulations,  policies,  and  procedures. 
The  Atomic  Safety  and  Licensing  Board 
will  set  the  time  and  place  for  any 
prehearing  conferences  and  evidentiary 
hearings,  and  the  appropriate  notices 
will  be  provided. 

Hearing  requests  or  petitions  for  leave 
to  intervene  must  be  filed  no  later  than 
60  days  from  the  date  of  publication  of 
this  notice.  Requests  for  hearing, 
petitions  for  leave  to  intervene,  and 
motions  for  leave  to  file  new  or 
amended  contentions  that  are  filed  after 
the  60-day  deadline  will  not  be 
entertained  absent  a  determination  by 
the  presiding  officer  that  the  filing 
demonstrates  good  cause  by  satisfying 
the  three  factors  in  10  CFR 
2.309(c)(lKi)-(iii). 

III.  Electronic  Submissions  (E-Filing) 

All  documents  filed  in  NRC 
adjudicatory  proceedings,  including  a 
request  for  hearing,  a  petition  for  leave 
to  intervene,  any  motion  or  other 
document  filed  in  the  proceeding  prior 
to  the  submission  of  a  request  for 
hearing  or  petition  to  intervene,  and 
documents  filed  by  interested 
governmental  entities  participating 
under  10  CFR  2.315(c),  must  be  filed  in 
accordance  with  the  NRC’s  E-Filing  rule 
(72  FR  49139;  August  28,  2007).  The  E- 
Filing  process  requires  participants  to 
submit  and  serve  all  adjudicatory 
documents  over  the  internet,  or  in  some 
cases  to  mail  copies  on  electronic 
storage  media.  Participants  may  not 
submit  paper  copies  of  their  filings 
unless  they  seek  an  exemption  in 
accordance  with  the  procedures 
described  below. 

To  comply  with  the  procedural 
requirements  of  E-Filing,  at  least  ten  10 
days  prior  to  the  filing  deadline,  the 
participant  should  contact  the  Office  of 
the  Secretary  by  email  at 
hearing.docket@nrc.gov,  or  by  telephone 
at  301-415-1677,  to  request  (1)  a  digital 
identification  (ID)  certificate,  which 
allows  the  participant  (or  its  counsel  or 
representative)  to  digitally  sign 
documents  and  access  the  E-Submittal 
server  for  any  proceeding  in  which  it  is 
participating;  and  (2)  advise  the 
Secretary  that  the  participant  will  be 
submitting  a  request  or  petition  for 
hearing  (even  in  instances  in  which  the 
participant,  or  its  counsel  or 
representative,  already  holds  an  NRC- 
issued  digital  ID  certificate).  Based  upon 
this  information,  the  Secretary  will 
establish  an  electronic  docket  for  the 
hearing  in  this  proceeding  if  the 


Secretary  has  not  already  established  an 
electronic  docket. 

Information  about  applying  for  a 
digital  ID  certificate  is  available  on  the 
NRC’s  public  Web  site  at  http:// 
www.nrc.gov/site-help/e-submittals/ 
getting-started.html.  System 
requirements  for  accessing  the  E- 
Submittal  server  are  detailed  in  the 
NRC’s  “Guidance  for  Electronic 
Submission,’’  which  is  available  on  the 
agency’s  public  Web  site  at  http:// 
www.nrc.gov/site-help/e- 
submittals.html.  Participants  may 
attempt  to  use  other  software  not  listed 
on  the  Web  site,  but  should  note  that  the 
NRC’s  E-Filing  system  does  not  support 
unlisted  software,  and  the  NRC  Meta 
System  Help  Desk  will  not  be  able  to 
offer  assistance  in  using  unlisted 
software. 

If  a  participant  is  electronically 
submitting  a  document  to  the  NRC  in 
accordance  with  the  E-Filing  rule,  the 
participant  must  file  the  document 
using  the  NRC’s  online,  Web-based 
submission  form.  In  order  to  serve 
documents  through  the  Electronic 
Information  Exchange  System,  users 
will  be  required  to  install  a  Web 
browser  plug-in  from  the  NRC’s  Web 
site.  Further  information  on  the  Web- 
based  submission  form,  including  the 
installation  of  the  Web  browser  plug-in, 
is  available  on  the  NRC’s  public  Web 
site  at  http://www.nrc.gov/site-help/e- 
submittals.html. 

Once  a  participant  has  obtained  a 
digital  ID  certificate  and  a  docket  has 
been  created,  the  participant  can  then 
submit  a  request  for  hearing  or  petition 
for  leave  to  intervene.  Submissions 
should  be  in  Portable  Document  Format 
(PDF)  in  accordance  with  NRC  guidance 
available  on  the  NRC’s  public  Web  site 
at  http://www.nrc.gov/site-help/e- 
submittals.html.  A  filing  is  considered 
complete  at  the  time  the  documents  are 
submitted  through  the  NRC’s  E-Filing 
system.  To  be  timely,  an  electronic 
filing  must  be  submitted  to  the  E-Filing 
system  no  later  than  11:59  p.m.  Eastern 
Time  on  the  due  date.  Upon  receipt  of 
a  transmission,  the  E-Filing  system 
time-stamps  the  document  and  sends 
the  submitter  an  email  notice 
confirming  receipt  of  the  document.  The 
E-Filing  system  also  distributes  an  email 
notice  that  provides  access  to  the 
document  to  the  NRC’s  Office  of  the 
General  Counsel  and  any  others  who 
have  advised  the  Office  of  the  Secretary 
that  they  wish  to  participate  in  the 
proceeding,  so  that  the  filer  need  not 
serve  the  documents  on  those 
participants  separately.  Therefore, 
applicants  and  other  participants  (or 
their  counsel  or  representative)  must 
apply  for  and  receive  a  digital  ID 


certificate  before  a  hearing  request/ 
petition  to  intervene  is  filed  so  that  they 
can  obtain  access  to  the  document  via 
the  E-Filing  system. 

A  person  filing  electronically  using 
the  NRC’s  adjudicatory  E-Filing  system 
may  seek  assistance  by  contacting  the 
NRC  Meta  System  Help  Desk  through 
the  “Contact  Us’’  link  located  on  the 
NRC’s  public  Web  site  at  http:// 
www.nrc.gov/site-help/e- 
submittals.html,  by  email  to 
MSHD.Resource@nrc.gov,  or  by  a  toll- 
free  call  at  1-866-672-7640.  The  NRC 
Meta  System  Help  Desk  is  available 
between  8  a.m.  and  8  p.m..  Eastern 
Time,  Monday  through  Friday, 
excluding  government  holidays. 

Participants  who  believe  that  they 
have  a  good  cause  for  not  submitting 
documents  electronically  must  file  an 
exemption  request,  in  accordance  with 
10  CFR  2.302(g),  with  their  initial  paper 
filing  requesting  authorization  to 
continue  to  submit  documents  in  paper 
format.  Such  filings  must  be  submitted 
by:  (1)  First  class  mail  addressed  to  the 
Office  of  the  Secretary  of  the 
Commission,  U.S.  Nuclear  Regulatory 
Commission,  Washington,  DC  20555- 
0001,  Attention:  Rulemaking  and 
Adjudications  Staff;  or  (2)  courier, 
express  mail,  or  expedited  delivery 
service  to  the  Office  of  the  Secretary, 
Sixteenth  Floor,  One  White  Flint  North, 
11555  Rockville  Pike,  Rockville, 
Maryland,  20852,  Attention: 

Rulemaking  and  Adjudications  Staff. 
Participants  filing  a  document  in  this 
manner  are  responsible  for  serving  the 
document  on  all  other  participants. 
Filing  is  considered  complete  by  first- 
class  mail  as  of  the  time  of  deposit  in 
the  mail,  or  by  courier,  express  mail,  or 
expedited  delivery  service  upon 
depositing  the  document  with  the 
provider  of  the  service.  A  presiding 
officer,  having  granted  an  exemption 
request  from  using  E-Filing,  may  require 
a  participant  or  party  to  use  E-Filing  if 
the  presiding  officer  subsequently 
determines  that  the  reason  for  granting 
the  exemption  from  use  of  E-Filing  no 
longer  exists. 

Documents  submitted  in  adjudicatory 
proceedings  will  appear  in  the  NRC’s 
electronic  hearing  docket  which  is 
available  to  the  public  at  http:// 
ehdl.nrc.gov/ehd/,  unless  excluded 
pursuant  to  an  order  of  the  Commission, 
or  the  presiding  officer.  Participants  are 
requested  not  to  include  personal 
privacy  information,  such  as  social 
security  numbers,  home  addresses,  or 
home  phone  numbers  in  their  filings, 
unless  an  NRC  regulation  or  other  law 
requires  submission  of  such 
information.  However,  a  request  to 
intervene  will  require  including 
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information  on  local  residence  in  order 
to  demonstrate  a  proximity  assertion  of 
interest  in  the  proceeding.  With  respect 
to  copyrighted  works,  except  for  limited 
excerpts  that  serx^e  the  purpose  of  the 
adjudicatory  filings  and  would 
constitute  a  Fair  Use  application. 


participants  are  requested  not  to  include 
cop3Tighted  materials  in  their 
submission. 

IV.  Availability  of  Documents 

The  following  table  identifies  the 
documents  cited  in  this  document  and 


related  to  the  issuance  of  the 
amendments.  These  documents  are 
available  for  public  inspection  online 
through  ADAMS  at  http://www.nrc.gov/ 
reading-rm/adams.html  or  in  person  at 
the  NRC’s  PDR  as  described  prewously. 


Document 


U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  Nuclear  Plant,  Units  3  and  4 — UHS  Amendment.  Dated  August  8,  2014  . 

Florida  Power  &  Light  Company: 

License  Amendment  Request  No.  231,  Application  to  Revise  Technical  Specifications  to  Revise  Ultimate  Heat  Sink  Tem¬ 
perature  Limit.  Dated  July  10,  2014. 

Florida  Power  &  Light  Company: 

License  Amendment  Request  No.  231,  Application  to  Revise  Ultimate  Heat  Sink  Temperature  Limit — Request  for  Emer¬ 
gency  Approval.  Dated  July  17,  2014. 

Florida  Power  &  Light  Company: 

License  Amendment  Request  No.  231,  Application  to  Revise  Ultimate  Heat  Sink  Temperature  Limit — Supplement  1,  and 
Response  to  Request  for  Additional  Information.  Dated  July  22,  2014. 

Florida  Power  &  Light  Company: 

Response  to  Request  for  Additional  Information  Regarding  License  Amendment  Request  No.  231 ,  Application  to  Revise 
Technical  Specifications  to  Revise  Ultimate  Heat  Sink  Temperature  Limit.  Dated  July  22,  2014. 

Florida  Power  &  Light  Company: 

Response  to  Containment  and  Ventilation  Branch  Request  for  Additional  Information,  Regarding  License  Amendment  Re¬ 
quest  No.  231,  Application  to  Revise  Ultimate  Heat  Temperature  Limit.  Dated  July  24,  2014. 

Florida  Power  &  Light  Company: 

Response  to  Request  for  Additional  Information  Regarding  License  Amendment  Request  No.  231,  Application  to  Revise 
Technical  Specifications  to  Revise  Ultimate  Heat  Sink  Temperature  Limit.  Dated  July  26,  2014. 

Florida  Power  &  Light  Company: 

Response  to  Request  for  Additional  Information  Regarding  License  Amendment  Request  No.  231,  Application  to  Revise 
Technical  Specifications  to  Revise  Ultimate  Heat  Sink  Temperature  Limit.  Dated  July  28,  2014. 

Florida  Power  &  Light  Company: 

License  Amendment  Request  No.  231,  Application  to  Revise  Ultimate  Heat  Sink  Temperature  Limit — Supplement  2,  and 
Response  to  Request  for  Additional  Information  (RAI-5  and  BOP  RAIs  5  and  5.1)  Dated  July  29,  2014. 

Florida  Power  &  Light  Company: 

Response  to  Containment  and  Ventilation  Branch  Request  for  Additional  Information  (RAI-5),  Regarding  License  Amend-  i 
ment  Request  No.  231,  Application  to  Revise  Ultimate  Heat  Sink  Temperature  Limit  Dated  August  4,  2014.  j 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information— LAR231  (TAC  MF4392  and  MF4393).  [1  of  2]  Dated  July  18, 
2014. 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information — LAR231  (TAC  MF4392  and  MF4393).  [2  of  2]  Dated  July  18, 
2014. 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information — LAR231  (TAC  MF4392  and  MF4393).  Dated  July  21 , 2014  . 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information— LAR231  (TAC  MF4392  and  MF4393).  Dated  July  22,  2014  . 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information — LAR231  (TAC  MF4392  and  MF4393).  Dated  July  25,  2014  . 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information — LAR231  (TAC  MF4392  and  MF4393).  Dated  July  26,  2014  . 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information— LAR231  (TAC  MF4392  and  MF4393).  Dated  July  28,  2014  . 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  3  and  4  Request  for  Additional  Information — LAR231  (TAC  MF4392  and  MF4393).  Dated  August  3,  2014  .... 
U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point  Nuclear  Generating  Unit  Nos.  3  and  4 — Individual  Notice  of  Consideration  of  Issuance  of  Amendments  to 
Renewed  Facility  Operating  Licenses,  Proposed  No  Significant  Hazards  Consideration  Determination,  and  Opportunity 
for  Hearing  (Exigent  Circumstances)  (TAC  Nos.  MF4392  and  MF4293).  Dated  July  24,  2014. 

U.S.  Nuclear  Regulatory  Commission: 

Public  Notice  NRC  Staff  Proposes  to  Amend  Renewed  Facility  Operating  Licenses  at  the  Turkey  Point  Nuclear  Gener¬ 
ating  Unit  Nos.  3  and  4.  Dated  July  31, 2014. 

U.S.  Nuclear  Regulatory  Commission: 

Turkey  Point,  Units  3  and  4,  Environmental  Assessment  and  Finding  of  No  Significant  Impact  Related  to  the  Ultimate 
Heat  Sink  Temperature  Limit  (TAC  NOS.  MF4392  and  MF4393).  Dated  July  28,  2014. 

‘Letter. 

“  Enclosure. 


Adams 

accession  No. 

ML14199A107 

ML14196A006 

ML14202A392 

ML14204A367 

ML14204A368 

ML14206A853 

ML14210A374 

ML14211A507 

ML14211A508 

ML14217A341 

ML14203A614 

ML14203A618 

ML14203A620 

ML14204A814 

ML14208A010 

ML14208A011 

ML14216A072 

ML14217A004 

ML14204A129* 
ML14199A111  “ 

ML14211A266 

ML14209A031  * 
ML14205A548** 
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Dated  at  Rockville,  Maryland,  this  8th  day 
of  August  2014, 

For  the  Nuclear  Regulatory  Commission. 
Lisa  M.  Regner, 

Acting  Chief,  Plant  Licensing  Branch  II-2, 
Division  of  Operating  Reactor  Licensing, 
Office  of  Nuclear  Reactor  Regulation. 

[FR  Doc.  2014-19282  Filed  8-13-14;  8:45  am) 
BILLING  CODE  7590-01-P 


NUCLEAR  REGULATORY 
COMMISSION 

[NRC-2014-0163] 

Setpoints  for  Safety-Related 
Instrumentation 

agency:  Nuclear  Regulatory 
Commission. 

ACTION:  Draft  regulatory  guide,  public 
meeting. 

SUMMARY:  The  U.S.  Nuclear  Regulatory 
Commission  (NRC)  plans  to  hold  a 
public  meeting  to  review  draft 
regulatory  guide  (DC)  1141,  “Setpoints 
for  Safety-Related  Instrumentation.” 
This  DC  is  proposed  Revision  4  of 
Regulatory  Guide  (RG)  1.105,  “Setpoints 
for  Safety-Related  Instrumentation.” 
DATES:  The  public  meeting  will  be  held 
on  August  14,  2014.  See  Section  II, 
Public  Meeting,  of  this  document  for 
more  information  on  the  meeting. 
ADDRESSES:  Please  refer  to  Docket  ID 
NRC-2014-0163  when  contacting  the 
NRC  about  the  availability  of 
information  regarding  this  document. 
You  may  obtain  publicly-available 
information  related  to  this  document 
using  any  of  the  following  methods: 

•  Federal  Rulemaking  Web  site:  Go  to 
http://www.reguiations.gov  and  search 
for  Docket  ID  NRC-2014-0163.  Address 
questions  about  NRC  dockets  to  Carol 
Gallagher;  telephone:  301-287-3422; 
email:  Carol.Gallagher@nrc.gov.  For 
technical  questions,  contact  the 
individual  listed  in  the  FOR  FURTHER 
INFORMATION  CONTACT  section  of  this 
document. 

•  NRC’s  Agencywide  Documents 
Access  and  Management  System 
(ADAMS):  You  may  obtain  publicly- 
available  documents  online  in  the 
ADAMS  Public  Documents  collection  at 
http ://  www.nrc.gov/rea  ding-rm/ 
adams.html.  To  begin  the  search,  select 
“ADAMS  Public  Documents”  and  then 
select  “Begin  Web-based  ADAMS 
Search.”  For  problems  with  ADAMS, 
please  contact  the  NRC’s  Public 
Document  Room  (PDR)  reference  staff  at 
1-800-397-4209,  301-415-4737,  or  by 
email  to  pdr.resource@nrc.gov.  The 
ADAMS  accession  number  for  each 
document  referenced  in  this  document 


(if  that  document  is  available  in 
ADAMS)  is  provided  in  the  table  in 
Section  iii,  “Availability  of 
Documents.” 

•  NRC’s  PDR:  You  may  examine  and 
purchase  copies  of  public  documents  at 
the  NRC’s  PDR,  Room  01-F21,  One 
White  Flint  North,  11555  Rockville 
Pike,  Rockville,  Maryland  20852. 

FOR  FURTHER  INFORMATION  CONTACT:  Paul 
J.  Rebstock,  Office  of  Nuclear  Regulatory 
Research,  U.S.  Nuclear  Regulatory 
Commission,  Washington,  DC  20555- 
0001;  telephone:  301-251-7488;  email 
paul.rebstock@nrc.gov. 

SUPPLEMENTARY  INFORMATION: 

I.  Background 

Draft  regulatory  guide  DC— 1141 
describes  practices  and  criteria  that  the 
staff  of  the  NRC  considers  acceptable  for 
compliance  with  NRC  requirements  for 
ensuring  that  setpoints  for  safety  related 
instruments  are  initially  within,  and 
should  remain  within,  technical 
specification  limits.  This  DC  also 
presents  practices  and  criteria  for 
establishing  those  technical 
specification  limits  and  ensuring  that 
those  limits  will  adequately  support  the 
proper  operation  of  the  associated 
systems — that  is,  that  establishing  and 
maintaining  setpoints  in  accordance 
with  those  limits  will  provide  adequate 
assurance  that  a  plant  will  operate  as 
described  in  the  plant  safety  analyses. 

II.  Public  Meeting 

The  public  meeting  will  be  held  in 
North  Bethesda,  Maryland,  at  11601 
Landsdown  Street  in  conference  room 
1C05  of  the  3  White  Flint  North 
building  adjacent  to  the  White  Flint 
metro  station. 

III.  Availability  of  Documents 

The  NRC  is  making  the  dociunents 
identified  in  the  following  table 
available  to  interested  persons  through 
one  or  more  of  the  following  methods, 
as  indicted. 


Document 

ADAMS  acces¬ 
sion  No. 

Draft  regulatory  guide 
DG-1141,  “Setpoints  for 
Safety- Related  Instru¬ 
mentation”  . 

ML081630179 

Regulatory  Analysis  for 
DG-1141  . 

ML101820157 

Public  Meeting  Handout 
for  DG-1141  . 

ML14218A012 

Dated  at  Rockville,  Maryland,  this  8th  day 
of  August,  2014. 


For  the  Nuclear  Regulatory  Commission. 
Thomas  H.  Boyce, 

Chief,  Regulatory  Guidance  and  Generic 
Issues  Branch,  Division  of  Engineering,  Office 
of  Nuclear  Regulatory  Research . 

(FR  Doc.  2014-19220  Filed  8-13-14;  8:45  ami 

BILLING  CODE  7590-01-P 


OFFICE  OF  PERSONNEL 
MANAGEMENT 

Submission  for  Renewal:  Information 
Coiiection  3206-0182;  Deciaration  for 
Federai  Empioyment,  Optionai  Form 
(OF)  306 

AGENCY:  U.S.  Office  of  Personnel 
Management. 

ACTION:  60-Day  Notice  and  request  for 
comments. 

SUMMARY:  Federal  Investigative  Services 
(FIS),  U.S.  Office  of  Personnel 
Management  (0PM)  offers  the  general 
public  and  other  Federal  agencies  the 
opportunity  to  comment  on  an  expiring 
information  collection  request  (ICR), 
Office  of  Management  and  Budget 
(OMB)  Control  No.  3206-0182,  for  the 
Declaration  for  Federal  Employment, 
Optional  Form  (OF)  306.  0PM  is 
soliciting  comments  for  this  collection 
under  44  U.S.C.  3506(c)(2).  The  Office 
of  Management  and  Budget  (OMB)  is 
particularly  interested  in  comments 
that: 

1 .  Evaluate  whether  the  proposed 
collection  of  information  is  necessary 
for  the  proper  performance  of  the 
functions  of  the  agency,  including 
whether  the  information  will  have 
practical  utility: 

2.  Evaluate  the  accuracy  of  the 
agency’s  estimate  of  the  burden  of  the 
proposed  collection  of  information, 
including  the  validity  of  the 
methodology  and  assumptions  used; 

3.  Enhance  the  quality,  utility,  and 
clarity  of  the  information  to  be 
collected;  and 

4.  Minimize  the  burden  of  the 
collection  of  information  on  those  who 
are  to  respond,  including  through  the 
use  of  appropriate  automated, 
electronic,  mechanical,  or  other 
technological  collection  techniques  or 
other  forms  of  information  technology, 
e.g.,  permitting  electronic  submissions 
of  responses. 

DATES:  Comments  are  encouraged  and 
will  be  accepted  until  October  14,  2014. 
This  process  is  conducted  in  accordance 
with  5  CFR  1320.8(d). 

ADDRESSES:  Interested  persons  are 
invited  to  submit  written  comments  on 
the  proposed  information  collection  to 
the  Federal  Investigative  Services,  U.S. 
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Office  of  Personnel  Management,  1900  E 
Street  NW.,  Washington,  DC  20415, 
Attention:  Donna  McLeod  or  sent  by 
email  to  FISFormsCominents@opm.gov. 

FOR  FURTHER  INFORMATION  CONTACT:  A 

copy  of  this  ICR,  with  applicable 
supporting  documentation,  may  be 
obtained  by  contacting  the  Federal 
Investigative  Services,  U.S.  Office  of 
Personnel  Management,  1900  E  Street 
NW.,  Washington,  DC  20415,  Attention: 
Donna  McLeod  or  sent  by  email  to 
FISFormsComments@opm.gov. 

SUPPLEMENTARY  INFORMATION:  The 

Declaration  for  Federal  Employment 
Optional  Form  (OF)  306  is  completed  by 
applicants  who  are  under  consideration 
for  Federal  or  Federal  contract 
employment.  It  collects  information 
about  an  applicant’s  selective  service 
registration,  military  service,  and 
general  background.  The  information 
collected  on  this  form  is  mainly  used  to 
determine  a  person’s  acceptability  for 
Federal  and  Federal  contract 
employment,  and  his  or  her  retirement 
status  and  life  insurance  enrollment. 
However,  if  necessary,  and  usually  in 
conjunction  with  another  form  or  forms, 
the  information  on  this  form  may  be 
used  in  conducting  an  investigation  to 
determine  a  person’s  suitability  or 
ability  to  hold  a  security  clearance,  and 
it  may  be  disclosed  to  authorized 
officials  making  similar,  subsequent 
determinations. 

The  OF  306  requests  that  the 
applicant  provide  personal  identifying 
data,  including  past  convictions, 
imprisonments,  probations,  paroles  or 
military  court  martial,  delinquency  on  a 
Federal  debt.  Selective  Service 
Registration,  United  States  militar}' 
service.  Federal  civilian  or  military 
retirement  benefits  received  or  applied 
for,  and  life  insurance  enrollment.  It  is 
estimated  that  265,385  individuals  will 
respond  annually.  Each  form  takes 
approximately  15  minutes  to  complete. 
The  annual  estimated  burden  is  66,346 
hours. 

0PM  proposes  no  changes  to  the  OF 
306. 

U.S.  Office  of  Personnel  Management. 
Katherine  Archuleta, 

Director. 

|FR  Doc.  2014-19221  Filed  8-13-14;  8:45  am] 

BILLING  CODE  6325-53-P 


SECURITIES  AND  EXCHANGE 
COMMISSION 

[Release  No.  34-72796;  File  No.  SR-Phlx- 
2014-50] 

Self-Regulatory  Organizations; 
NASDAQ  OMX  PHLX  LLC;  Notice  of 
Filing  and  Immediate  Effectiveness  of 
Proposed  Rule  Change  Relating  to 
Simple  Order  Fees  for  Removing 
Liquidity  in  SPY  Options 

August  8,  2014. 

Pursuant  to  Section  19(b)(1)  of  the 
Securities  Exchange  Act  of  1934 
(“Act”),^  and  Rule  19b-4  thereunder,^ 
notice  is  hereby  given  that  on  July  28, 
2014,  NASDAQ  OMX  PHLX  LLC 
(“Phlx”  or  “Exchange”)  filed  with  the 
Securities  and  Exchange  Commission 
(“SEC”  or  “Commission”)  the  proposed 
rule  change  as  described  in  Items  I,  II, 
and  III,  below,  which  Items  have  been 
prepared  by  the  Exchange.  The 
Commission  is  publishing  this  notice  to 
solicit  comments  on  the  proposed  rule 
change  from  interested  persons. 

I.  Self-Regulatory  Organization’s 
Statement  of  the  Terms  of  the  Substance 
of  the  Proposed  Rule  Change 

The  Exchange  proposes  to  amend  the 
Exchange’s  Pricing  Schedule  to  amend 
Simple  Order  pricing  in  Section  I, 
entitled  Rebates  and  Fees  for  Adding 
and  Removing  Liquidity  in  SPY.^ 

While  the  changes  proposed  herein 
are  effective  upon  filing,  the  Exchange 
has  designated  that  the  amendments  be 
operative  on  August  1,  2014. 

The  text  of  the  proposed  rule  change 
is  available  on  the  Exchange’s  Web  site 
at  http:// 

nasdaqomxphlx.cchwaUstreet.com/,  at 
the  principal  office  of  the  Exchange,  and 
at  the  Commission’s  Public  Reference 
Room. 

II.  Self-Regulatory  Organization’s 
Statement  of  the  Purpose  of,  and 
Statutory  Basis  for,  the  Proposed  Rule 
Change 

In  its  filing  with  the  Commission,  the 
Exchange  included  statements 
concerning  the  purpose  of  and  basis  for 
the  proposed  rule  change  and  discussed 
any  comments  it  received  on  the 
proposed  rule  change.  The  text  of  these 
statements  may  be  examined  at  the 
places  specified  in  Item  IV  below.  The 
Exchange  has  prepared  summaries,  set 
forth  in  sections  A,  B,  and  C  below,  of 


1 15  U.S.C.  78s(bKl). 

2  17CFR  240.19b-4. 

3  Options  overlying  Standard  and  Poor’s 
Depositary  Receipts/SPDRs  ("SPY”)  are  based  on 
the  SPDR  exchange-traded  fund  (“ETF”),  which  is 
designed  to  track  the  performance  of  the  S&P  500 
Index. 


the  most  significant  aspects  of  such 
statements. 

A.  Self-Regulatory  Organization’s 
Statement  of  the  Purpose  of,  and 
Statutory  Basis  for,  the  Proposed  Rule 
Change 

1.  Purpose 

The  Exchange  is  proposing  to  amend 
the  Simple  Order  Fees  for  Removing 
Liquidity  in  Section  I  applicable  to 
transactions  overlying  SPY.  The 
Exchange  currently  assesses  Customers 
a  $0.47  per  contract  Fee  for  Removing 
Liquidity  in  SPY  Simple  Orders.  The 
Exchange  is  proposing  to  decrease  the 
Customer  Fee  for  Removing  Liquidity  in 
SPY  Simple  Orders  from  $0.47  to  $0.43 
per  contract.  The  Exchange  believes  that 
decreasing  the  SPY  Simple  Order  Fee 
for  Removing  Liquidity  for  Customers 
will  encourage  market  participants  to 
transact  a  greater  number  of  Customer 
orders  in  SPY  options.  The  SPY  Simple 
Order  Fee  for  Removing  Liquidity  for 
Specialists,’*  Market  Makers,^  Firms,® 
Broker-Dealers  ^  and  Professionals  ®  will 
remain  at  $0.49  per  contract. 

2.  Statutory  Basis 

The  Exchange  believes  that  the 
proposed  rule  change  is  consistent  with 
the  provisions  of  Section  6  of  the  Act,® 
in  general,  and  with  Section  6(b)(4)  and 
6(b)(5)  of  the  Act,*®  in  particular,  in  that 
it  provides  for  the  equitable  allocation 
of  reasonable  dues,  fees  and  other 
charges  among  members  and  issuers  and 
other  persons  using  any  facility  or 
system  which  the  Exchange  operates  or 
controls,  and  is  not  designed  to  permit 
unfair  discrimination  between 
customers,  issuers,  brokers,  or  dealers. 

The  Exchange’s  proposal  to  decrease 
the  Customer  Fee  for  Removing 
Liquidity  in  Simple  Orders  for  options 
overlying  SPY  from  $0.47  to  $0.43  per 


■*  A  "Specialist”  is  an  Exchange  member  who  is 
registered  as  an  options  specialist  pursuant  to  Rule 
1020(a). 

5  A  "Market  Maker”  includes  Registered  Options 
Traders  (Rule  1014(b)(i)  and  (ii)),  which  includes 
Streaming  Quote  Traders  (see  Rule  1014(b)(ii)(A)) 
and  Remote  Streaming  Quote  Traders  (see  Rule 
1014(b)(ii)(B)). 

“The  term  "Firm”  applies  to  any  transaction  that 
is  identified  by  a  member  or  member  organization 
for  clearing  in  the  Firm  range  at  The  Options 
Clearing  Corporation. 

^The  term  "Broker-Dealer”  applies  to  any 
transaction  which  is  not  subject  to  any  of  the  other 
transaction  fees  applicable  within  a  particular 
category’. 

“The  term  "Professional”  means  any  person  or 
entity  that  (i)  is  not  a  broker  or  dealer  in  securities, 
and  (ii)  places  more  than  390  orders  in  listed 
options  per  day  on  average  during  a  calendar  month 
for  its  own  beneficial  account(s).  See  Rule 
]000(b)(14). 

»15  U.S.C.  78f. 

’“15  U.S.C.  78f(b)(4)  and  (5). 
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contract  is  reasonable  because  the 
Exchange  believes  the  fee  reduction  will 
encourage  a  greater  number  of  market 
participants  to  remove  Customer 
liquidity  on  Phlx.  Customer  orders  bring 
valuable  liquidity  to  the  market  which 
liquidity  benefits  other  market 
participants. 

The  Exchange’s  proposal  to  decrease 
the  Customer  Fee  for  Removing 
Liquidity  in  Simple  Orders  for  options 
overlying  SPY  from  $0.47  to  $0.43  per 
contract  is  equitable  and  not  unfairly 
discriminatory  because  all  non- 
Customer  market  participants  will  be 
assessed  a  uniform  Fee  for  Removing 
Liquidity  in  Simple  Orders  for  options 
overlying  SPY  of  $0.49  per  contract. 
Reducing  the  Customer  Fee  for 
Removing  Liquidity  in  SPY  Simple 
Orders  is  equitable  and  not  unfairly 
discriminatory  because  Customer 
liquidity  benefits  all  market  participants 
by  providing  more  trading 
opportunities,  which  attracts  Specialists 
and  Market  Makers.  An  increase  in  the 
activity  of  these  market  participants  in 
turn  facilitates  tighter  spreads,  which 
may  cause  an  additional  corresponding 
increase  in  order  flow  from  other  market 
participants. 

B.  Self-Regulatory  Organization’s 
Statement  on  Burden  on  Competition 

Phlx  does  not  believe  that  the 
proposed  rule  change  will  impose  an 
undue  burden  on  competition  not 
necessary  or  appropriate  in  furtherance 
of  the  purposes  of  the  Act.  The 
Exchange  believes  that  decreasing  the 
SPY  Simple  Order  Customer  Fee  for 
Removing  Liquidity  does  not  impose  a 
burden  on  competition,  but  rather  that 
the  proposed  rule  change  will  attract 
more  Customer  orders  on  Phlx.  All  non- 
Customer  market  participants  will 
continue  to  be  assessed  the  same  fee  to 
remove  SPY  Simple  Orders.  The 
Exchange  believes  that  all  market 
participants  benefit  from  increased 
Customer  liquidity  on  Phlx  which 
attracts  Specialists  and  Market  Makers. 
An  increase  in  the  activity  of  Specialists 
and  Market  Makers  in  turn  facilitates 
tighter  spreads,  which  may  cause  an 
additional  corresponding  increase  in 
order  flow  from  other  market 
participants. 

The  Exchange  operates  in  a  highly 
competitive  market,  comprised  of 
twelve  options  exchanges,  in  which 
market  participants  can  easily  and 
readily  direct  order  flow  to  competing 
venues  if  they  deem  fee  levels  at  a 
particular  venue  to  be  excessive  or 
rebates  to  be  inadequate.  Accordingly, 
the  fees  that  are  assessed  and  the  rebates 
paid  by  the  Exchange  described  in  the 
above  proposal  are  influenced  by  these 


robust  market  forces  and  therefore  must 
remain  competitive  with  fees  charged 
and  rebates  paid  by  other  venues  and 
therefore  must  continue  to  be  reasonable 
and  equitably  allocated  to  those 
members  that  opt  to  direct  orders  to  the 
Exchange  rather  than  competing  venues. 

C.  Self-Regulatory  Organization’s 
Statement  on  Comments  on  the 
Proposed  Rule  Change  Received  From 
Members,  Participants,  or  Others 

No  written  comments  were  either 
solicited  or  received. 

III.  Date  of  Effectiveness  of  the 
Proposed  Rule  Change  and  Timing  for 
Commission  Action 

The  foregoing  rule  change  has  become 
effective  pursuant  to  Section 
19(b)(3)(A){ii)  of  the  Act.^^  At  any  time 
within  60  days  of  the  filing  of  the 
proposed  rule  change,  the  Commission 
summarily  may  temporarily  suspend 
such  rule  change  if  it  appears  to  the 
Commission  that  such  action  is 
necessary  or  appropriate  in  the  public 
interest,  for  the  protection  of  investors, 
or  otherwise  in  furtherance  of  the 
purposes  of  the  Act.  If  the  Commission 
takes  such  action,  the  Commission  shall 
institute  proceedings  to  determine 
whether  the  proposed  rule  should  be 
approved  or  disapproved. 

IV.  Solicitation  of  Comments 

Interested  persons  are  invited  to 
submit  written  data,  views,  and 
arguments  concerning  the  foregoing, 
including  whether  the  proposed  rule 
change  is  consistent  with  the  Act. 
Comments  may  be  submitted  by  any  of 
the  following  methods: 

Electronic  Comments 

•  Use  the  Commission’s  Internet 
comment  form  [http://www.sec.gov/ 
rules/sro.shtmiy,  or 

•  Send  an  email  to  rule-comments© 
sec.gov.  Please  include  File  Number  SR- 
Phlx-2014-50  on  the  subject  line. 

Paper  Comments 

•  Send  paper  comments  in  triplicate 
to  Secretary,  Securities  and  Exchange 
Commission,  100  F  Street  NE., 
Washington,  DC  20549-1090. 

All  submissions  should  refer  to  File 
Number  SR-Phlx-2014-50.  This  file 
number  should  be  included  on  the 
subject  line  if  email  is  used.  To  help  the 
Commission  process  and  review  your 
comments  more  efficiently,  please  use 
only  one  method.  The  Commission  will 
post  all  comments  on  the  Commission’s 
Internet  Web  site  {http://www.sec.gov/ 
rules /sro.shtml).  Copies  of  the 


”15  U.S.C.  78s(b)(3)(A)(ii). 


submission,  all  subsequent 
amendments,  all  ivritten  statements 
with  respect  to  the  proposed  rule 
change  that  are  filed  with  the 
Commission,  and  all  written 
communications  relating  to  the 
proposed  rule  change  between  the 
Commission  and  any  person,  other  than 
those  that  may  be  withheld  from  the 
public  in  accordance  with  the 
provisions  of  5  U.S.C.  552,  will  be 
available  for  Web  site  viewing  and 
printing  in  the  Commission’s  Public 
Reference  Room,  100  F  Street  NE., 
Washington,  DC  20549  on  official 
business  days  between  the  hours  of 
10:00  a.m.  and  3:00  p.m.  Copies  of  such 
filing  also  will  be  available  for 
inspection  and  copying  at  the  principal 
office  of  the  Exchange.  All  comments 
received  will  be  posted  without  change: 
the  Commission  does  not  edit  personal 
identifying  information  from 
submissions.  You  should  submit  only 
information  that  you  wish  to  make 
available  publicly.  All  submissions 
should  refer  to  File  Number  SR-Phlx- 
2014-50,  and  should  be  submitted  on  or 
before  September  4,  2014. 

For  the  Commission,  by  the  Division  of 
Trading  and  Markets,  pursuant  to  delegated 
authority.'' 2 
Kevin  M.  O’Neill, 

Deputy  Secretary. 

[FR  Doc.  2014-19223  Filed  8-13-14;  8:45  am] 
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[Release  No.  34-72798;  File  No.  SR-MIAX- 
2014-41] 

Self-Regulatory  Organizations;  Miami 
international  Securities  Exchange  LLC; 
Notice  of  Filing  and  Immediate 
Effectiveness  of  a  Proposed  Rule 
Change  To  Amend  Its  Fee  Schedule 

August  8,  2014. 

Pursuant  to  the  provisions  of  Section 
19(b)(1)  of  the  Securities  Exchange  Act 
of  1934  (“Act”)  ^  and  Rule  19b-4 
thereunder,^  notice  is  hereby  given  that 
on  July  29,  2014,  Miami  International 
Securities  Exchange  LLC  (“MIAX”  or 
“Exchange”)  filed  with  the  Securities 
and  Exchange  Commission 
(“Commission”)  a  proposed  rule  change 
as  described  in  Items  I,  II,  and  III  below, 
which  Items  have  been  prepared  by  the 
Exchange.  The  Commission  is 
publishing  this  notice  to  solicit 


'"17  CFR  200.30-3(aKl2). 
'  15  U.S.C.  78s(b)(l). 

"17  CFR  240.19b-4. 
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comments  on  the  proposed  rule  change 
from  interested  persons. 

I.  Self-Regulatory  Organization’s 
Statement  of  the  Terms  of  Substance  of 
the  Proposed  Rule  Change 

The  Exchange  is  filing  a  proposal  to 
amend  the  MIAX  Options  Fee  Schedule. 

The  text  of  the  proposed  rule  change 
is  available  on  the  Exchange’s  Web  site 
at  http:/ /ww\v. miaxoptions.com/ filter/ 
wotitIe/ruIe_fiIing,  at  MIAX’s  principal 
office,  and  at  the  Commission’s  Public 
Reference  Room. 

II.  Self-Regulatory  Organization’s 
Statement  of  the  Purpose  of,  and 
Statutory  Basis  for,  the  Proposed  Rule 
Change 

In  its  filing  with  the  Commission,  the 
Exchange  included  statements 
concerning  the  purpose  of  and  basis  for 
the  proposed  rule  change  and  discussed 
any  comments  it  received  on  the 
proposed  rule  change.  The  text  of  these 
statements  may  be  examined  at  the 
places  specified  in  Item  IV  below.  The 
Exchange  has  prepared  summaries,  set 
forth  in  sections  A,  B,  and  C  below,  of 
the  most  significant  aspects  of  such 
statements. 

A.  Self-Regulatory  Organization’s 
Statement  of  the  Purpose  of,  and  the 
Statutory  Basis  for,  the  Proposed  Rule 
Change 

1.  Purpose 

The  Exchange  proposes  to  amend  the 
Priority  Customer  Rebate  Program  (the 
“Program”)  ^  to  lower  the  per  contract 
credit  for  transactions  in  MIAX  Select 
Symbols^  for  tiers  1  and  2. 

The  Program  is  based  on  the 
substantially  similar  fees  of  another 
competing  options  exchange. ^  Under 
the  Program,  the  Exchange  credits  each 
Member  the  per  contract  amount  set 


3  See  Securities  Exchange  Act  Release  Nos.  72356 
(June  10,  2014),  79  FR  34384  (June  16,  2014J  (SR- 
MlAX-2014-26):  71698  (March  12,  2014),  79  FR 
15185  (March  18,  2014)  (SR-MIAX-2014-12); 
71700  (March  12,  2014),  79  FR  15188  (March  18, 
2014)  (SR-MI AX-2014-1 3);  71283  (January  10, 
2014),  79  FR  2914  (January'  16,  2014)  (SR-MIAX- 
2013-63);  71009  (December  6,  2013),  78  FR  75629 
(December  12,  2013)  (SR-MI AX-201 3-56). 

^  The  term  “MIAX  Select  Symbols”  means 
options  overlying  AA,  AAL,  AAPL,  AIG,  AMZN, 
AZN,  BP,  C,  CBS,  CLF,  CMCSA,  EBAY,  EEM,  EFA, 
EWJ,  FB,  FCX,  FXI,  GE,  GILD,  GLD,  GM,  GOOG, 
GOOGL,  HTZ,  INTC,  IWM,  lYR,  JCP,  JPM,  KO,  MO, 
MRK,  NFLX,  NOK,  NQ,  PBR,  PCLN,  PFE,  PG, 
QCOM,  QQQ,  S,  SIRI,  SPY,  SUNE,  T,  TSLA,  USO, 
VALE,  WAG,  WFC,  WMB,  WY,  XHB,  XLE,  XLF, 
XLP,  XLU  and  XOM, 

®  See  Chicago  Board  Options  Exchange, 
Incorporated  (“CBOE”)  Fees  Schedule,  p.  3.  See 
also  Securities  Exchange  Act  Release  Nos.  66054 
(December  23,  2011),  76  FR  82332  (December  30, 
2011)  (SR-CBOE-2011-120):  68887  (February'  8, 
2013),  78  FR  10647  (February  14,  2013)  (SR-CBOE- 
2013-017). 


forth  in  the  table  located  in  the  Fee 
Schedule  resulting  from  each  Priority 
Customer®  order  transmitted  by  that 
Member  which  is  executed  on  the 
Exchange  in  all  multiply-listed  option 
classes  (excluding  mini-options  and 
executions  related  to  contracts  that  are 
routed  to  one  or  more  exchanges  in 
connection  with  the  Options  Order 
Protection  and  Locked/Crossed  Market 
Plan  referenced  in  Rule  1400),  provided 
the  Member  meets  certain  volume 
thresholds  in  a  month.  For  each  Priority 
Customer  order  transmitted  by  that 
Member  which  is  executed 
electronically  on  the  Exchange  in  MIAX 
Select  Symbols,  MIAX  shall  credit  each 
member  at  the  separate  per  contract  rate 
for  MIAX  Select  Symbols.  The  volume 
thresholds  are  calculated  based  on  the 
customer  average  daily  volume  over  the 
course  of  the  month.  Volume  is 
recorded  for  and  credits  are  delivered  to 
the  Member  Firm  that  submits  the  order 
to  the  Exchange.  The  Exchange 
aggregates  the  contracts  resulting  from 
Priority  Customer  orders  transmitted 
and  executed  electronically  on  the 
Exchange  from  affiliated  Members  for 
purposes  of  the  thresholds  above, 
provided  there  is  at  least  75%  common 
ownership  between  the  firms  as 
reflected  on  each  firm’s  Form  BD, 
Schedule  A.  In  the  event  of  a  MIAX 
System  outage  or  other  interruption  of 
electronic  trading  on  MIAX,  the 
Exchange  adjusts  the  national  customer 
volume  in  multiply-listed  options  for 
the  duration  of  the  outage.  A  Member 
may  request  to  receive  its  credit  under 
the  Program  as  a  separate  direct 
pajrment. 

The  Exchange  proposes  to  lower  the 
per  contract  credit  for  transactions  in 
MIAX  Select  Symbols  for  tiers  1  and  2. 
Currently,  the  Exchange  credits  at  the 
$0.20  per  contract  rate  for  qualifying 
Priority  Customer  transactions  in  MIAX 
Select  Symbols.  The  $0.20  per  contract 
credit  is  in  lieu  of  the  applicable  credit 
that  would  otherwise  apply  to  the 
transaction  based  on  the  volume 
thresholds.  The  Exchange  proposes 
reducing  the  per  contract  credit  to  $0.00 
for  the  tier  1  volume  threshold  and  to 
$0.10  for  the  tier  2  volume  threshold. 
The  proposed  changes  align  the  per 
contract  credit  for  qualifying  Priority 
Customer  transactions  in  MIAX  Select 
Symbols  with  the  standard  per  contract 
rate  for  transactions  in  non-MIAX  Select 
Symbols  that  occur  in  volume  tiers  1 
and  2.  The  $0.20  per  contract  credit  will 


‘‘The  term  “Priority  Customer”  means  a  person 
or  entity  that  (i)  is  not  a  broker  or  dealer  in 
securities,  and  (ii)  does  not  place  more  than  390 
orders  in  listed  options  per  day  on  average  during 
a  calendar  month  for  its  own  beneficial  accounts(s). 
See  MIAX  Rule  100. 


continue  to  be  applied  in  lieu  of  the 
applicable  credit  that  would  otherwise 
apply  to  the  transaction  based  on  the 
volume  thresholds  in  tiers  3,  4,  and  5. 
The  Exchange  notes  that  all  the  other 
aspects  of  the  Program  would  continue 
to  apply  to  the  credits  (e.g.,  the 
aggregation  of  volume  of  affiliates, 
exclusion  of  contracts  that  are  routed  to 
away  exchanges,  exclusion  of  mini¬ 
options  .  .  .  etc.).’’ 

For  example,  if  Member  Firm  ABC, 
Inc.  (“ABC”)  has  enough  Priority 
Customer  contracts  to  achieve  0.4%  of 
the  national  customer  volume  in 
multiply-listed  option  contracts  during 
the  month  of  October,  ABC  will  receive 
a  credit  of  $0.10  for  each  Priority 
Customer  contract  executed  in  the 
month  of  October.  Any  qualifying 
Priority  Customer  transactions  during 
such  month  that  occurred  in  AA,  AAL, 
AAPL,  AIG,  AMZN,  AZN,  BP,  C,  CBS, 
CLF,  CMCSA,  EBAY,  EEM,  EFA,  EWJ, 
FB,  FCX,  FXI,  GE,  GILD,  GLD,  GM, 
GOOG,  GOOGL,  HTZ,  INTG,  IWM,  lYR, 
JCP,  JPM,  KO,  MO,  MRK,  NFLX,  NOK, 
NQ,  PBR,  PCLN,  PFE,  PG,  QGOM,  QQQ, 
S,  SIRI,  SPY,  SUNE,  T,  TSLA,  USO, 
VALE,  WAG,  WFG,  WMB,  WY,  XHB, 
XLE,  XLF,  XLP,  XLU  and  XOM  would 
be  credited  at  the  $0.10  per  contact  rate, 
the  same  as  the  standard  credit  of  $0.10. 
In  contrast,  if  Member  Firm  XYZ,  Inc. 
(“XYZ”)  has  enough  Priority  Customer 
contracts  to  achieve  2.5%  of  the 
national  customer  volume  in  multiply- 
listed  option  contracts  during  the  month 
of  October,  XYZ  will  receive  a  credit  of 
$0.18  for  each  Priority  Customer 
contract  executed  in  the  month  of 
October.  However,  any  qualifying 
Priority  Customer  transactions  during 
such  month  that  occurred  in  AA,  AAL, 
AAPL,  AIG,  AMZN,  AZN,  BP,  C,  CBS, 
CLF,  CMCSA,  EBAY,  EEM,  EFA,  EWJ, 
FB,  FCX,  FXI,  GE,  GILD,  GLD,  GM, 
GOOG,  GOOGL,  HTZ,  INTG,  IWM,  lYR, 
JCP,  JPM,  KO,  MO,  MRK,  NFLX,  NOK, 
NQ,  PBR,  PCLN,  PFE,  PG,  QCOM,  QQQ, 
S,  SIRI,  SPY,  SUNE,  T,  TSLA,  USO, 
VALE,  WAG,  WFG,  WMB,  WY,  XHB, 
XLE,  XLF,  XLP,  XLU  and  XOM  would 
be  credited  at  the  $0.20  per  contact  rate 
versus  the  standard  credit  of  $0.18. 

The  Exchange  believes  the  proposed 
changes  to  the  Program  are  objective  in 
that  the  credits  are  based  solely  on 
reaching  stated  volume  thresholds.  The 
specific  volume  thresholds  of  the  tiers 


^  See  MIAX  Options  Fee  Schedule,  p.  3.  See  also 
Securities  Exchange  Act  Release  Nos.  72356  (June 
10.  2014),  79  FR  34384  (June  16,  2014)  (SR-MIAX- 
2014-26);  71698  (March  12,  2014),  79  FR  15185 
(March  18,  2014)  (SR-MIAX-2014-12);  71700 
(March  12,  2014),  79  FR  15188  (March  18,  2014) 
(SR-MIAX-2014-13);  71283  (January  10,  2014),  79 
FR  2914  Oanuary  16,  2014)  (SR-MIAX-2013-63); 
71009  (December  6,  2013),  78  FR  75629  (December 
12,  2013)  (SR-MI AX-201 3-56). 
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were  set  based  upon  business 
determinations  and  an  analysis  of 
current  volume  levels.  The  specific 
volume  thresholds  and  rates  were  set  in 
order  to  encourage  Members  to  reach  for 
higher  tiers.  The  purpose  of  the 
amendment  to  the  Program  is  to  further 
encourage  Members  to  direct  greater 
Priority  Customer  trade  volume  to  the 
Exchange  in  these  high  volume  symbols. 
Increased  Priority  Customer  volume  will 
provide  for  greater  liquidity,  which 
benefits  all  market  participants  on  the 
Exchange.  The  practice  of  incentivizing 
increased  retail  customer  order  flow  in 
order  to  attract  professional  liquidity 
providers  (Market-Makers)  is,  and  has 
been,  commonly  practiced  in  the 
options  markets.  As  such,  marketing  fee 
programs,®  and  customer  posting 
incentive  programs,®  are  based  on 
attracting  public  customer  order  flow. 
The  practice  of  providing  additional 
incentives  to  increase  order  flow  in  high 
volume  symbols  is,  and  has  been, 
commonly  practiced  in  the  options 
markets.’®  The  Program  similarly 
intends  to  attract  Priority  Customer 
order  flow,  which  will  increase 
liquidity,  thereby  providing  greater 
trading  opportunities  and  tighter 
spreads  for  other  market  participants 
and  causing  a  corresponding  increase  in 
order  flow  from  such  other  market 
participants  in  these  select  symbols. 
Increasing  the  number  of  orders  sent  to 
the  Exchange  will  in  turn  provide 
tighter  and  more  liquid  markets,  and 
therefore  attract  more  business  overall. 

The  credits  paid  out  as  part  of  the 
program  will  be  drawn  from  the  general 
revenues  of  the  Exchange.”  The 
Exchange  calculates  volume  thresholds 
on  a  monthly  basis. 

The  Exchange  proposes  to  implement 
the  new  transaction  fees  beginning 
August  1,  2014. 

2.  Statutory  Basis 

The  Exchange  believes  that  its 
proposal  to  amend  its  fee  schedule  is 


“  See  MIAX  Fee  Schedule,  Section  1  (b). 

’’See  NYSE  Area,  Inc.  Fees  Schedule,  page  4 
(section  titled  “Customer  Monthly  Posting  Credit 
Tiers  and  Qualifications  for  Executions  in  Penny 
Pilot  Issues”). 

See  International  Securities  Exchange,  LLC, 
Schedule  of  Fees,  p.  6  (providing  reduced  fee  rates 
for  order  flow  in  Select  Symbols);  NASDAQ  OMX 
PHLX,  Pricing  Schedule,  Section  1  (providing  a 
rebate  for  adding  liquidity  in  SPY);  NYSE  Area,  Inc. 
Fees  Schedule,  page  4  (section  titled  “Customer 
Monthly  Posting  Credit  Tiers  and  Qualifications  for 
Executions  in  Penny  Pilot  Issues”). 

”  Despite  providing  credits  under  the  Program, 
the  Exchange  represents  that  it  will  continue  to 
have  adequate  resources  to  fund  its  regulatory 
program  and  fulfill  its  responsibilities  as  a  self- 
regulatory  organization  while  the  Program  will  be 
in  effect. 


consistent  with  Section  6(b)  of  the  Act  ” 
in  general,  and  furthers  the  objectives  of 
Section  6(b)(4)  of  the  Act  in 
particular,  in  that  it  is  an  equitable 
allocation  of  reasonable  fees  and  other 
charges  among  Exchange  members. 

The  Exchange  believes  that  the 
proposal  to  modify  the  Program  to  lower 
the  credit  for  certain  transactions  in 
MIAX  Select  Symbols  is  fair,  equitable 
and  not  unreasonably  discriminatory. 
The  credit  for  transactions  in  the  select 
symbols  is  reasonably  designed  because 
it  will  incent  providers  of  Priority 
Customer  order  flow  to  send  that 
Priority  Customer  order  flow  to  the 
Exchange  in  order  to  receive  a  credit  in 
a  manner  that  enables  the  Exchange  to 
improve  its  overall  competitiveness  and 
strengthen  its  market  quality  for  all 
market  participants.  The  Program  which 
provides  increased  incentives  in  high 
volume  select  symbols  is  also 
reasonably  designed  to  increase  the 
competitiveness  of  the  Exchange  with 
other  options  exchanges  that  also  offer 
increased  incentives  to  higher  volume 
symbols.  The  proposed  changes  to  the 
rebate  Program  are  fair  and  equitable 
and  not  unreasonably  discriminatory 
because  they  will  apply  equally  to  all 
Priority  Customer  orders  in  the  select 
symbols.  All  similarly  situated  Priority 
Customer  orders  in  the  select  symbols 
are  subject  to  the  same  rebate  schedule, 
and  access  to  the  Exchange  is  offered  on 
terms  that  are  not  unfairly 
discriminatory.  In  addition,  the  Program 
is  equitable  and  not  unfairly 
discriminatory  because,  while  only 
Priority  Customer  order  flow  qualifies 
for  the  Program,  an  increase  in  Priority 
Customer  order  flow  will  bring  greater 
volume  and  liquidity,  which  benefit  all 
market  participants  by  providing  more 
trading  opportunities  and  tighter 
spreads. 

B.  Self-Regulatory  Organization’s 
Statement  on  Burden  on  Competition 

The  Exchange  does  not  believe  that 
the  proposed  rule  change  will  impose 
any  burden  on  competition  not 
necessary  or  appropriate  in  furtherance 
of  the  purposes  of  the  Act.  The 
Exchange  believes  that  the  proposed 
change  would  increase  both  intermarket 
and  intramarket  competition  by 
incenting  Members  to  direct  their 
Priority  Customer  orders  in  the  select 
symbols  to  the  Exchange,  which  will 
enhance  the  quality  of  quoting  and 
increase  the  volume  of  contracts  traded 
here  in  those  symbols.  To  the  extent  that 
there  is  additional  competitive  burden 
on  non-Priority  Customers  or  trading  in 


12  15  U.S.C.  78f(b). 

13  15  U.S.C.  78f(b)(4). 


non-select  symbols,  the  Exchange 
believes  that  this  is  appropriate  because 
the  proposed  changes  to  the  rebate 
program  should  incent  Members  to 
direct  additional  order  flow  to  the 
Exchange  and  thus  provide  additional 
liquidity  that  enhances  the  quality  of  its 
markets  and  increases  the  volume  of 
contracts  traded  here  in  those  symbols. 
To  the  extent  that  this  purpose  is 
achieved,  all  the  Exchange’s  market 
participants  should  benefit  from  the 
improved  market  liquidity  in  such 
select  symbols.  Enhanced  market 
quality  and  increased  transaction 
volume  that  results  from  the  anticipated 
increase  in  order  flow  directed  to  the 
Exchange  will  benefit  all  market 
participants  and  improve  competition 
on  the  Exchange  in  such  select  symbols. 
The  Exchange  notes  that  it  operates  in 
a  highly  competitive  market  in  which 
market  participants  can  readily  favor 
competing  venues  if  they  deem  fee 
levels  at  a  particular  venue  to  be 
excessive.  In  such  an  environment,  the 
Exchange  must  continually  adjust  its 
fees  to  remain  competitive  with  other 
exchanges  and  to  attract  order  flow  to 
the  Exchange.  The  Exchange  believes 
that  the  proposed  rule  change  reflects 
this  competitive  environment  because  it 
reduces  the  Exchange’s  fees  in  a  manner 
that  encourages  market  participants  to 
direct  their  customer  order  flow,  to 
provide  liquidity,  and  to  attract 
additional  transaction  volume  to  the 
Exchange.  Given  the  robust  competition 
for  volume  among  options  markets, 
many  of  which  offer  the  same  products, 
implementing  a  volume  based  customer 
rebate  program  to  attract  order  flow  like 
the  one  being  proposed  in  this  filing  is 
consistent  with  the  above-mentioned 
goals  of  the  Act.  This  is  especially  true 
for  the  smaller  options  markets,  such  as 
MIAX,  which  is  competing  for  volume 
with  much  larger  exchanges  that 
dominate  the  options  trading  industry. 
MIAX  has  a  nominal  percentage  of  the 
average  daily  trading  volume  in  options, 
so  it  is  unlikely  that  the  customer  rebate 
program  could  cause  any  competitive 
harm  to  the  options  market  or  to  market 
participants.  Rather,  the  customer  rebate 
program  is  a  modest  attempt  by  a  small 
options  market  to  attract  order  volume 
away  from  larger  competitors  by 
adopting  an  innovative  pricing  strategy. 
The  Exchange  notes  that  if  the  rebate 
program  resulted  in  a  modest  percentage 
increase  in  the  average  daily  trading 
volume  in  options  executing  on  MIAX, 
while  such  percentage  would  represent 
a  large  volume  increase  for  MIAX,  it 
would  represent  a  minimal  reduction  in 
volume  of  its  larger  competitors  in  the 
industry.  The  Exchange  believes  that  the 
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proposal  will  help  further  competition, 
because  market  participants  will  have 
yet  another  additional  option  in 
determining  where  to  execute  orders 
and  post  liquidity  if  they  factor  the 
benefits  of  a  customer  rebate  program 
into  the  determination. 

C.  Self-Regulatory  Organization’s 
Statement  on  Comments  on  the 
Proposed  Rule  Change  Received  From 
Members,  Participants,  or  Others 

Written  comments  were  neither 
solicited  nor  received. 

III.  Date  of  Effectiveness  of  the 
Proposed  Rule  Change  and  Timing  for 
Commission  Action 

The  foregoing  rule  change  has  become 
effective  pursuant  to  Section 
19(b)(3KA)(ii)  of  the  Act.’^  At  any  time 
within  60  days  of  the  filing  of  the 
proposed  rule  change,  the  Commission 
summarily  may  temporarily  suspend 
such  rule  change  if  it  appears  to  the 
Commission  that  such  action  is 
necessary  or  appropriate  in  the  public 
interest,  for  the  protection  of  investors, 
or  otherwise  in  furtherance  of  the 
purposes  of  the  Act.  If  the  Commission 
takes  such  action,  the  Commission  shall 
institute  proceedings  to  determine 
whether  the  proposed  rule  should  be 
approved  or  disapproved. 

rV.  Solicitation  of  Comments 

Interested  persons  are  invited  to 
submit  written  data,  views,  and 
arguments  concerning  the  foregoing, 
including  whether  the  proposed  rule 
change  is  consistent  with  the  Act. 
Comments  may  be  submitted  by  any  of 
the  following  methods: 

Electronic  Comments 

•  Use  the  Commission’s  Internet 
comment  form  {http://^^^^. sec.gov/ 
rules/ sro.shtmiy,  or 

•  Send  an  email  to  rule-comments® 
sec.gov.  Please  include  File  Number  SR- 
MIAX-2014-41  on  the  subject  line. 

Paper  Comments 

•  Send  paper  comments  in  triplicate 
to  Secretary,  Securities  and  Exchange 
Commission,  100  F  Street  NE., 
Washington,  DC  20549-1090. 

All  submissions  should  refer  to  File 
Number  SR-MIAX-2014— 41.  This  file 
number  should  be  included  on  the 
subject  line  if  email  is  used.  To  help  the 
Commission  process  and  review  your 
comments  more  efficiently,  please  use 
only  one  method.  The  Commission  will 
post  all  comments  on  the  Commission’s 
Internet  Web  site  [http://www.sec.gov/ 
rules/ sro.shtml).  Copies  of  the 


’M5U.S.C.  78s(b)(3)(A)(ii). 


submission,  all  subsequent 
amendments,  all  written  statements 
with  respect  to  the  proposed  rule 
change  that  are  filed  with  the 
Commission,  and  all  written 
communications  relating  to  the 
proposed  rule  change  between  the 
Commission  and  any  person,  other  than 
those  that  may  be  withheld  from  the 
public  in  accordance  with  the 
provisions  of  5  U.S.C.  552,  will  be 
available  for  Web  site  viewing  and 
printing  in  the  Commission’s  Public 
Reference  Room,  100  F  Street  NE., 
Washington,  DC  20549,  on  official 
business  days  between  the  hours  of 
10:00  a.m.  and  3:00  p.m.  Copies  of  the 
filing  also  will  be  available  for 
inspection  and  copying  at  the  principal 
office  of  the  Exchange.  All  comments 
received  will  be  posted  without  change; 
the  Commission  does  not  edit  personal 
identifying  information  from 
submissions.  You  should  submit  only 
information  that  you  wish  to  make 
available  publicly.  All  submissions 
should  refer  to  File  Number  SR-MIAX- 
2014-41  and  should  be  submitted  on  or 
before  September  4,  2014. 

For  the  Commission,  by  the  Division  of 
Trading  and  Markets,  pursuant  to  delegated 
authority. 

Kevin  M.  O’Neill, 

Deputy  Secretary. 

[FR  Doc.  2014-19224  Filed  8-13-14;  8:45  am] 
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Notice  of  Filing  and  Immediate 
Effectiveness  of  a  Proposed  Rule 
Change  To  Amend  Its  Fee  Schedule 

August  8,  2014. 

Pursuant  to  the  provisions  of  Section 
19(b)(1)  of  the  Securities  Exchange  Act 
of  1934  (“Act”)  ^  and  Rule  19b-4 
thereunder, 2  notice  is  hereby  given  that 
on  July  29,  2014,  Miami  International 
Securities  Exchange  LLC  (“MIAX”  or 
“Exchange”)  filed  with  the  Securities 
and  Exchange  Commission 
(“Commission”)  a  proposed  rule  change 
as  described  in  Items  I,  II,  and  III  below, 
which  Items  have  been  prepared  by  the 
Exchange.  The  Commission  is 
publishing  this  notice  to  solicit 


’5  17  CFR200.30-3(a)(12). 
’15  U.S.C.  78s(b)(l). 
’'17CFR  240.1 9b-4. 


comments  on  the  proposed  rule  change 
from  interested  persons. 

I.  Self-Regulatory  Organization’s 
Statement  of  the  Terms  of  Substance  of 
the  Proposed  Rule  Change 

The  Exchange  is  filing  a  proposal  to 
amend  the  MIAX  Options  Fee  Schedule. 

The  text  of  the  proposed  rule  change 
is  available  on  the  Exchange’s  Web  site 
at  http://www.miaxoptions.com/filter/ 
wotitle/rule_filing,  at  MIAX’s  principal 
office,  and  at  the  Commission’s  Public 
Reference  Room. 

II.  Self-Regulatory  Organization’s 
Statement  of  the  Purpose  of,  and 
Statutory  Basis  for,  the  Proposed  Rule 
Change 

In  its  filing  with  the  Commission,  the 
Exchange  included  statements 
concerning  the  purpose  of  and  basis  for 
the  proposed  rule  change  and  discussed 
any  comments  it  received  on  the 
proposed  rule  change.  The  text  of  these 
statements  may  be  examined  at  the 
places  specified  in  Item  IV  below.  The 
Exchange  has  prepared  summaries,  set 
forth  in  sections  A,  B,  and  C  below,  of 
the  most  significant  aspects  of  such 
statements. 

A.  Self-Regulatory  Organization’s 
Statement  of  the  Purpose  of,  and  the 
Statutory  Sasis  for,  the  Proposed  Rule 
Change 

1.  Purpose 

The  Exchange  proposes  to  amend  its 
current  Priority  Customer  Rebate 
Program  (the  “Program”)  to  modify  the 
volume  thresholds  of  tiers  1,2,  and  3.^ 
The  Program  is  based  on  the 
substantially  similar  fees  of  another 
competing  options  exchange.'^  Under 
the  Program,  the  Exchange  shall  credit 
each  Member  the  per  contract  amount 
set  forth  in  the  table  below  resulting 
from  each  Priority  Customer  ^  order 
transmitted  by  that  Member  which  is 
executed  on  the  Exchange  in  all 


5  See  Securities  Exchange  Act  Release  Nos.  72355 
(June  10,  2014),  79  FR  34368  (June  16,  2014)  (SR- 
MIAX-2014-25);  71698  (March  12,  2014),  79  FR 
15185  (March  18,  2014)  (SR-MIAX-2014-12); 

71283  (Januarj'  10,  2014),  79  FR  2914  (January'  16, 
2014)  (SR-MI AX-201 3-63);  71009  (December  6, 
2013),  78  FR  75629  (December  12,  2013)  (SR- 
MI  AX-201 3-56). 

■'  See  Chicago  Board  Options  Exchange, 
Incorporated  (“CBOE”)  Fees  Schedule,  p.  3.  See 
also  Securities  Exchange  Act  Release  Nos.  66054 
(December  23,  2011),  76  FR  82332  (December  30, 
2011)  (SR-CBOE-2011-120);  68887  (February  8, 
2013),  78  FR  10647  (February  14,  2013)  (SR-CBOE- 
2013-017). 

5  The  term  "Priority  Customer”  means  a  person 
or  entity  that  (i)  is  not  a  broker  or  dealer  in 
securities,  and  (ii)  does  not  place  more  than  390 
orders  in  listed  options  per  day  on  average  during 
a  calendar  month  for  its  own  beneficial  accounts(s). 
See  MIAX  Rule  100. 
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multiply-listed  option  classes 
(excluding  mini-options  and  executions 
related  to  contracts  that  are  routed  to 
one  or  more  exchanges  in  connection 
with  the  Options  Order  Protection  and 
Locked/Crossed  Market  Plan  referenced 
in  Rule  1400),  provided  the  Member 
meets  certain  volume  thresholds  in  a 
month  as  described  below.  For  each 
Priority  Customer  order  transmitted  by 
that  Member  which  is  executed 
electronically  on  the  Exchange  in  MIAX 
Select  Symbols,  MIAX  shall  credit  each 
member  at  the  separate  per  contract  rate 
for  MIAX  Select  Symbols.®  The  volume 
thresholds  are  calculated  based  on  the 
customer  average  daily  volume  over  the 
course  of  the  month.  Volume  will  be 
recorded  for  and  credits  will  be 
delivered  to  the  Member  Firm  that 
submits  the  order  to  the  Exchange. 


Percentage  thresholds  of  national 
customer  volume  in  multiply-listed 
options  classes  listed  on  MIAX 
(Monthly) 

Per 

contract 

credit 

0.00%-0.35%  . 

$0.00 

Above  0.35%-0.45%  . 

0.10 

Above  0.45%-1 .25%  . 

0.15 

Above  1.25%-2.00%  . 

0.17 

Above  2.00%  . 

0.18 

The  Exchange  will  aggregate  the 
contracts  resulting  from  Priority 
Customer  orders  transmitted  and 
executed  electronically  on  the  Exchange 
from  affiliated  Members  for  purposes  of 
the  thresholds  above,  provided  there  is 
at  least  75%  common  ownership 
between  the  firms  as  reflected  on  each 
firm’s  Form  BD,  Schedule  A.  In  the 
event  of  a  MIAX  System  outage  or  other 
interruption  of  electronic  trading  on 
MIAX,  the  Exchange  will  adjust  the 
national  customer  volume  in  multiply- 
listed  options  for  the  duration  of  the 
outage.  A  Member  may  request  to 
receive  its  credit  under  the  Priority 
Customer  Rebate  Program  as  a  separate 
direct  payment. 

In  aodition,  the  rebate  payments  will 
be  calculated  from  the  first  executed 
contract  at  the  applicable  threshold  per 
contract  credit  with  the  rebate  payments 
made  at  the  highest  achieved  volume 
tier  for  each  contract  traded  in  that 
month.  For  example,  if  Member  Firm 
XYZ,  Inc.  (“XYZ”)  has  enough  Priority 


•‘See  Securities  Exchange  Release  Nos.  71700 
(March  12,  2014),  79  FR  15188  (March  18,  2014) 
(SR-MIAX-2014-13);  72356  (June  10,  2014),  79  FR 
34384  (June  16,  2014)  (SR-MIAX-2014-26):  72567 
(July  8,  2014),  79  FR  40818  Quly  14,  2014)  (SR- 
MIAX-2014-34).  The  Exchange  will  credit  each 
Member  SO. 20  per  contract  resulting  from  each 
Priority  Customer  order  transmitted  by  that  Member 
executed  on  Exchange  in  MIAX  Select  Symbols. 

The  S0.20  per  contract  credit  is  in  lieu  of  the 
applicable  credit  that  would  otherwise  apply  to  the 
transaction  based  on  the  volume  thresholds. 


Customer  contracts  to  achieve  2.75%  of 
the  national  customer  volume  in 
multiply-listed  option  contracts  during 
the  month  of  October,  XYZ  will  receive 
a  credit  of  $0.18  for  each  Priority 
Customer  contract  executed  in  the 
month  of  October. 

The  purpose  of  the  Program  is  to 
encourage  Members  to  direct  greater 
Priority  Customer  trade  volume  to  the 
Exchange.  Increased  Priority  Customer 
volume  will  provide  for  greater 
liquidity,  which  benefits  all  market 
participants.  The  practice  of 
incentivizing  increased  retail  customer 
order  flow  in  order  to  attract 
professional  liquidity  providers 
(Market-Makers)  is,  and  has  been, 
commonly  practiced  in  the  options 
markets.  As  such,  marketing  fee 
programs,’'  and  customer  posting 
incentive  programs,®  are  based  on 
attracting  public  customer  order  flow. 
The  Program  similarly  intends  to  attract 
Priority  Customer  order  flow,  which 
will  increase  liquidity,  thereby 
providing  greater  trading  opportunities 
and  tighter  spreads  for  other  market 
participants  and  causing  a 
corresponding  increase  in  order  flow 
from  such  other  market  participants. 

The  specific  volume  thresholds  of  the 
Program’s  tiers  were  set  based  upon 
business  determinations  and  an  analysis 
of  current  volume  levels.  The  volume 
thresholds  are  intended  to  incentivize 
firms  that  route  some  Priority  Customer 
orders  to  the  Exchange  to  increase  the 
number  of  orders  that  are  sent  to  the 
Exchange  to  achieve  the  next  threshold 
and  to  incent  new  participants  to  send 
Priority  Customer  orders  as  well. 
Increasing  the  number  of  orders  sent  to 
the  Exchange  will  in  turn  provide 
tighter  and  more  liquid  markets,  and 
therefore  attract  more  business  overall. 
Similarly,  the  different  credit  rates  at 
the  different  tier  levels  were  based  on  an 
analysis  of  revenue  and  volume  levels 
and  are  intended  to  provide  increasing 
“rewards”  for  increasing  the  volume  of 
trades  sent  to  the  Exchange.  The  specific 
amounts  of  the  tiers  and  rates  were  set 
in  order  to  encourage  suppliers  of 
Priority  Customer  order  flow  to  reach 
for  higher  tiers. 

The  Exchange  limits  the  Program  to 
multiply-listed  options  classes  on  MIAX 
because  MIAX  does  not  compete  with 
other  exchanges  for  order  flow  in  the 
proprietary,  singly-listed  products.®  In 


’’  See  MIAX  Fee  Schedule,  Section  1(b). 

•*  See  NYSE  Area,  Inc.  Fees  Schedule,  page  4 
(section  titled  “Customer  Monthly  Posting  Credit 
Tiers  and  Qualifications  for  Executions  in  Penny 
Pilot  Issues”). 

•>If  a  multiply-listed  options  class  is  not  listed  on 
MIAX,  then  the  trading  volume  in  that  options  class 


addition,  the  Exchange  does  not  trade 
any  singly-listed  products  at  this  time, 
but  may  develop  such  products  in  the 
future.  If  at  such  time  the  Exchange 
develops  proprietary  products,  the 
Exchange  anticipates  having  to  devote  a 
lot  of  resources  to  develop  them,  and 
therefore  would  need  to  retain  funds 
collected  in  order  to  recoup  those 
expenditmes. 

■The  Exchange  excludes  mini-options 
and  executions  related  to  contracts  that 
are  routed  to  one  or  more  exchanges  in 
connection  with  the  Options  Order 
Protection  and  Locked/Crossed  Market 
Plan  referenced  in  Exchange  Rule  1400 
from  the  Program.  The  Exchange  notes 
these  exclusions  are  nearly  identical  to 
the  ones  made  by  CBOE.’®  Mini-options 
contracts  are  excluded  from  the  Program 
because  the  cost  to  the  Exchange  to 
process  quotes,  orders  and  trades  in 
mini-options  is  the  same  as  for  standard 
options.  This,  coupled  with  the  lower 
per-contract  transaction  fees  charged  to 
other  market  participants,  makes  it 
impractical  to  offer  Members  a  credit  for 
Priority  Customer  mini-option  volume 
that  they  transact.  Providing  rebates  to 
Priority  Customer  executions  that  occur 
on  other  trading  venues  would  be 
inconsistent  with  the  proposal. 
Therefore,  routed  away  volume  is 
excluded  from  the  Program  in  order  to 
promote  the  underlying  goal  of  the 
proposal,  which  is  to  increase  liquidity 
and  execution  volume  on  the  Exchange. 

The  credits  paid  out  as  part  of  the 
program  will  be  drawn  from  the  general 
revenues  of  the  Exchange.”  The 
Exchange  calculates  volume  thresholds 
on  a  monthly  basis. 

The  proposed  changes  will  become 
operative  on  August  1,  2014. 

2.  Statutory  Basis 

The  Exchange  believes  that  its 
proposal  to  amend  its  fee  schedule  is 
consistent  with  Section  6(b)  of  the  Act 
in  general,  and  furthers  the  objectives  of 
Section  6(b)(4)  of  the  Act’®  in 
particular,  in  that  it  is  an  equitable 
allocation  of  reasonable  fees  and  other 
charges  among  Exchange  members. 

The  Exchange  believes  that  the 
proposed  Priority  Customer  Rebate 


will  be  omitted  from  the  calculation  of  national 
customer  volume  in  multiply-listed  options  classes. 

’“See  CBOE  Fee  Schedule,  page  3.  CBOE  also 
excludes  QCC  trades  from  their  rebate  program. 
CBOE  excluded  QCC  trades  because  a  bulk  of  those 
trades  on  CBOE  are  facilitation  orders  which  are 
charged  at  the  SO. 00  fee  rate  on  their  exchange. 

”  Despite  providing  credits  under  the  ftogram, 
the  Exchange  represents  that  it  will  continue  to 
have  adequate  resources  to  fund  its  regulatory 
program  and  fulfill  its  responsibilities  as  a  self- 
regulatory  organization  while  the  Program  will  be 
in  effect. 

’2  15U.S.C.  78f(b). 

’3  15U.S.C.  78f(b)(4). 
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Program  is  fair,  equitable  and  not 
unreasonably  discriminatory.  The 
Program  is  reasonably  designed  because 
it  will  incent  providers  of  Priority 
Customer  order  flow  to  send  that 
Priority  Customer  order  flow  to  the 
Exchange  in  order  to  receive  a  credit  in 
a  manner  that  enables  the  Exchange  to 
improve  its  overall  competitiveness  and 
strengthen  its  market  quality  for  all 
market  participants.  The  Program  is  also 
reasonably  designed  because  the 
proposed  credits  are  within  the  range  of 
credits  assessed  by  other  exchanges 
employing  similar  rebate  programs.  The 
proposed  rebate  program  is  fair  and 
equitable  and  not  unreasonably 
discriminatory  because  it  will  apply 
equally  to  all  Priority  Customer  orders. 
All  similarly  situated  Priority  Customer 
orders  are  subject  to  the  same  rebate 
schedule,  and  access  to  the  Exchange  is 
offered  on  terms  that  are  not  unfairly 
discriminatory.  In  addition,  the  Program 
is  equitable  and  not  unfairly 
discriminatory  because,  while  only 
Priority  Customer  order  flow  qualifies 
for  the  Program,  an  increase  in  Priority 
Customer  order  flow  will  bring  greater 
volume  and  liquidity,  which  benefit  all 
market  participants  by  providing  more 
trading  opportunities  and  tighter 
spreads.  Similarly,  offering  increasing 
credits  for  executing  higher  percentages 
of  total  national  customer  volume 
(increased  credit  rates  at  increased 
volume  tiers)  is  equitable  and  not 
unfairly  discriminatory  because  such 
increased  rates  and  tiers  encourage 
Members  to  direct  increased  amounts  of 
Priority  Customer  contracts  to  the 
Exchange.  Market  participants  want  to 
trade  with  Priority  Customer  order  flow. 
To  the  extent  Priority  Customer  order 
flow  is  increased  by  the  proposal, 
market  participants  will  increasingly 
compete  for  the  opportunity  to  trade  on 
the  Exchange  including  sending  more 
orders  and  providing  narrower  and 
larger  sized  quotations  in  the  effort  to 
trade  with  such  Priority  Customer  order 
flow.  The  resulting  increased  volume 
and  liquidity  will  benefit  those 
Members  who  receive  the  lower  tier 
levels,  or  do  not  qualify  for  the  Program 
at  all,  by  providing  more  trading 
opportunities  and  tighter  spreads. 

Limiting  the  Program  to  multiply- 
listed  options  classes  listed  on  MIAX  is 
reasonable  because  those  parties  trading 
heavily  in  multiply-listed  classes  will 
now  begin  to  receive  a  credit  for  such 
trading,  and  is  equitable  and  not 
unfairly  discriminatory  because  the 
Exchange  does  not  trade  any  singly- 
listed  products  at  this  time.  If  at  such 
time  the  Exchange  develops  proprietary 
products,  the  Exchange  anticipates 


having  to  devote  a  lot  of  resources  to 
develop  them,  and  therefore  would  need 
to  retain  funds  collected  in  order  to 
recoup  those  expenditures. 

B.  Self-Regulator}^  Organization ’s 
Statement  on  Burden  on  Competition 

The  Exchange  does  not  believe  that 
the  proposed  rule  change  will  impose 
any  burden  on  competition  not 
necessary  or  appropriate  in  furtherance 
of  the  purposes  of  the  Act.  The 
Exchange  believes  that  the  proposed 
change  would  increase  both  intermarket 
and  intramarket  competition  by 
incenting  Members  to  direct  tbeir 
Priority  Customer  orders  to  the 
Exchange,  which  will  enhance  the 
quality  of  quoting  and  increase  the 
volume  of  contracts  traded  here.  To  the 
extent  that  there  is  additional 
competitive  burden  on  non-Priority 
Customers,  the  Exchange  believes  that 
this  is  appropriate  because  the  rebate 
program  should  incent  Members  to 
direct  additional  order  flow  to  the 
Exchange  and  thus  provide  additional 
liquidity  that  enhances  the  quality  of  its 
markets  and  increases  the  volume  of 
contracts  traded  here.  To  the  extent  that 
this  purpose  is  achieved,  all  the 
Exchange’s  market  participants  should 
benefit  from  the  improved  market 
liquidity.  Enhanced  market  quality  and 
increased  transaction  volume  that 
results  from  the  anticipated  increase  in 
order  flow  directed  to  the  Exchange  will 
benefit  all  market  participants  and 
improve  competition  on  the  Exchange. 
The  Exchange  notes  that  it  operates  in 
a  highly  competitive  market  in  which 
market  participants  can  readily  favor 
competing  venues  if  they  deem  fee 
levels  at  a  particular  venue  to  be 
excessive.  In  such  an  environment,  the 
Exchange  must  continually  adjust  its 
fees  to  remain  competitive  with  other 
exchanges  and  to  attract  order  flow  to 
the  Exchange.  The  Exchange  believes 
that  the  proposed  rule  change  reflects 
this  competitive  environment  because  it 
reduces  the  Exchange’s  fees  in  a  manner 
that  encourages  market  participants  to 
direct  their  customer  order  flow,  to 
provide  liquidity,  and  to  attract 
additional  transaction  volume  to  the 
Exchange.  Given  the  robust  competition 
for  volume  among  options  markets, 
many  of  which  offer  the  same  products, 
implementing  a  volume  based  customer 
rebate  program  to  attract  order  flow  like 
the  one  being  proposed  in  this  filing  is 
consistent  with  the  above-mentioned 
goals  of  the  Act.  This  is  especially  true 
for  the  smaller  options  markets,  such  as 
MIAX,  which  is  competing  for  volume 
with  much  larger  exchanges  that 
dominate  the  options  trading  industry. 
MIAX  has  a  nominal  percentage  of  the 


average  daily  trading  volume  in  options, 
so  it  is  unlikely  that  the  customer  rebate 
program  could  cause  any  competitive 
harm  to  the  options  market  or  to  market 
participants.  Rather,  the  customer  rebate 
program  is  a  modest  attempt  by  a  small 
options  market  to  attract  order  volume 
away  from  larger  competitors  by 
adopting  an  innovative  pricing  strategy. 
The  Exchange  notes  that  if  the  rebate 
program  resulted  in  a  modest  percentage 
increase  in  the  average  daily  trading 
volume  in  options  executing  on  MIAX, 
while  such  percentage  would  represent 
a  large  volume  increase  for  MIAX,  it 
would  represent  a  minimal  reduction  in 
volume  of  its  larger  competitors  in  the 
industry.  The  Exchange  believes  that  the 
proposal  will  help  further  competition, 
because  market  participants  will  have 
yet  another  additional  option  in 
determining  where  to  execute  orders 
and  post  liquidity  if  they  factor  the 
benefits  of  a  customer  rebate  program 
into  the  determination. 

C.  Self-Begulatory  Organization’s 
Statement  on  Comments  on  the 
Proposed  Rule  Change  Received  From 
Members,  Participants,  or  Others 

Written  comments  were  neither 
solicited  nor  received. 

III.  Date  of  Effectiveness  of  the 
Proposed  Rule  Change  and  Timing  for 
Commission  Action 

The  foregoing  rule  change  has  become 
effective  pursuant  to  Section 
19(b)(3)(A)(ii)  of  the  Act.^'*  At  any  time 
within  60  days  of  the  filing  of  the 
proposed  rule  change,  the  Commission 
summarily  may  temporarily  suspend 
such  rule  change  if  it  appears  to  the 
Commission  that  such  action  is 
necessary  or  appropriate  in  the  public 
interest,  for  the  protection  of  investors, 
or  otherwise  in  furtherance  of  the 
purposes  of  the  Act.  If  the  Commission 
takes  such  action,  the  Commission  shall 
institute  proceedings  to  determine 
whether  the  proposed  rule  should  be 
approved  or  disapproved. 

rV.  Solicitation  of  Comments 

Interested  persons  are  invited  to 
submit  written  data,  views,  and 
arguments  concerning  the  foregoing, 
including  whether  the  proposed  rule 
change  is  consistent  with  the  Act. 
Comments  may  be  submitted  by  any  of 
the  following  methods: 

Electronic  Comments 

•  Use  the  Commission’s  Internet 
comment  form  [http://w\vw. sec.gov/ 
rules/ sro.shtmiy,  or 


1M5U.S.C.  78s(b)(3)(A)(ii). 
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•  Send  an  email  to  rule-comments® 
sec.gov.  Please  include  File  Number  SR- 
MIAX-2014-40  on  the  subject  line. 

Paper  Comments 

•  Send  paper  comments  in  triplicate 
to  Secretary,  Securities  and  Exchange 
Commission,  100  F  Street  NE., 
Washington,  DC  20549-1090. 

All  submissions  should  refer  to  File 
Number  SR-MIAX-2014-40.  This  file 
number  should  be  included  on  the 
subject  line  if  email  is  used.  To  help  the 
Commission  process  and  review  your 
comments  more  efficiently,  please  use 
only  one  method.  The  Commission  will 
post  all  comments  on  the  Commission’s 
Internet  Web  site  [http://www.sec.gov/ 
rules/ sro.shtml).  Copies  of  the 
submission,  all  subsequent 
amendments,  all  written  statements 
with  respect  to  the  proposed  rule 
change  that  are  filed  with  the 
Commission,  and  all  written 
communications  relating  to  the 
proposed  rule  change  between  the 
Commission  and  any  person,  other  than 
those  that  may  be  withheld  from  the 
public  in  accordance  with  the 
provisions  of  5  U.S.C.  552,  will  be 
available  for  Web  site  viewing  and 
printing  in  the  Commission’s  Public 
Reference  Room,  100  F  Street  NE., 
Washington,  DC  20549,  on  official 
business  days  between  the  hours  of 
10:00  a.m.  and  3:00  p.m.  Copies  of  the 
filing  also  will  be  available  for 
inspection  and  copying  at  the  principal 
office  of  the  Exchange.  All  comments 
received  will  be  posted  without  change: 
the  Commission  does  not  edit  personal 
identifying  information  from 
submissions.  You  should  submit  only 
information  that  you  wish  to  make 
available  publicly.  All  submissions 
should  refer  to  File  Number  SR-MIAX- 
2014-40  and  should  be  submitted  on  or 
before  September  4,  2014. 

For  the  Commission,  by  the  Division  of 
Trading  and  Markets,  pursuant  to  delegated 
authority.^® 

Kevin  M.  O’Neill, 

Deputy  Secretary. 

|FR  Doc.  2014-19225  Filed  8-8-14;  8:45  am) 
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DEPARTMENT  OF  STATE 

[Public  Notice:  8822] 

Culturally  Significant  Objects  Imported 
for  Exhibition  Determinations:  “Faces 
of  Impressionism:  Portraits  From  the 
Musee  d’Orsay” 

SUMMARY:  Notice  is  hereby  given  of  the 
following  determinations:  Pursuant  to 
the  authority  vested  in  me  by  the  Act  of 
October  19,  1965  (79  Stat.  985;  22  U.S.C. 
2459),  Executive  Order  12047  of  March 
27, 1978,  the  Foreign  Affairs  Reform  and 
Restructuring  Act  of  1998  (112  Stat. 
2681,  et  seq.;  22  U.S.C.  6501  note,  et 
seq.],  Delegation  of  Authority  No.  234  of 
October  1, 1999,  and  Delegation  of 
Authority  No.  236-3  of  August  28,  2000 
(and,  as  appropriate.  Delegation  of 
Authority  No.  257  of  April  15,  2003),  I 
hereby  determine  that  the  objects  to  be 
included  in  the  exhibition  “Faces  of 
Impressionism:  Portraits  from  the  Musee 
d’Orsay,’’  imported  from  abroad  for 
temporary  exhibition  within  the  United 
States,  are  of  cultural  significance.  The 
objects  are  imported  pursuant  to  loan 
agreements  with  the  foreign  owners  or 
custodians.  I  also  determine  that  the 
exhibition  or  display  of  the  exhibit 
objects  at  the  Kimbell  Art  Museum,  Fort 
Worth,  Texas,  from  on  or  about  October 
19,  2014,  until  on  or  about  January  25, 
2015,  and  at  possible  additional 
exhibitions  or  venues  yet  to  be 
determined,  is  in  the  national  interest. 

I  have  ordered  that  Public  Notice  of 
these  Determinations  be  published  in 
the  Federal  Register. 

FOR  FURTHER  INFORMATION  CONTACT:  For 
further  information,  including  a  list  of 
the  imported  objects,  contact  Paul  W. 
Manning,  Attorney-Adviser,  Office  of 
the  Legal  Adviser,  U.S.  Department  of 
State  (telephone:  202-632-6469).  The 
mailing  address  is  U.S.  Department  of 
State,  SA-5,  L/PD,  Fifth  Floor  (Suite 
5H03),  Washington,  DC  20522-0505. 

Dated:  August  6,  2014. 

Kelly  Keiderling, 

Principal  Deputy  Assistant  Secretary,  Bureau 
of  Educational  and  Cultural  Affairs, 
Department  of  State. 

[FRDoc.  2014-19271  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4710-05-P 


DEPARTMENT  OF  STATE 

[Public  Notice:  8823] 

Culturally  Significant  Object  Imported 
for  Exhibition  Determinations:  “Pablo 
Picasso’s  “Woman”” 

SUMMARY:  Notice  is  hereby  given  of  the 
following  determinations:  Pursuant  to 
the  authority  vested  in  me  by  the  Act  of 


October  19,  1965  (79  Stat.  985;  22  U.S.C. 
2459),  Executive  Order  12047  of  March 
27,  1978,  the  Foreign  Affairs  Reform  and 
Restructuring  Act  of  1998  (112  Stat. 
2681,  et  seq.;  22  U.S.C.  6501  note,  et 
seq.),  Delegation  of  Authority  No.  234  of 
October  1,  1999,  and  Delegation  of 
Authority  No.  236-3  of  August  28,  2000 
(and,  as  appropriate.  Delegation  of 
Authority  No.  257  of  April  15,  2003),  I 
hereby  determine  that  the  object  to  be 
included  in  the  exhibition  “Pablo 
Picasso’s  “Woman”,”  imported  from 
abroad  for  temporary  exhibition  within 
the  United  States,  are  of  cultural 
significance.  The  object  is  imported 
pursuant  to  a  loan  agreement  with  the 
foreign  owner  or  custodian.  I  also 
determine  that  the  exhibition  or  display 
of  the  exhibit  object  at  the  J.  Paul  Getty 
Museum,  Los  Angeles,  California,  from 
on  or  about  January  1,  2015,  until  on  or 
about  March  31,  2015,  and  at  possible 
additional  exhibitions  or  venues  yet  to 
be  determined,  is  in  the  national 
interest.  I  have  ordered  that  Public 
Notice  of  these  Determinations  be 
published  in  the  Federal  Register. 

FOR  FURTHER  INFORMATION  CONTACT:  For 
further  information,  including  a 
description  of  the  imported  object, 
contact  Paul  W.  Manning,  Attorney- 
Adviser,  Office  of  the  Legal  Adviser, 

U.S.  Department  of  State  (telephone: 
202-632-6469).  The  mailing  address  is 
U.S.  Department  of  State,  SA-5,  L/PD, 
Fifth  Floor  (Suite  5H03),  Washington, 

DC  20522-0505. 

Dated:  August  6,  2014. 

Kelly  Keiderling, 

Principal  Deputy  Assistant  Secretary,  Bureau 
of  Educational  and  Cultural  Affairs, 
Department  of  State. 

[FR  Doc.  2014-19268  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  TRANSPORTATION 

Federal  Aviation  Administration 

Notice  of  intent  To  Ruie  on  Request  To 
Release  Airport  Property  at 
Pocahontas  Municipai  Aiport, 
Pocahontas,  Arkansas 

AGENCY:  Federal  Aviation 
Administration  (FAA),  DOT. 

ACTION:  Notice  of  request  to  release 
airport  property. 

SUMMARY:  The  FAA  proposes  to  rule  and 
invites  public  comment  on  the  release  of 
land  at  Pocahonas  Municipal  Airport 
under  the  provisions  of  Section  125  of 
the  Wendell  H.  Ford  Aviation 
Investment  Reform  Act  for  the  21st 
Century  (AIR  21). 
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DATES:  Comments  must  be  received  on 
or  before  September  15,  2014. 
ADDRESSES:  Comments  on  this 
application  may  be  mailed  or  delivered 
to  the  FAA  at  the  following  address:  Mr. 
Glenn  A.  Boles,  Manager,  Federal 
Aviation  Administration,  Southwest 
Region,  Airports  Division,  AR/OK 
Airports  Development  Office,  ASW- 
630,  Fort  Worth,  Texas  76137. 

In  addition,  one  copy  of  any 
comments  submitted  to  the  FAA  must 
be  mailed  or  delivered  to  The  Honorable 
Frank  Bigger,  Mayor  of  Pocahontas  at 
the  following  address:  City  of 
Pocahontas,  Arkansas,  410  North  Marr 
Street,  Pocahontas,  AR  72455. 

FOR  FURTHER  INFORMATION  CONTACT:  Mr. 
Paul  Burns,  Program  Manager,  Federal 
Aviation  Administration,  AR/OK 
Airports  Development  Office,  ASW- 
630,  2601  Meacham  Blvd.,  Fort  Worth, 
Texas  76137. 

The  request  to  release  property  may 
be  reviewed  in  person  at  this  same 
location. 

SUPPLEMENTARY  INFORMATION:  The  FAA 

invites  public  comment  on  the  request 
to  release  property  at  the  Pocahontas 
Municipal  Airport  under  the  provisions 
of  the  AIR  21. 

On  July  31,  2014,  the  FAA  determined 
that  the  request  to  release  property  at 
Pocahontas  Municipal  Reional  Airport 
submitted  by  the  City  of  Pocahontas  met 
the  procedural  requirements  of  the 
Federal  aviation  Regulations,  Part  155. 
The  FAA  may  approve  the  request,  in 
whole  or  in  part,  no  later  than  August 
29, 2014. 

The  following  is  a  brief  overview  of 
the  request: 

The  City  of  Pocahontas  requests  the 
release  of  2.63  acres  of  airport  property 
valued  at  $20,000.00.  The  release  of 
property  will  allow  for  the  sale  of  the 
property  to  Mr.  Bill  Baltz  for  the 
development  of  an  industrial  facility. 

The  City  of  Pocahontas  will  use  the 
$20,000.00  resulting  from  the  sale  to 
fund  construction  of  a  new  tee-hangar  at 
the  airport. 

Any  person  may  inspect  the  request 
in  person  at  the  FAA  office  listed  above 
under  FOR  FURTHER  INFORMATION 
CONTACT. 

In  addition,  any  person  may,  upon 
request,  inspect  the  application,  notice 
and  other  documents  germane  to  the 
application  in  person  at  the  Pocahontas 
Muncipal  Airport. 

Issued  in  Fort  Worth,  Texas  on  July  31, 
2014. 

Kelvin  L.  Solco, 

Manager,  Airports  Division. 

[FR  Doc.  2014-19195  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-1 3-P 


DEPARTMENT  OF  TRANSPORTATION 

Federal  Aviation  Administration 

Approval  of  Noise  Compatibility 
Program;  Seattle-Tacoma  International 
Airport,  Seattle,  Washington 

AGENCY:  Federal  Aviation 
Administration,  DOT. 
action:  Notice. 


SUMMARY:  The  Federal  Aviation 
Administration  (FAA)  announced  its 
findings  on  the  noise  compatibility 
program  submitted  by  the  Seattle- 
Tacoma  International  Airport  under  the 
provisions  of  49  U.S.C.  (the  Aviation 
Safety  and  Noise  Abatement  Act, 
hereinafter  referred  to  as  “the  Act”)  and 
14  CFR  Part  150  on  May  29,  2014.  These 
findings  were  made  in  recognition  of  the 
description  of  Federal  and  nonfederal 
responsibilities  in  Senate  Report  No. 
96-52  (1980).  On  December  13,  2013, 
the  FAA  determined  that  the  noise 
exposure  maps  submitted  by  the  Seattle- 
Tacoma  International  Airport  under  Part 
150  were  in  compliance  with  applicable 
requirements.  On  May  29,  2014,  the 
FAA  approved  the  Seattle-Tacoma 
International  Airport  Noise 
Compatibility  Program  in  a  Record  of 
Approval  (ROA),  which  was  published 
in  the  Federal  Register  on  June  12, 

2014. 

Subsequent  to  the  Federal  Register 
publication,  FAA  recognized  that  a 
measure  was  inadvertently  omitted  from 
the  ROA.  This  measure  has  been  added 
via  an  errata  sheet.  Measure  M-14 — 
Sound  insulate  eligible  owner-occupied 
multi-family  (condominiums)  within 
the  modified  noise  remedy  boundary 
was  included  in  the  Noise  Compatibility 
Program  and  vetted  with  the  public 
through  the  Part  150  process.  As  stated 
in  the  errata  sheet,  FAA  has  approved 
this  measure. 

DATES:  Effective  Date:  The  effective  date 
of  the  FAA’s  approval  is  May  29,  2014. 
FOR  FURTHER  INFORMATION  CONTACT: 

Cayla  Morgan,  Federal  Aviation 
Administration,  Seattle  Airports  District 
Office,  1601  Lind  Ave.  SW.,  Renton, 

WA,  98057-3356,  telephone  425-227- 
2653.  Documents  reflecting  this  FAA 
action  may  be  reviewed  at  this  same 
location. 

SUPPLEMENTARY  INFORMATION:  This 
notice  announces  that  the  FAA  has 
given  its  overall  approval  to  the  Noise 
Compatibility  Program  including 
Measme  M-14  for  Seattle-Tacoma 
International  Airport,  effective  May  29, 
2014.  Additional  information  can  be 
found  in  the  June  12,  2014  Federal 
Register  Notice. 


The  Record  of  Approval  and  the  errata 
sheet  will  be  available  on-line  at 
http://\\'ww.faa.gov/airports/ 
environmental/airport_noise/part_150/ 
states/. 

Issued  in  Renton,  Washington  on  July  24, 
2014. 

Sarah  P.  Dalton, 

Manager,  Airports  Division,  Northwest 
Mountain  Region. 

[FR  Doc.  2014-19197  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-13-P 


DEPARTMENT  OF  TRANSPORTATION 

Federal  Motor  Carrier  Safety 
Administration 

[Docket  No.  FMCSA-2014-0019] 

Qualification  of  Drivers;  Exemption 
Applications;  Diabetes  Mellitus 

AGENCY:  Federal  Motor  Carrier  Safety 
Administration  (FMCSAJ. 

ACTION:  Notice  of  applications  for 
exemptions:  request  for  comments. 

SUMMARY:  FMCSA  announces  receipt  of 
applications  from  56  individuals  for 
exemption  from  the  prohibition  against 
persons  with  insulin-treated  diabetes 
mellitus  (ITDM)  operating  commercial 
motor  vehicles  (CMVs)  in  interstate 
commerce.  The  exemptions  will  allow 
these  individuals  with  ITDM  to  operate 
CMVs  in  interstate  commerce. 

DATES:  Comments  must  be  received  on 
or  before  September  15,  2014.  All 
comments  will  be  investigated  by 
FMCSA.  The  exemptions  will  be  issued 
the  day  after  the  comment  period  closes. 
ADDRESSES:  You  may  submit  comments 
bearing  the  Federal  Docket  Management 
System  (FDMS)  Docket  No.  FMCSA- 
2014-0019  using  any  of  the  following 
methods: 

•  Federal  eRuIemaking  Portal:  Go  to 
http ://w\vw.regulations. gov.  Follow  the 
on-line  instructions  for  submitting 
comments. 

•  Mail:  Docket  Management  Facility; 
U.S.  Department  of  Transportation,  1200 
New  Jersey  Avenue  SE.,  West  Building 
Ground  Floor,  Room  W12-140, 
Washington,  DC  20590-0001. 

•  Hand  Delivery:  West  Building 
Ground  Floor,  Room  W12-140,  1200 
New  Jersey  Avenue  SE.,  Washington, 

DC,  between  9  a.m.  and  5  p.m.,  Monday 
through  Friday,  except  Federal 
Holidays. 

•  Fax; 1-202-493-2251. 

Instructions:  Each  submission  must 

include  the  Agency  name  and  the 
docket  numbers  for  this  notice.  Note 
that  all  comments  received  will  be 
posted  without  change  to  http:// 
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www.regulations.gov,  including  any 
personal  information  provided.  Please 
see  the  Privacy  Act  heading  below  for 
further  information. 

Docket:  For  access  to  the  docket  to 
read  background  documents  or 
comments,  go  to  http:// 
w'ww.regulations.gov  at  any  time  or 
Room  Wl  2-140  on  the  ground  level  of 
the  West  Building,  1200  New  Jersey 
Avenue  SE.,  Washington,  DC,  between  9 
a.m.  and  5  p.m.,  Monday  through 
Friday,  except  Federal  holidays.  The 
Federal  Docket  Management  System 
(FDMS)  is  available  24  hours  each  day, 
365  days  each  year.  If  you  want 
acknowledgment  that  we  received  your 
comments,  please  include  a  self- 
addressed,  stamped  envelope  or 
postcard,  or  print  the  acknowledgement 
page  that  appears  after  submitting 
comments  on-line. 

Privacy  Act:  Anyone  may  search  the 
electronic  form  of  all  comments 
received  into  any  of  DOT’s  dockets  by 
the  name  of  the  individual  submitting 
the  comment  (or  of  the  person  signing 
the  comment,  if  submitted  on  behalf  of 
an  association,  business,  labor  union,  or 
other  entity).  You  may  review  DOT’s 
Privacy  Act  Statement  for  the  Federal 
Docket  Management  System  (FDMS) 
published  in  the  Federal  Register  on 
January  17,  2008  (73  FR  3316). 

FOR  FURTHER  INFORMATION  CONTACT: 

Elaine  M.  Papp,  Chief,  Medical 
Programs  Division,  (202)  366-4001, 
fmcsamedical@dot.gov,  FMCSA, 
Department  of  Transportation,  1200 
New  Jersey  Avenue  SE.,  Room  W64- 
224,  Washington,  DC  20590-0001. 

Office  hours  are  from  8:30  a.m.  to  5 
p.m.,  Monday  through  Friday,  except 
Federal  holidays. 

SUPPLEMENTARY  INFORMATION: 

Background 

Under  49  U.S.C.  31136(e)  and  31315, 
FMCSA  may  grant  an  exemption  from 
the  Federal  Motor  Carrier  Safety 
Regulations  for  a  2-year  period  if  it  finds 
“such  exemption  would  likely  achieve  a 
level  of  safety  that  is  equivalent  to  or 
greater  than  the  level  that  would  be 
achieved  absent  such  exemption.”  The 
statute  also  allows  the  Agency  to  renew 
exemptions  at  the  end  of  the  2-year 
period.  The  56  individuals  listed  in  this 
notice  have  recently  requested  such  an 
exemption  from  the  diabetes  prohibition 
in  49  CFR  391.41(b)(3),  which  applies  to 
drivers  of  CMVs  in  interstate  commerce. 
Accordingly,  the  Agency  has  evaluated 
the  qualifications  of  each  applicant  and 
determined  that  granting  the  exemption 
will  achieve  the  required  level  of  safety 
mandated  by  statute. 


Qualifications  of  Applicants 

Michael  N.  Bohn 

Mr.  Bohn,  60,  has  had  ITDM  since 
2004.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Bohn  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Bohn  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
an  operator’s  license  from  Minnesota. 

Jonathan  Bona 

Mr.  Bona,  60,  has  had  ITDM  since 
2008.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Bona  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Bona  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  B  Commercial  Driver’s 
License  (CDL)  from  New  Jersey. 

Vincent  M.  Branch 

Mr.  Branch,  51,  has  had  ITDM  since 
1995.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Branch  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Branch  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2013 


and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Virginia. 

Perry  C.  Bullis 

Mr.  Bullis,  66,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Bullis  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Bullis  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Pennsylvania. 

Christopher  J.  Burkhart 

Mr.  Burkhart,  37,  has  had  ITDM  since 
2009.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Burkhart  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Burkhart  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  B  CDL  from  Missouri. 

James  E.  Cantrell,  Jr. 

Mr.  Cantrell,  65,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Cantrell  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Cantrell  meets  the 
requirements  of  the  vision  standard  at 
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49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  B  CDL  from  Alabama. 

Kristy  S.  R.  Clark 

Ms.  Clark,  31,  has  had  ITDM  since 
2008.  Her  endocrinologist  examined  her 
in  2014  and  certified  that  she  has  had 
no  severe  hypoglycemic  reactions 
resulting  in  loss  of  consciousness, 
requiring  the  assistance  of  another 
person,  or  resulting  in  impaired 
cognitive  function  that  occurred  without 
warning  in  the  past  12  months  and  no 
recurrent  (2  or  more)  severe 
hypoglycemic  episodes  in  the  last  5 
5'ears.  Her  endocrinologist  certifies  that 
Ms.  Clark  understands  diabetes 
management  and  monitoring  has  stable 
control  of  her  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely.  Ms. 
Clark  meets  the  requirements  of  the 
vision  standard  at  49  CFR  391.41(b)(10). 
Her  optometrist  examined  her  in  2014 
and  certified  that  she  does  not  have 
diabetic  retinopathy.  She  holds  an 
operator’s  license  from  Virginia. 

Boyce  N.  Cordova 

Mr.  Cordova,  56,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Cordova  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Cordova  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Washington. 

Robert  Curry 

Mr.  Curry,  56,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Curry  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 


safely.  Mr.  Curry  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  has  stable  nonproliferative  diabetic 
retinopathy.  He  holds  a  Class  A  CDL 
from  New  York. 

Bradley  C.  Dunlap 

Mr.  Dunlap,  55,  has  had  ITDM  since 
1987.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Dunlap  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Dunlap  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  an  operator’s  license  from 
Illinois. 

John  C.  Fisher  III 

Mr.  Fisher,  33,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hjqjoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Fisher  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Fisher  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41[b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Pennsylvania. 

Kenneth  11/  Foster 

Mr.  Foster,  47,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hjqjoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Foster  understands 


diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Foster  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41  (b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  chauffeur’s  license  from 
Indiana. 

Andrew  C.  Frykholm 

Mr.  Frj'kholm,  67,  has  had  ITDM 
since  2014.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Frykholm  understands  diabetes 
management  and  monitoring,  has  stable 
control  of  his  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely.  Mr. 
Frykholm  meets  the  requirements  of  the 
vision  standard  at  49  CFR  391.41  [b)(10). 
His  ophthalmologist  examined  him  in 
2014  and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Massachusetts. 

Lyle  O.  Gahler 

Mr.  Gahler,  58,  has  had  ITDM  since 
2011.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Gahler  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Gahler  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  B  CDL  from  Minnesota. 

John  A.  Gillingharn 

Mr.  Gillingham,  60,  has  had  ITDM 
since  1998.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
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severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Gillingham  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Gillingham  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(bKlO).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Glass  A 
GDL  from  Pennsylvania. 

Ronald  L.  Glade 

Mr.  Glade,  52,  has  had  ITDM  since 

2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Glade  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Glade  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  GDL  from  Illinois. 

Brent  C.  Godshalk 

Mr.  Godshalk,  48,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Godshalk  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Godshalk  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  GDL  from  Indiana. 

Robert  L.  Gordon 

Mr.  Gordon,  57,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 


past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Gordon  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Gordon  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b){l0).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable  non¬ 
proliferative  diabetic  retinopathy.  He 
holds  a  Class  B  GDL  from  Illinois. 

Jeffrey  R.  Harnack 

Mr.  Harnack,  55,  has  had  ITDM  since 

2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Harnack  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Harnack  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  GDL  from 
Minnesota. 

Daniel  E.  Harris 

Mr.  Harris,  52,  has  had  ITDM  since 

2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Harris  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Harris  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b){10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  GDL  from  Illinois. 

Elefterios  Hatzigeorgalis 

Mr.  Hatzigeorgalis,  35,  has  had  ITDM 
since  1991.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 


of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Hatzigeorgalis  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Hatzigeorgalis  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable  non¬ 
proliferative  diabetic  retinopathy.  He 
holds  an  operator’s  license  from 
Maryland. 

Drew  J.  Holtan 

Mr.  Holtan,  25,  has  had  ITDM  since 
2003.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Holtan  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Holtan  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  an  operator’s  license  from 
Minnesota. 

Randy  S.  Holz 

Mr.  Holz,  49,  has  had  ITDM  since 
2009.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Holz  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Holz  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 
he  has  stable  non-proliferative  diabetic 
retinopathy.  He  holds  a  Class  A  CDL 
from  Iowa. 
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Joseph  C.  House 

Mr.  House,  69,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  House  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  House  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Alabama. 

Kenneth  B.  Huff 

Mr.  Huff,  50,  has  had  ITDM  since 
2002.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Huff  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Huff  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 
he  has  stable  non-proliferative  diabetic 
retinopathy.  He  holds  a  Class  A  CDL 
from  Pennsylvania. 

Henderson  R.  Hughes 

Mr.  Hughes,  53,  has  had  ITDM  since 
2008.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Hughes  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Hughes  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b){10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable 


proliferative  diabetic  retinopathy.  He 
holds  a  Class  A  CDL  from  New  York. 

Levi  N.  Hutchinson 

Mr.  Hutchinson,  25,  has  had  ITDM 
since  1991.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Hutchinson  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Hutchinson  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41[b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable 
proliferative  diabetic  retinopathy.  He 
holds  an  operator’s  license  from 
Pennsylvania. 

Joseph  T.  Ingiosi 

Mr.  Ingiosi,  55,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Ingiosi  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Ingiosi  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41  (b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  chauffeur’s  license  from 
Michigan. 

Michael  J.  Javenkoski 

Mr.  Javenkoski,  57,  has  had  ITDM 
since  2014.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  1 2 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Javenkoski  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 


insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Javenkoski  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  A  CDL  from 
Minnesota. 

Katlin  W.  Johnson 

Mr.  Johnson,  26,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Johnson  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Johnson  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  an  operator’s  license  from 
Louisiana. 

Don  L  Jorgensen 

Mr.  Jorgensen,  61,  has  had  ITDM 
since  2013.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Jorgensen  understands  diabetes 
management  and  monitoring,  has  stable 
control  of  his  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely.  Mr. 
Jorgensen  meets  the  requirements  of  the 
vision  standard  at  49  CFR  391.41(bKlO). 
His  optometrist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Wyoming. 

Steven  T.  Juhl 

Mr.  Juhl,  52,  has  had  ITDM  since 
2008.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
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certifies  that  Mr.  Juhl  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Juhl  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(bKlO).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  A  CDL  from  Minnesota. 

Christopher  D.  Lacasse,  Sr. 

Mr.  Lacasse,  53,  has  had  ITDM  since 
2007.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Lacasse  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Lacasse  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  an 
operator’s  license  from  Massachusetts. 

Raymond  S.  Lucero 

Mr.  Lucero,  45,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Lucero  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Lucero  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  New 
Mexico. 

Richard  M.  Mackey 

Mr.  Mackey,  60,  has  had  ITDM  since 
1966.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 


more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Mackey  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Mackey  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Texas. 

Kevin  J.  McGrath 

Mr.  McGrath,  42,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  McGrath  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  McGrath  meets  the 
requirements  of  the  vision  standard  at 
49  GFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  an 
operator’s  license  from  Massachusetts. 

Jerry  W.  Murphy 

Mr.  Murphy,  59,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Murphy  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Murphy  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Mississippi. 

Christopher  D.  Murray 

Mr.  Mm-ray,  55,  has  had  ITDM  since 
2010.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 


resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Murray  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Murray  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41  (b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  an  operator’s  license  from 
North  Carolina. 

Robert  D.  Noe 

Mr.  Noe,  51,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Noe  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Noe  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  A  CDL  from  Illinois. 

Kyle  W.  Parker 

Mr.  Parker,  29,  has  had  ITDM  since 
2003.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Parker  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Parker  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable 
nonproliferative  diabetic  retinopathy. 

He  holds  an  operator’s  license  from 
California. 

Eric  D.  Roberts 

Mr.  Roberts,  39,  has  had  ITDM  since 
1996.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
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severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  [2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Roberts  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Roberts  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable  non¬ 
proliferative  diabetic  retinopathy.  He 
holds  a  Class  A  CDL  from  Michigan. 

Gar}^  L.  Roberts 

Mr.  Roberts,  59,  has  had  ITDM  since 

2008.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Roberts  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Roberts  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  B  CDL  from 
Connecticut. 

Tommy  A.  Hollins 

Mr.  Rollins,  60,  has  had  ITDM  since 
2000.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Rollins  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Rollins  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Georgia. 


Janice  M.  Rowles 

Ms.  Rowles,  69,  has  had  ITDM  since 

2009.  Her  endocrinologist  examined  her 
in  2014  and  certified  that  she  has  had 
no  severe  hypoglycemic  reactions 
resulting  in  loss  of  consciousness, 
requiring  the  assistance  of  another 
person,  or  resulting  in  impaired 
cognitive  function  that  occurred  without 
warning  in  the  past  12  months  and  no 
recurrent  (2  or  more)  severe 
hypoglycemic  episodes  in  the  last  5 
years.  Her  endocrinologist  certifies  that 
Ms.  Rowles  understands  diabetes 
management  and  monitoring,  has  stable 
control  of  her  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely.  Ms. 
Rowles  meets  the  requirements  of  the 
vision  standard  at  49  CFR  391.41(b)(10). 
Her  optometrist  examined  her  in  2014 
and  certified  that  she  does  not  have 
diabetic  retinopathy.  She  holds  a  Class 
A  CDL  from  Pennsylvania. 

William  B.  Rupert  Jr. 

Mr.  Rupert,  61,  has  had  ITDM  since 
2011.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Rupert  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Rupert  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  an 
operator’s  license  from  Pennsylvania. 

Ahmed  A.  Saleh 

Mr.  Saleh,  38,  has  had  ITDM  since 
1999.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Saleh  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Saleh  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 


he  has  stable  non-proliferative  diabetic 
retinopathy.  He  holds  a  Class  A  CDL 
from  Michigan. 

Robert  M.  Schmitz 

Mr.  Schmitz,  61,  has  had  ITDM  since 
1982.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Schmitz  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Schmitz  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(l0).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  stable  non 
proliferative  diabetic  retinopathy.  He 
holds  a  Class  A  CDL  from  Iowa. 

David  C.  Schultze 

Mr.  Schultze,  49,  has  had  ITDM  since 
1987.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Schultze  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Schultze  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable  non¬ 
proliferative  diabetic  retinopathy.  He 
holds  an  operator’s  license  from 
Minnesota. 

Brian  R.  Schwint 

Mr.  Schwint,  50,  has  had  ITDM  since 

2010.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Schwint  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 


Federal  Register/ Vol.  79,  No.  157/Thursday,  August  14,  2014/Notices 


47709 


safely.  Mr.  Schwint  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable  non¬ 
proliferative  and  stable  proliferative 
diabetic  retinopathy.  He  holds  an 
operator’s  license  from  Iowa. 

Dicky  W.  Shuttlesworth 

Mr.  Shuttlesworth,  57,  has  had  ITDM 
since  2008.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Shuttlesworth  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Shuttlesworth  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  A  CDL  from  Texas. 

Bryce  J.  Smith 

Mr.  Smith,  26,  has  had  ITDM  since 
1999.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Smith  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Smith  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable  non¬ 
proliferative  diabetic  retinopathy.  He 
holds  a  Class  A  CDL  from  Utah. 

David  R.  Sprenkel 

Mr.  Sprenkel,  64,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 


certifies  that  Mr.  Sprenkel  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Sprenkel  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  A  CDL  from 
Pennsylvania. 

Jeffrey  R.  Stevens 

Mr.  Stevens,  54,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Stevens  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Stevens  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41[b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Pennsylvania. 

David  W.  Taggart 

Mr.  Taggart,  53,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Taggart  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Taggart  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  B  CDL  from 
Pennsylvania. 

Artilla  M.  Thomas 

Ms.  Thomas,  50,  has  had  ITDM  since 
2013.  Her  endocrinologist  examined  her 
in  2014  and  certified  that  she  has  had 
no  severe  hypoglycemic  reactions 
resulting  in  loss  of  consciousness, 
requiring  the  assistance  of  another 
person,  or  resulting  in  impaired 
cognitive  function  that  occurred  without 


warning  in  the  past  12  months  and  no 
recurrent  (2  or  more)  severe 
hypoglycemic  episodes  in  the  last  5 
years.  Her  endocrinologist  certifies  that 
Ms.  Thomas  understands  diabetes 
management  and  monitoring,  has  stable 
control  of  her  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely.  Ms. 
Thomas  meets  the  requirements  of  the 
vision  standard  at  49  CFR  391.41(b)(10). 
Her  ophthalmologist  examined  her  in 
2014  and  certified  that  she  has  stable 
proliferative  diabetic  retinopathy.  She 
holds  a  Class  B  CDL  from  Illinois. 

William  C.  Tomlinson 

Mr.  Tomlinson,  25,  has  had  ITDM 
since  1992.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Tomlinson  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Tomlinson  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  an  operator’s  license  from 
Georgia. 

FMCSA  has  evaluated  the  eligibility 
of  the  56  applicants  and  determined  that 
granting  the  exemptions  to  these 
individuals  would  achieve  a  level  of 
safety  equivalent  to  or  greater  than  the 
level  that  would  be  achieved  by 
complying  with  the  current  regulation 
49  CFR  391.41(b)(3).  Absent  the  receipt 
of  comments  indicating  that  a  driver’s 
ability  would  not  achieve  the 
aforementioned  level  of  safety,  the 
Agency  will  grant  the  drivers  an 
exemption  the  day  after  the  comment 
period  closes. 

Diabetes  Mellitus  and  Driving 
Experience  of  the  Applicants 

The  agency  established  the  current 
requirement  for  diabetes  in  1970 
because  several  risk  studies  indicated 
that  drivers  with  diabetes  had  a  higher 
rate  of  crash  involvement  than  the 
general  population.  The  diabetes  rule 
provides  that  “A  person  is  physically 
qualified  to  drive  a  commercial  motor 
vehicle  if  that  person  has  no  established 
medical  history  or  clinical  diagnosis  of 
diabetes  mellitus  currently  requiring 
insulin  for  control”  (49  CFR 
391.41(b)(3)). 
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FMCSA  established  its  diabetes 
exemption  program,  based  on  the 
Agency’s  July  2000  study  entitled  “A 
Report  to  Congress  on  the  Feasibility  of 
a  Program  to  Qualify  Individuals  with 
Insulin-Treated  Diabetes  Mellitus  to 
Operate  in  Interstate  Commerce  as 
Directed  by  the  Transportation  Act  for 
the  21st  Century.”  The  report  concluded 
that  a  safe  and  practicable  protocol  to 
allow  some  drivers  with  ITDM  to 
operate  CMVs  is  feasible.  The 
September  3,  2003  (68  FR  52441) 

Federal  Register  notice,  in  conjunction 
with  the  November  8,  2005  (70  FR 
67777)  Federal  Register  notice,  provides 
the  current  protocol  for  allowing  such 
drivers  to  operate  CMVs  in  interstate 
commerce. 

These  56  applicants  have  had  ITDM 
over  a  range  of  1  to  48  years.  These 
applicants  report  no  severe 
hypoglycemic  reactions  resulting  in  loss 
of  consciousness  or  seizure,  requiring 
the  assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning 
symptoms  in  the  past  12  months  and  no 
recurrent  (2  or  more)  severe 
hypoglycemic  episodes  in  the  past  5 
years.  In  each  case,  an  endocrinologist 
verified  that  the  driver  has 
demonstrated  a  willingness  to  properly 
monitor  and  manage  his/her  diabetes 
mellitus,  received  education  related  to 
diabetes  management,  and  is  on  a  stable 
insulin  regimen.  These  drivers  report  no 
other  disqualifying  conditions, 
including  diabetes-related 
complications.  Each  meets  the  vision 
requirement  at  49  CFR  391.41(b)(10). 

Basis  for  Exemption  Determination 

Under  49  U.S.C  31136(e)  and  31315, 
FMCSA  may  grant  an  exemption  from 
the  diabetes  requirement  in  49  CFR 
391.41(b)(3)  if  the  exemption  is  likely  to 
achieve  an  equivalent  or  greater  level  of 
safety  than  would  be  achieved  without 
the  exemption.  The  exemption  allows 
the  applicants  to  operate  CMVs  in 
interstate  commerce. 

To  evaluate  the  effect  of  these 
exemptions  on  safety,  FMCSA 
considered  medical  reports  about  the 
applicants’  ITDM  and  vision,  and 
reviewed  the  treating  endocrinologists’ 
medical  opinion  related  to  the  ability  of 
the  driver  to  safely  operate  a  CMV  while 
using  insulin. 

Consequently,  FMCSA  finds  that  in 
each  case  exempting  these  applicants 
from  the  diabetes  requirement  in  49  CFR 
391.41(b)(3)  is  likely  to  achieve  a  level 
of  safety  equal  to  that  existing  without 
the  exemption. 


Conditions  and  Requirements 

The  terms  and  conditions  of  the 
exemption  will  be  provided  to  the 
granted  applicants  in  the  exemption 
document  and  they  include  the 
following:  (1)  That  each  individual 
submit  a  quarterly  monitoring  checklist 
completed  by  the  treating 
endocrinologist  as  well  as  an  annual 
checklist  with  a  comprehensive  medical 
evaluation:  (2)  that  each  individual 
reports  within  2  business  days  of 
occurrence  all  episodes  of  severe 
hypoglycemia,  significant 
complications,  or  inability  to  manage 
diabetes;  also,  any  involvement  in  an 
accident  or  any  other  adverse  event  in 
a  CMV  or  personal  vehicle,  whether  or 
not  it  is  related  to  an  episode  of 
hypoglycemia:  (3)  that  each  individual 
provide  a  copy  of  the  ophthalmologist’s 
or  optometrist’s  report  to  the  medical 
examiner  at  the  time  of  the  annual 
medical  examination:  and  (4)  that  each 
individual  provide  a  copy  of  the  annual 
medical  certification  to  the  employer  for 
retention  in  the  driver’s  qualification 
file,  or  keep  a  copy  in  his/her  driver’s 
qualification  file  if  he/she  is  self- 
employed.  The  driver  must  also  have  a 
copy  of  the  certification  when  driving, 
for  presentation  to  a  duly  authorized 
Federal,  State,  or  local  enforcement 
official. 

Request  for  Comments 

In  accordance  with  49  U.S.C.  31136(e) 
and  31315,  FMCSA  requests  public 
comment  from  all  interested  persons  on 
tbe  exemption  petitions  described  in 
this  notice.  We  will  consider  all 
comments  received  before  the  close  of 
business  on  the  closing  date  indicated 
in  the  date  section  of  the  notice. 

FMCSA  notes  that  section  4129  of  the 
Safe,  Accountable,  Flexible  and 
Efficient  Transportation  Equity  Act:  A 
Legacy  for  Users  requires  the  Secretary 
to  revise  its  diabetes  exemption  program 
established  on  September  3,  2003  (68  FR 
52441)."*  The  revision  must  provide  for 
individual  assessment  of  drivers  with 
diabetes  mellitus,  and  be  consistent 
with  the  criteria  described  in  section 
4018  of  the  Transportation  Equity  Act 
for  the  21st  Century  (49  U.S.C.  31305). 

Section  4129  requires:  (1)  Elimination 
of  the  requirement  for  3  years  of 
experience  operating  CMVs  while  being 
treated  with  insulin;  and  (2) 
establishment  of  a  specified  minimum 
period  of  insulin  use  to  demonstrate 


’  Section  4129(a)  refers  to  the  2003  notice  as  a 
“final  rule.”  However,  the  2003  notice  did  not  issue 
a  “final  rule”  but  did  establish  the  procedures  and 
standards  for  issuing  exemptions  for  drivers  with 
ITDM. 


stable  control  of  diabetes  before  being 
allowed  to  operate  a  CMV. 

In  response  to  section  4129,  FMCSA 
made  immediate  revisions  to  the 
diabetes  exemption  program  established 
by  the  September  3,  2003  notice. 

FMCSA  discontinued  use  of  the  3-year 
driving  experience  and  fulfilled  the 
requirements  of  section  4129  while 
continuing  to  ensure  that  operation  of 
CMVs  by  drivers  with  ITDM  will 
achieve  the  requisite  level  of  safety 
required  of  all  exemptions  granted 
under  49  U.S.C.  31136(e). 

Section  4129(d)  also  directed  FMCSA 
to  ensure  that  drivers  of  CMVs  with 
ITDM  are  not  held  to  a  higher  standard 
than  other  drivers,  with  the  exception  of 
limited  operating,  monitoring  and 
medical  requirements  that  are  deemed 
medically  necessary. 

The  FMCSA  concluded  that  all  of  the 
operating,  monitoring  and  medical 
requirements  set  out  in  the  September  3, 
2003  notice,  except  as  modified,  were  in 
compliance  with  section  4129(d). 
Therefore,  all  of  the  requirements  set 
out  in  the  September  3,  2003  notice, 
except  as  modified  by  the  notice  in  the 
Federal  Register  on  November  8,  2005 
(70  FR  67777),  remain  in  effect. 

Submitting  Comments 

You  may  submit  your  comments  and 
material  online  or  by  fax,  mail,  or  hand 
delivery,  but  please  use  only  one  of 
these  means.  FMCSA  recommends  that 
you  include  your  name  and  a  mailing 
address,  an  email  address,  or  a  phone 
number  in  the  body  of  your  document 
so  that  FMCSA  can  contact  you  if  there 
are  questions  regarding  your 
submission. 

To  submit  your  comment  online,  go  to 
http://www.regulations.gov  and  in  the 
search  box  insert  the  docket  number 
FMCSA-2014-0019  and  click  the  search 
button.  When  the  new  screen  appears, 
click  on  the  blue  “Comment  Now!” 
button  on  the  right  hand  side  of  the 
page.  On  the  new  page,  enter 
information  required  including  the 
specific  section  of  this  document  to 
which  each  comment  applies,  and 
provide  a  reason  for  each  suggestion  or 
recommendation.  If  you  submit  your 
comments  by  mail  or  hand  delivery, 
submit  them  in  an  unbound  format,  no 
larger  than  8V2  by  11  inches,  suitable  for 
copying  and  electronic  filing.  If  you 
submit  comments  by  mail  and  would 
like  to  know  that  they  reached  the 
facility,  please  enclose  a  stamped,  self- 
addressed  postcard  or  envelope. 

We  will  consider  all  comments  and 
material  received  during  the  comment 
period  and  may  change  this  proposed 
rule  based  on  your  comments.  FMCSA 
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may  issue  a  final  rule  at  any  time  after 
the  close  of  the  comment  period. 

Viewing  Comments  and  Documents 

To  view  comments,  as  well  as  any 
documents  mentioned  in  this  preamble. 
To  submit  your  comment  online,  go  to 
http://www.regulations.gov  and  in  the 
search  box  insert  the  docket  number 
FMCSA-2014-0019  and  click  “Search.” 
Next,  click  “Open  Docket  Folder”  and 
you  will  find  all  documents  and 
comments  related  to  the  proposed 
rulemaking. 

Issued  on:  August  7,  2014. 

Larry  W.  Minor, 

Associate  Administrator  for  Policy. 

[FR  Doc.  2014-19247  Filed  8-13-14;  8:45  am] 

BILLING  CODE  P 


DEPARTMENT  OF  TRANSPORTATION 

Federal  Motor  Carrier  Safety 
Administration 

[Docket  No.  FMCSA-201 4-0020] 

Qualification  of  Drivers;  Exemption 
Applications;  Diabetes  Mellitus 

agency:  Federal  Motor  Carrier  Safety 
Administration  (FMCSA),  DOT. 

ACTION:  Notice  of  applications  for 
exemptions;  request  for  comments. 

SUMMARY:  FMCSA  announces  receipt  of 
applications  from  46  individuals  for 
exemption  from  the  prohibition  against 
persons  with  insulin-treated  diabetes 
mellitus  (ITDM)  operating  commercial 
motor  vehicles  (CMVs)  in  interstate 
commerce.  If  granted,  the  exemptions 
would  allow  these  individuals  with 
ITDM  to  operate  CMVs  in  interstate 
commerce. 

DATES:  Comments  must  be  received  on 
or  before  September  15,  2014.  All 
comments  will  be  investigated  by 
FMCSA.  The  exemptions  will  be  issued 
the  day  after  the  comment  period  closes. 
ADDRESSES:  You  may  submit  comments 
bearing  the  Federal  Docket  Management 
System  (FDMS)  Docket  ID  FMCSA- 
201  X-XXXX  using  any  of  the  following 
methods: 

•  Federal  eRulemaking  Portal:  Go  to 
nnvw.regulations.gov.  Follow  the  on-line 
instructions  for  submitting  comments. 

•  Mail:  Docket  Management  Facility: 
U.S.  Department  of  Transportation,  1200 
New  Jersey  Avenue  SE.,  West  Building 
Ground  Floor,  Room  W12-140, 
Washington,  DG  20590-0001. 

•  Hand  Delivery  or  Courier:  West 
Building  Ground  Floor,  Room  W12-140, 
1200  New  Jersey  Avenue  SE., 
Washington,  DC,  between  9  a.m.  and  5 


p.m.,  ET,  Monday  through  Friday, 
except  Federal  Holidays. 

•  Fax; 1-202-493-2251. 

Each  submission  must  include  the 
Agency  name  and  the  docket  number  for 
this  notice.  Note  that  DOT  posts  all 
comments  received  without  change  to 
www.regulations.gov,  including  any 
personal  information  included  in  a 
comment.  Please  see  the  Privacy  Act 
heading  below. 

Docket:  For  access  to  the  docket  to 
read  background  documents  or 
comments,  go  to  www.regulations.gov  at 
any  time  or  visit  Room  W12-140  on  the 
ground  level  of  the  West  Building,  1200 
New  Jersey  Avenue  SE.,  Washington, 

DC,  between  9  a.m.  and  5  p.m.,  ET, 
Monday  through  Friday,  except  Federal 
holidays.  The  on-line  Federal  document 
management  system  is  available  24 
hours  each  day,  365  days  each  year.  If 
you  want  acknowledgment  that  we 
received  your  comments,  please  include 
a  self-addressed,  stamped  envelope  or 
postcard  or  print  the  acknowledgement 
page  that  appears  after  submitting 
comments  on-line. 

Privacy  Act:  Anyone  may  search  the 
electronic  form  of  all  comments 
received  into  any  of  our  dockets  by  the 
name  of  the  individual  submitting  the 
comment  (or  of  the  person  signing  the 
comment,  if  submitted  on  behalf  of  an 
association,  business,  labor  union,  etc.J. 
You  may  review  DOT’S  Privacy  Act 
Statement  for  the  Federal  Docket 
Management  System  published  in  the 
Federal  Register  on  January  17,  2008 
(73  FR  3316),  or  you  may  visit  http:// 
edocket. access. gpo.gOv/2008/pdf /E8- 
785.pdf 

FOR  FURTHER  INFORMATION  CONTACT: 

Elaine  M.  Papp,  Chief,  Medical 
Programs  Division,  (202)  366-4001, 
fmcsamedical@dot.gov,  FMCSA, 
Department  of  Transportation,  1200 
New  Jersey  Avenue  SE.,  Room  W64- 
224,  Washington,  DC  20590-0001. 

Office  hours  are  from  8:30  a.m.  to  5 
p.m.,  Monday  through  Friday,  except 
Federal  holidays.  If  you  have  questions 
on  viewing  or  submitting  material  to  the 
docket,  contact  Docket  Services, 
telephone  (202)  366-9826. 
SUPPLEMENTARY  INFORMATION: 

I.  Background 

Under  49  U.S.C.  31136(e)  and  31315, 
FMCSA  may  grant  an  exemption  from 
the  Federal  Motor  Carrier  Safety 
Regulations  for  a  2-year  period  if  it  finds 
“such  exemption  would  likely  achieve  a 
level  of  safety  that  is  equivalent  to  or 
greater  than  the  level  that  would  be 
achieved  absent  such  exemption.”  The 
statute  also  allows  the  Agency  to  renew 
exemptions  at  the  end  of  the  2-year 


period.  The  46  individuals  listed  in  this 
notice  have  recently  requested  such  an 
exemption  from  the  diabetes  prohibition 
in  49  CFR  391.41(b)(3),  which  applies  to 
drivers  of  CMVs  in  interstate  commerce. 
Accordingly,  the  Agency  has  evaluated 
the  qualifications  of  each  applicant  to 
determine  whether  granting  an 
exemption  will  achieve  the  required 
level  of  safety  mandated  by  statute. 

II.  Qualifications  of  Applicants 

James  M.  Brooks 

Mr.  Brooks,  51,  has  had  ITDM  since 
2004.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Brooks  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Brooks  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.4l(b)(l0).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Virginia. 

Gary  L.  Brown 

Mr.  Brown,  52,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Brown  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Browm  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Pennsylvania. 

Bichard  E.  Campney 

Mr.  Campney,  80,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
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that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Campney  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Campney  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Iowa. 

Steven  ].  Causie 

Mr.  Causie,  52,  has  had  ITDM  since 
2010.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Causie  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Causie  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(bKlO).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  A  CDL  from  Michigan. 

Wesley  A.  Chain 

Mr.  Chain,  32,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Chain  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Chain  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Texas. 

Richard  M.  Cohen 

Mr.  Cohen,  63,  has  had  ITDM  since 
2010.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 


resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  1 2  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Cohen  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Cohen  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  an 
operator’s  license  from  New  Jersey. 

Alex  A.  Cornelia 

Mr.  Cornelia,  57,  has  had  ITDM  since 

2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Cornelia  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Cornelia  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b){10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  New 
Jersey. 

Jeffrey  R.  Courtright 

Mr.  Courtright,  27,  has  had  ITDM 
since  1999.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Courtright  understands  diabetes 
management  and  monitoring,  has  stable 
control  of  his  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely.  Mr. 
Courtright  meets  the  requirements  of  the 
vision  standard  at  49  CFR  391.41(b)(10). 
His  optometrist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  an 
operator’s  license  from  Colorado. 

Dwayne  P.  Daniels 

Mr.  Daniels,  48,  has  had  ITDM  since 

2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 


severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Daniels  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Daniels  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  C  CDL  from 
Pennsylvania. 

James  T.  Dodge 

Mr.  Dodge,  44,  has  had  ITDM  since 
2010.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Dodge  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Dodge  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  an  operator’s  license  from 
Colorado. 

Richard  D.  Domingo 

Mr.  Domingo,  52,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Domingo  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Domingo  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41  (b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Nevada. 
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John  J.  Dominguez 

Mr.  Dominguez,  54,  has  had  ITDM 
since  2013.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Dominguez  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Dominguez  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Texas. 

Mark  S.  Du  da 

Mr,  Duda,  57,  has  had  ITDM  since 
2006.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Duda  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Duda  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  B  CDL  from  Pennsylvania. 

Vernon  L.  Fulton,  Jr. 

Mr.  Fulton,  57,  has  had  ITDM  since 
2008.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Fulton  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Fulton  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 


and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Oregon. 

Gary  W.  Giles 

Mr.  Giles,  49,  has  had  ITDM  since 
1985.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Giles  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Giles  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  A  CDL  from  Texas. 

Benny  B.  Gonzales 

Mr.  Gonzales,  61,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Gonzales  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Gonzales  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41[b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Texas. 

Jerry  W.  Gott 

Mr.  Gott,  63,  has  had  ITDM  since 
2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Gott  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Gott  meets  the  requirements 
of  the  vision  standard  at  49  GFR 


391.41{b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  an  operator’s  license  from 
Iowa. 

James  L.  Hummel 

Mr.  Hummel,  57,  has  had  ITDM  since 
2011.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Hummel  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  GMV 
safely.  Mr.  Hummel  meets  the 
requirements  of  the  vision  standard  at 
49  GFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Washington. 

Matthew  J.  Jensen 

Mr.  Jensen,  37,  has  had  ITDM  since 
2003.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Jensen  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Jensen  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41  (b){10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Minnesota. 

Joseph  A.  Ki pus 

Mr.  Kipus,  58,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Kipus  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
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insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Kipus  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(bKlO).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  B  CDL  from  Ohio. 

Kevin  L.  Kreakie 

Mr.  Kreakie,  39,  has  had  ITDM  since 
1993.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Kreakie  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Kreakie  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41{bKlO).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable 
nonproliferative  and  stable  proliferative 
diabetic  retinopathy.  He  holds  an 
operator’s  license  from  Ohio. 

Gerald  D.  Layton 

Mr.  Layton,  66,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Layton  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Layton  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  Texas. 

Steve  F.  Levicoff 

Mr.  Levicoff,  60,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 


certifies  that  Mr.  Levicoff  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Levicoff  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41[b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  A  CDL  from 
Pennsylvania. 

Kevin  C.  Lewis 

Mr.  Lewis,  54,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Lewis  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Lewis  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable 
nonproliferative  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Louisiana. 

Timothy  M.  Malo 

Mr.  Malo,  57,  has  had  ITDM  since 
2006.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hjqjoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  [2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Malo  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Malo  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  A  CDL  from  Maine. 

Paul  J.  Marshall 

Mr.  Marshall,  51,  has  had  ITDM  since 
1993.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 


more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Marshall  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Marshall  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  A  CDL  from  Utah. 

David  L.  Me  Donald 

Mr.  Me  Donald,  59,  has  had  ITDM 
since  2009.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Me  Donald  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Me  Donald  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Illinois. 

Thomas  K.  Miszler 

Mr.  Miszler,  61,  has  had  ITDM  since 

2012.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Miszler  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Miszler  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from 
Pennsylvania. 

Rusty  A.  Neal 

Mr.  Neal,  43,  has  had  ITDM  since 

2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
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that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Neal  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Neal  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  A  CDL  from  Illinois. 

Jacob  B.  Newman 

Mr.  Newman,  49,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Newman  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Newman  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  an  operator’s  license  from 
Georgia. 

Duke  R.  Pendergraft 

Mr.  Pendergraft,  51,  has  had  ITDM 
since  2014.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Pendergraft  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Pendergraft  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Texas. 

Timothy  K.  Price 

Mr.  Price,  54,  has  had  ITDM  since 
1998.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 


assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Price  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Price  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  A  CDL  from  West  Virginia. 

Michael  C.  Prue 

Mr.  Prue,  40,  has  had  ITDM  since 
1985.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Prue  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Prue  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41[b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 
he  has  stable  nonproliferative  diabetic 
retinopathy.  He  holds  a  Class  B  CDL 
from  Maine. 

Juan  C.  Rodriguez-Martinez 

Mr.  Rodriguez-Martinez,  45,  has  had 
ITDM  since  2014.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Rodriguez-Martinez 
understands  diabetes  management  and 
monitoring,  has  stable  control  of  his 
diabetes  using  insulin,  and  is  able  to 
drive  a  CMV  safely.  Mr.  Rodriguez- 
Martinez  meets  the  requirements  of  the 
vision  standard  at  49  CFR  391.41(b)(10). 
His  optometrist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  A 
CDL  from  California. 

Bradlee  R.  Saxhy 

Mr.  Saxhy,  30,  has  had  ITDM  since 
2009.  His  endocrinologist  examined  him 


in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Saxhy  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Saxhy  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(bKlO).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  a  Class  B  CDL  from  Illinois. 

Barry  L.  Schwab 

Mr.  Schwab,  51,  has  had  ITDM  since 
2004.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Schwab  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Schwab  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable 
nonproliferative  diabetic  retinopathy. 

He  holds  a  chauffeur’s  license  from 
Michigan. 

Geoffrey  E.  Showaker 

Mr.  Showaker,  39,  has  had  ITDM 
since  2005.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Showaker  understands  diabetes 
management  and  monitoring,  has  stable 
control  of  his  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely. 

Mr.  Showaker  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 
he  has  stable  nonproliferative  diabetic 
retinopathy.  He  holds  an  operator’s 
license  from  Pennsylvania. 
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Nicholas  J.  Shultz 

Mr.  Shultz,  25,  has  had  ITDM  since 
2000.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  {2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Shultz  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Shultz  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  an  operator’s  license  from 
Indiana. 

Kevin  ].  Sparks 

Mr.  Sparks,  49,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  [2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Sparks  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Sparks  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  B  CDL  from  Maine. 

George  E.  Thompson 

Mr.  Thompson,  58,  has  had  ITDM 
since  1998.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Thompson  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely. 

Mr.  Thompson  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 


ophthalmologist  examined  him  in  2014 
and  certified  that  he  does  not  have 
diabetic  retinopathy.  He  holds  a  Class  B 
CDL  from  New  Jersey. 

Dale  W.  Tucker 

Mr.  Tucker,  68,  has  had  ITDM  since 
2014.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Tucker  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Tucker  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His 
ophthalmologist  examined  him  in  2014 
and  certified  that  he  has  stable 
nonproliferative  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  Virginia. 

William  C.  Vickery 

Mr.  Vickery,  70,  has  had  ITDM  since 
2013.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Vickery  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely. 

Mr.  Vickery  meets  the  requirements  of 
the  vision  standard  at  49  CFR 
391.41[b)(10).  His  ophthalmologist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 

He  holds  a  Class  A  CDL  from  New  York. 

Cheryl  L.  Weber  Gambill 

Ms.  Weber  Gambill,  54,  has  had  ITDM 
since  2014.  Her  endocrinologist 
examined  her  in  2014  and  certified  that 
she  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  Her  endocrinologist 
certifies  that  Ms.  Weber  Gambill 
understands  diabetes  management  and 
monitoring  has  stable  control  of  her 


diabetes  using  insulin,  and  is  able  to 
drive  a  CMV  safely.  Ms.  Weber  Gambill 
meets  the  requirements  of  the  vision 
standard  at  49  CFR  391.41(b){10).  Her 
optometrist  examined  her  in  2014  and 
certified  that  she  does  not  have  diabetic 
retinopathy.  She  holds  a  Class  A  CDL 
from  Illinois. 

Robert  A.  Whitcomb 

Mr.  Whitcomb,  58,  has  had  ITDM 
since  2013.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Whitcomb  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely. 

Mr.  Whitcomb  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  B  CDL  from  Massachusetts. 

Rodney  L.  Wichman 

Mr.  Wichman,  54,  has  had  ITDM 
since  1971.  His  endocrinologist 
examined  him  in  2014  and  certified  that 
he  has  had  no  severe  hypoglycemic 
reactions  resulting  in  loss  of 
consciousness,  requiring  the  assistance 
of  another  person,  or  resulting  in 
impaired  cognitive  function  that 
occurred  without  warning  in  the  past  12 
months  and  no  recurrent  (2  or  more) 
severe  hypoglycemic  episodes  in  the 
last  5  years.  His  endocrinologist  certifies 
that  Mr.  Wichman  understands  diabetes 
management  and  monitoring,  has  stable 
control  of  his  diabetes  using  insulin, 
and  is  able  to  drive  a  CMV  safely. 

Mr.  Wichman  meets  the  requirements 
of  the  vision  standard  at  49  CFR 
391.41(b)(10).  His  optometrist  examined 
him  in  2014  and  certified  that  he  does 
not  have  diabetic  retinopathy.  He  holds 
a  Class  A  CDL  from  Illinois. 

Richard  D.  Wiegartz 

Mr.  Wiegartz,  59,  has  had  ITDM  since 
1995.  His  endocrinologist  examined  him 
in  2014  and  certified  that  he  has  had  no 
severe  hypoglycemic  reactions  resulting 
in  loss  of  consciousness,  requiring  the 
assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning  in  the 
past  12  months  and  no  recurrent  (2  or 
more)  severe  hypoglycemic  episodes  in 
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the  last  5  years.  His  endocrinologist 
certifies  that  Mr.  Wiegartz  understands 
diabetes  management  and  monitoring, 
has  stable  control  of  his  diabetes  using 
insulin,  and  is  able  to  drive  a  CMV 
safely.  Mr.  Wiegartz  meets  the 
requirements  of  the  vision  standard  at 
49  CFR  391.41(b)(10).  His  optometrist 
examined  him  in  2014  and  certified  that 
he  does  not  have  diabetic  retinopathy. 
He  holds  an  operator’s  license  from 
Illinois. 

FMCSA  has  evaluated  the  eligibility 
of  the  46  applicants  and  determined  that 
granting  the  exemptions  to  these 
individuals  would  achieve  a  level  of 
safety  equivalent  to  or  greater  than  the 
level  that  would  be  achieved  by 
complying  with  the  current  regulation 
49  CFR  391.41(b)(3].  Absent  the  receipt 
of  comments  indicating  that  a  driver’s 
ability  would  not  achieve  the 
aforementioned  level  of  safety,  the 
Agency  will  grant  the  drivers  an 
exemption  the  day  after  the  comment 
period  closes. 

III.  Diabetes  Mellitus  and  Driving 
Experience  of  the  Applicants 

The  agency  established  the  current 
requirement  for  diabetes  in  1970 
because  several  risk  studies  indicated 
that  drivers  with  diabetes  had  a  higher 
rate  of  crash  involvement  than  the 
general  population.  The  diabetes  rule 
provides  that  “A  person  is  physically 
qualified  to  drive  a  commercial  motor 
vehicle  if  that  person  has  no  established 
medical  history  or  clinical  diagnosis  of 
diabetes  mellitus  currently  requiring 
insulin  for  control”  (49  CFR 
391.41(b)(3)). 

FMCSA  established  its  diabetes 
exemption  program,  based  on  the 
Agency’s  July  2000  study  entitled  ‘‘A 
Report  to  Congress  on  the  Feasibility  of 
a  Program  to  Qualify  Individuals  with 
Insulin-Treated  Diabetes  Mellitus  to 
Operate  in  Interstate  Commerce  as 
Directed  by  the  Transportation  Act  for 
the  21st  Century.”  The  report  concluded 
that  a  safe  and  practicable  protocol  to 
allow  some  drivers  with  ITDM  to 
operate  CMVs  is  feasible.  The 
September  3,  2003  (68  FR  52441) 

Federal  Register  notice,  in  conjunction 
with  the  November  8,  2005  (70  FR 
67777)  Federal  Register  notice,  provides 
the  current  protocol  for  allowing  such 
drivers  to  operate  CMVs  in  interstate 
commerce. 

These  46  applicants  have  had  ITDM 
over  a  range  of  1  to  43  years.  These 
applicants  report  no  severe 
hypoglycemic  reactions  resulting  in  loss 
of  consciousness  or  seizure,  requiring 
the  assistance  of  another  person,  or 
resulting  in  impaired  cognitive  function 
that  occurred  without  warning 


symptoms  in  the  past  12  months  and  no 
recurrent  (2  or  more)  severe 
hypoglycemic  episodes  in  the  past  5 
years.  In  each  case,  an  endocrinologist 
verified  that  the  driver  has 
demonstrated  a  willingness  to  properly 
monitor  and  manage  his/her  diabetes 
mellitus,  received  education  related  to 
diabetes  management,  and  is  on  a  stable 
insulin  regimen.  These  drivers  report  no 
other  disqualifying  conditions, 
including  diabetes-related 
complications.  Each  meets  the  vision 
requirement  at  49  CFR  391.41(b)(10). 

IV.  Basis  for  Exemption  Determination 

Under  49  U.S.C  31136(e)  and  31315, 
FMCSA  may  grant  an  exemption  from 
the  diabetes  requirement  in  49  CFR 
391.41(b)(3)  if  the  exemption  is  likely  to 
achieve  an  equivalent  or  greater  level  of 
safety  than  would  be  achieved  without 
the  exemption.  The  exemption  allows 
the  applicants  to  operate  CMVs  in 
interstate  commerce. 

To  evaluate  the  effect  of  these 
exemptions  on  safety,  FMCSA 
considered  medical  reports  about  the 
applicants’  ITDM  and  vision,  and 
reviewed  the  treating  endocrinologists’ 
medical  opinion  related  to  the  ability  of 
the  driver  to  safely  operate  a  CMV  while 
using  insulin. 

Consequently,  FMCSA  finds  that  in 
each  case  exempting  these  applicants 
from  the  diabetes  requirement  in  49  CFR 
391.41(b)(3)  is  likely  to  achieve  a  level 
of  safety  equal  to  that  existing  without 
the  exemption. 

V.  Conditions  and  Requirements 

The  terms  and  conditions  of  the 
exemption  will  be  provided  to  the 
granted  applicants  in  the  exemption 
document  and  they  include  the 
following:  (1)  That  each  individual 
submit  a  quarterly  monitoring  checklist 
completed  by  the  treating 
endocrinologist  as  well  as  an  annual 
checklist  with  a  comprehensive  medical 
evaluation;  (2)  that  each  individual 
reports  within  2  business  days  of 
occurrence  all  episodes  of  severe 
hypoglycemia,  significant 
complications,  or  inability  to  manage 
diabetes;  also,  any  involvement  in  an 
accident  or  any  other  adverse  event  in 
a  CMV  or  personal  vehicle,  whether  or 
not  it  is  related  to  an  episode  of 
hypoglycemia;  (3)  that  each  individual 
provide  a  copy  of  the  ophthalmologist’s 
or  optometrist’s  report  to  the  medical 
examiner  at  the  time  of  the  annual 
medical  examination;  and  (4)  that  each 
individual  provide  a  copy  of  the  annual 
medical  certification  to  the  employer  for 
retention  in  the  driver’s  qualification 
file,  or  keep  a  copy  in  his/her  driver’s 
qualification  file  if  he/she  is  self- 


employed.  The  driver  must  also  have  a 
copy  of  the  certification  when  driving, 
for  presentation  to  a  duly  authorized 
Federal,  State,  or  local  enforcement 
official. 

VI.  Public  Participation  and  Request  for 
Comments 

FMCSA  encourages  you  to  participate 
by  submitting  comments  and  related 
materials. 

Submitting  Comments 

If  you  submit  a  comment,  please 
include  the  docket  number  for  this 
notice  (FMCSA-2014-0020),  indicate 
the  specific  section  of  this  document  to 
which  each  comment  applies,  and 
provide  a  reason  for  each  suggestion  or 
recommendation.  You  may  submit  your 
comments  and  material  online  or  by  fax, 
mail,  or  hand  delivery,  but  please  use 
only  one  of  these  means.  FMCSA 
recommends  that  you  include  your 
name  and  a  mailing  address,  an  email 
address,  or  a  phone  number  in  the  body 
of  your  document  so  the  Agency  can 
contact  you  if  it  has  questions  regarding 
your  submission. 

To  submit  your  comment  online,  go  to 
http://www.regulations.gov  and  put  the 
docket  number,  ‘‘FMCSA-2014-0020” 
in  the  ‘‘Keyword”  box,  and  click 
“Search.”  When  the  new  screen 
appears,  click  on  “Comment  Now!” 
button  and  type  your  comment  into  the 
text  box  in  the  following  screen.  Choose 
whether  you  are  submitting  your 
comment  as  an  individual  or  on  behalf 
of  a  third  party  and  then  submit.  .  If  you 
submit  your  comments  by  mail  or  hand 
delivery,  submit  them  in  an  unbound 
format,  no  larger  than  8V2  by  11  inches, 
suitable  for  copying  and  electronic 
filing.  If  you  submit  comments  by  mail 
and  would  like  to  know  that  they 
reached  the  facility,  please  enclose  a 
stamped,  self-addressed  postcard  or 
envelope.  FMCSA  will  consider  all 
comments  and  material  received  during 
the  comment  period  and  may  change 
this  notice  based  on  your  comments. 

Viewing  Comments  and  Documents 

To  view  comments,  as  well  as 
documents  mentioned  in  this  preamble 
as  being  available  in  the  docket,  go  to 
http://www.regulations.gov  and  insert 
the  docket  number,  “FMCSA-2014- 
0020”  in  the  “Keyword”  box  and  click 
“Search.”  Next,  click  “Open  Docket 
Folder”  button  and  choose  the 
document  listed  to  review.  If  you  do  not 
have  access  to  the  Internet,  you  may 
view  the  docket  online  by  visiting  the 
Docket  Management  Facility  in  Room 
Wl 2-140  on  the  ground  floor  of  the 
DOT  West  Building,  1200  New  Jersey 
Avenue  SE.,  Washington,  DC  20590, 
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between  9  a.m.  and  5  p.m.,  e.t.,  Monday 
through  Friday,  except  Federal  holidays. 

Privacy  Act 

All  comments  received  will  be  posted 
without  change  to  http:// 
w^nv.regulations.gov  and  will  include 
any  personal  information  you  have 
provided.  Anyone  may  search  the 
electronic  form  of  all  comments 
received  into  any  of  our  dockets  by  the 
name  of  the  individual  submitting  the 
comment  (or  of  the  person  signing  the 
comment,  if  submitted  on  behalf  of  an 
association,  business,  labor  union,  etc.). 
You  may  review  DOT’s  complete 
Privacy  Act  Statement  in  the  Federal 
Register  published  on  January  17,  2008 
(73  FR  3316),  or  you  may  visit  http:// 
edocket.access.gpo.gOv/2008/pdf/E8- 
785.pdf 

Issued  on:  August  7,  2014. 

Larry  W.  Minor, 

Associate  Administrator  for  Policy. 

[FR  Doc.  2014-19250  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4910-EX-P 


DEPARTMENT  OF  TRANSPORTATION 

National  Highway  Traffic  Safety 
Administration 

[Docket  No.  NHTSA-201 2-0007;  Notice  2] 

Mercedes-Benz  USA,  LLC,  and  Daimier 
AG  (DAG),  Denial  of  Petition  for 
Decision  of  Inconsequential 
Noncompliance 

AGENCY:  National  Highway  Traffic 
Safety  Administration,  DCDT. 

ACTION:  Denial  of  Petition. 

SUMMARY:  Mercedes-Benz  USA,  LLC  ’ 
(MBUSA)  and  its  parent  company 
Daimler  AG  (DAG)(collectively  referred 
to  as  “MBUSA”)  have  determined  that 
certain  model  year  2011  and  2012 
Mercedes-Benz  S-Class  (221  platform) 
passenger  cars  do  not  fully  comply  with 
Federal  Motor  Vehicle  Safety  Standard 
(FMVSS)  No.  138,  Tire  Pressure 
Monitoring  Systems  (TPMS), 
specifically  the  requirements  in 
paragraph  S4.4.  MBUSA  filed  a  report 
for  the  nonconformance  pursuant  to  49 
CFR  Part  573,  Defect  and 
Noncompliance  Responsibility  and 
Reports,  on  September  30,  2011. 
ADDRESSES:  For  further  information  on 
this  decision  please  contact  Mr.  Maurice 
Hicks,  Office  of  Vehicle  Safety 


’  Mercedes-Benz  USA,  LLC,  and  Daimler  AG  are 
motor  vehicle  manufacturers  and  importers. 
Mercedes-Benz  USA,  LLC  is  a  limited  liability 
company  organized  under  the  law's  of  Delaware. 
Daimler  AG  is  organized  under  the  law's  of  the 
Federal  Republic  of  Germany. 


Compliance,  the  National  Highway 
Traffic  Safety  Administration  (NHTSA), 
telephone  (202)  366-1708,  facsimile 
(202)  366-5930. 

SUPPLEMENTRY  INFORMATION:  I.  MBUSA’s 
Petition:  Pursuant  to  49  U.S.C.  30118(d) 
and  30120(h)  and  the  rule  implementing 
those  provisions  at  49  CFR  Part  556,  on 
October  28,  2011,  MBUSA  filed  a 
petition  for  an  exemption  from  the 
notification  and  remedy  requirements  of 
49  U.S.C.  Chapter  301  on  the  basis  that 
this  noncompliance  is  inconsequential 
to  motor  vehicle  safety. 

Notice  of  receipt  of  the  petition  was 
published,  with  a  30-day  public 
comment  period,  on  June  27,  2012,  in 
the  Federal  Register  (77  FR  38391).  No 
comments  were  received.  To  view  the 
petition,  and  all  supporting  documents 
log  onto  the  Federal  Docket 
Management  System  (FDMS)  Web  site 
at:  http://wmv.regulations.gov/.  Then 
follow  the  online  search  instructions  to 
locate  docket  number  “NHTSA-2012- 
0007.” 

MUBUSA  subsequently  submitted 
clarifying  information  relevant  to  its 
Part  556  petition  on  May  8,  2014,  which 
has  been  placed  in  the  docket.  NHTSA 
has  considered  this  information  in 
response  to  the  petition. 

II.  Vehicles  Involved:  The  affected 
vehicles  included  approximately  4,769 
model  years  2011  and  2012  Mercedes- 
Benz  S-Class  (221  platform)  passenger 
cars  that  were  produced  from  March 
2011  through  August  2011.  MBUSA 
subsequently  corrected  the  non- 
compliance  in  4,510  vehicles  through  a 
service  campaign;  MBUSA  recently 
reported  252  vehicles  have  yet  to  be 
corrected. 

III.  Noncompliance:  In  the  subject 
Mercedes  S-Class  vehicles,  the  tire 
pressure  monitoring  system  malfunction 
indicators  required  by  S4.4  may  not 
illuminate  in  the  manner  required  by 
FMVSS  138  due  to  a  software 
misprogramming  that  was  applied  to 
these  vehicles. 

IV.  Rule  Text:  Section  S4.4  of  FMVSS 
No.  138  states  specifically: 

S4.4  TPMS  malfunction. 

(a)  The  vehicle  shall  be  equipped  with  a 
tire  pressure  monitoring  sj'stem  that  includes 
a  telltale  that  provides  a  w'arning  to  the 
driver  not  more  than  20  minutes  after  the 
occurrence  of  a  malfunction  that  affects  the 
generation  or  transmission  of  control  or 
response  signals  in  the  vehicle’s  tire  pressure 
monitoring  system.  The  vehicle’s  TPMS 
malfunction  indicator  shall  meet  the 
requirements  of  either  S4.4(b)  or  S4.4(c). 
***** 

(b)  Dedicated  TPMS  malfunction  telltale. 
The  vehicle  meets  the  requirements  of  S4.4(a) 
when  equipped  with  a  dedicated  TPMS 
malfunction  telltale  that: 


(1)  Is  mounted  inside  the  occupant 
compartment  in  front  of  and  in  clear  view  of 
the  driver; 

(2)  Is  identified  by  the  word  “TPMS”  as 
described  under  the  “Tire  Pressure 
Monitoring  System  Malfunction”  Telltale  in 
Table  1  of  Standard  No.  101  (49  CFR 
571.101); 

(3)  Continues  to  illuminate  the  TPMS 
malfunction  telltale  under  the  conditions 
specified  in  S4.4(a)  for  as  long  as  the 
malfunction  exists,  whenever  the  ignition 
locking  system  is  in  the  “On”  (“Run”) 
position:  and 

(c)  Combination  low  tire  pressure/TPMS 
malfunction  telltale.  The  vehicle  meets  the 
requirements  of  S4.4(a)  when  equipped  with 
a  combined  Low  Tire  Pressure/TPMS 
malfunction  telltale  that: 

(1)  Meets  the  requirements  of  S4.2  and 
S4.3;  and 

(2)  Flashes  for  a  period  of  at  least  60 
seconds  but  no  longer  than  90  seconds  upon 
detection  of  any  condition  specified  in 
S4.4(a)  after  the  ignition  locking  system  is 
activated  to  the  “On”  (“Run”)  position.  After 
each  period  of  prescribed  flashing,  the 
telltale  must  remain  continuously 
illuminated  as  long  as  a  malfunction  exists 
and  the  ignition  locking  sj'stem  is  in  the 
“On”  (“Run”)  position.  This  flashing  and 
illumination  sequence  must  be  repeated  each 
time  the  ignition  locking  system  is  placed  in 
the  “On”  (“Run”)  position  until  the  situation 
causing  the  malfunction  has  been  corrected. 
Multiple  malfunctions  occurring  during  any 
ignition  cycle  may,  but  are  not  required  to, 
reinitiate  the  prescribed  flashing  sequence. 

V.  Summary  of  MBUSA’s  Analyses: 
MBUSA  stated  its  belief  that  the  subject 
noncompliances  to  paragraphs  S4.4(b) 
and  (c)  are  inconsequential  for  the 
following  reasons: 

Absence  of  Flashing  “Malfunction” 
Telltale:  In  the  subject  vehicles,  the 
TPMS  malfunction  indicator  required 
by  S4.4  may  not  illuminate  in  the 
manner  required  by  FMVSS  No.  138  due 
to  a  software  programming  error  that 
occurred  in  a  limited  number  of 
vehicles.  The  subject  vehicles  use  one  of 
the  telltale  symbols  specified  for 
“combination”  telltales  (the  vehicle 
icon)  which  activate  when  1,  2  or  3 
wheel  sensors  are  missing  or 
malfunctioning.  Because  this  particular 
symbol  is  used,  the  vehicle  is  required 
to  comply  with  the  “combination  low 
pressure/TPMS  malfunction”  telltale 
requirements  of  FMVSS  No.  138 
paragraph  S4. 4(c)(2).  Accordingly,  a 
“combination”  telltale  indicator  is 
required  to  flash  for  60-90  seconds  to 
notify  the  driver  of  a  system 
malfunction,  and  then  to  remain 
continuously  illuminated.  When 
indicating  a  low  inflation  pressure 
condition,  the  combination  telltale 
indicator  is  required  to  illuminate  and 
remain  continuously  illuminated  upon 
successive  restarts  of  the  vehicle  until 
the  low  pressure  condition  is  corrected. 
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The  subject  vehicles  display  a  steady 
vehicle  symbol,  plus  the  following  four 
additional  pieces  of  information,  which 
directly  communicate  the  specific 
nature  of  the  system  malfunction:  (1) 

The  actual  tire  pressure  on  each  wheel 
with  a  sensor:  (2)  two  blank  dashes  next 
to  a  wheel  with  faulty  sensors/signals; 

(3)  the  word  “Service”  on  the  bottom  of 
the  display;  and  (4)  a  clear  text  message 
expressly  stating  “Wheel  Sensor(s) 
Missing.”  MBUSA  believes  the  failure  of 
the  malfunction  telltale  to  flash  in  the 
subject  vehicles  has  no  negative  impact 
on  safety  because  the  additional 
supplemental  data  in  the  subject 
vehicles  addresses  the  underlying 
purpose  of  the  flashing  requirement, 
and  more  than  compensates  for  the 
absence  of  an  initial  flashing. 

In  developing  the  TPMS  regulations, 
MBUSA  believes  that  NHTSA 
recognized  that  flashing  of  the  TPMS 
malfunction  warning  should  not  be 
required  for  all  vehicles  and  TPMS 
systems,  depending  on  the 
distinctiveness  and  level  of  information 
contained  in  the  malfunction  indicator 
warning.  For  this  same  reason,  the 
requirements  for  “dedicated” 
malfunction  telltales  at  FMVSS  No.  138 
paragraph  S4.4(b)  do  not  require  any 
flashing  of  the  telltale  upon  initial 
detection  of  a  fault  or  malfunction. 
MBUSA  opines  the  agency  recognized 
that  malfunction  indicator  telltales  with 
sufficiently  clear  or  distinct  information 
alerting  the  driver  to  a  problem  with  the 
function  of  their  TPMS,  as  opposed  to 
a  low  tire  inflation  pressme,  did  not 
need  to  flash  in  order  to  adequately  alert 
the  driver  to  a  problem  with  the  system. 

MBUSA  believes  that  the  additional 
text  messaging  is  much  more  effective  at 
conveying  important  safety  information 
than  relying  on  owners  to  review  the 
owner’s  manual,  and  understand  the 
distinction  between  a  steady  or  flashing 
symbol  with  no  words. 

Malfunction  Involving  All  Four 
Wheel  Sensors:  When  all  four  wheel 
sensors  are  missing  or  inoperative,  the 
subject  vehicles  utilize  a  dedicated 
warning:  “Tire  pressure  monitor 
inoperative.”  MBUSA  states  the 
warning  exceeds  the  minimum 
requirement  (“TPMS”)  and  displays  a 
clear  and  concise  malfunction  message 
that  informs  the  driver  clearly  and 
precisely  about  what  is  wrong  with  the 
vehicle.  However,  this  dedicated 
malfunction  telltale  indicator  will  not 
re-illuminate  upon  subsequent  drive 
cycles  or  after  being  manually  cleared 
from  the  instrument  cluster.  While  the 
message  is  always  available  when  the 
driver  manually  scrolls  through  the 
TPMS  menu,  the  message  does  not 
continue  to  illuminate  whenever  the 


vehicle  is  “on”  as  required  by  FMVSS 
No.  138  S4. 4(b)(3). 

MBUSA  believes,  although 
theoretically  possible  for  all  four  wheel 
sensors  to  fail  simultaneously,  there  is 
no  evidence  to  support  the  occurrence 
in  real  world  use.  The  subject  vehicles 
have  been  in  use  for  3.5  calendar  years, 
and  MBUSA  has  received  no  complaints 
or  concerns  related  to  this  TPMS 
monitoring  issue  from  dealers  or 
customers.  Likewise,  there  have  been  no 
reports  of  accidents,  injuries  or 
incidents  related  to  the  failure  of  this 
TPMS  warning  to  repeat.  The 
probability  of  such  a  situation  occurring 
is  virtually  impossible  especially 
considering  that  all  four  sensors  would 
need  to  fail  at  the  same  time,  not  just 
separately.  A  much  more  likely 
malfunction  scenario  would  be  where 
one  (or  in  a  very  unlikely  situation  two) 
sensor  signal  fails  in  sequence,  which 
would  provide  the  operator  with 
repeated  warnings  of  the  need  to  repair 
the  wheel  sensors  upon  each  vehicle 
restart. 

In  fact,  the  only  situation  MBUSA 
believes  would  create  the 
noncompliance  would  involve  cases 
where  owners  would  go  to  considerable 
effort  to  remove  all  four  wheels  (for 
example  to  replace  the  standard  wheels 
with  snow  tires).  In  such  a  situation,  the 
owner  would  be  well  aware  that  the 
wheels  with  sensors  had  been  removed, 
and  there  would  be  no  need  to 
continually  repeat  the  warning  at  each 
vehicle  restart. 

MBUSA  further  states  that  because 
the  subject  vehicles  display  an  initial 
notification  of  the  loss  of  four  wheel 
sensors  that  provides  significantly  more 
information  than  the  minimum 
regulatory  functionality  of  the  telltale, 
this  noncompliance  has  an 
inconsequential  impact  on  motor 
vehicle  safety.  In  comparison,  a 
dedicated  malfunction  telltale  simply 
displays  the  abbreviation  “TPMS”  in 
yellow  with  no  flashing.  In  the  subject 
vehicles,  rather  than  display  a  simple 
abbreviation,  which  would  require  the 
use  of  the  owner’s  manual  to  determine 
that  the  message  indicated  a 
malfunction  (as  opposed  to  a  low  tire 
pressure  situation,  for  example),  the 
display  specifically  states  that  the  “Tire 
Pressiue  Monitor”  is  “inoperative,”  and 
more  specifically  that  “No  Wheel 
Sensors”  are  detected.  With  this 
enhanced  level  of  information  and 
clarity,  it  is  not  necessary  for  this 
particular  message  to  repeat  upon  each 
vehicle  re-start,  especially  given  how 
rare  this  unique  situation  would  be  in 
actual  use. 

MBUSA  Repair  Service  Campaign: 
Since  submitting  the  October  2011 


petition,  MSUSA  has  reprogrammed 
4,510  of  the  subject  vehicles  during 
normal  scheduled  maintenance  as  a  part 
of  a  service  campaign  initiated  on 
February  2012  (Campaign  No. 
2012010006).  There  are  now  240  (or 
fewer)  vehicles  in  the  field  with  the 
incorrect  TPMS  programming. 

On  May  8,  2014,  MBUSA  submitted 
an  update  to  its  original  petition  for 
exemption.  MBUSA  argues  that,  while  it 
may  be  theoretically  possible,  many 
factors  exist  that  would  reduce  the 
likelihood  for  owners  to  have 
replacement  wheels  installed  without 
TPMS  wheel  sensors.  All  replacement 
wheels  sold  by  authorized  Mercedes 
dealerships  will  always  have  TPMS 
sensors  included  (either  the  original 
ones  transferred  or  new  ones)  and 
recognizing  the  cost  (above  $100,000  on 
average)  and  age  of  these  vehicles,  S- 
Class  owners  will  always  likely  choose 
to  have  their  wheels  and  tires  replaced 
at  authorized  Mercedes  dealerships. 

MBUSA  also  argues  that  information 
is  provided  in  the  Operator’s  Manual 
clearly  stating  that  “for  safety  reasons, 
Mercedes-Benz  recommends  that  you 
only  use  tires,  wheels  and  accessories 
which  have  been  approved  by 
Mercedes-Benz  specifically  for  your 
vehicle,”  and  “Always  have  the  tires 
changed  at  a  qualified  specialist 
workshop,  e.g.  an  authorized  Mercedes- 
Benz  Center.”  It  also  states  that  the 
TPMS  telltale  should  always  be  checked 
which  would  premise  that  there  is  no 
reason  to  expect  that  sensors  would  not 
be  used.  Even  in  the  case  of  needing 
snow  tires,  MBUSA  contends  it 
provides  sufficient  information  to  its 
owners  to  encourage  them  to  purchase 
upgraded  optional  performance 
packages  (i.e.,  4-matic  all-wheel  drive 
configuration  with  aggressive  all  season 
radial  tires)  which  would  preclude  the 
need  for  snow  tires. 

In  summation,  MBUSA  stated  that,  for 
all  the  reasons  cited,  this  technical 
noncompliance  does  not  represent  a 
“significant  safety  risk.”  Because  the 
TPMS  noncompliance  identified  above 
is  inconsequential  to  motor  vehicle 
safety  MBUSA  requests  an  exemption 
from  the  notification  and  remedy 
provisions  of  the  Motor  Vehicle  Safety 
Act,  which  would  serve  no  reasonable 
purpose  under  these  circumstances. 

VI.  NHTSA’S  Analysis  of  MBUSA’ s 
Arguments:  MBUSA’s  petition  identifies 
two  noncompliances  with  S4.4  of  the 
Standard: 

1.  Absence  of  telltale  flashing  for 
malfunction  involving  1-3  wheel 
sensors 

2.  Malfunction  involving  all  four 
wheel  sensors 
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Regarding  the  malfunction  telltale 
that  does  not  initially  flash  for  60-90 
seconds,  MBUSA  has  provided  the 
required  visual  telltale,  a  combined 
telltale  w^hich  is  the  plan  view  of  the 
vehicle,  although  one  that  does  not  flash 
before  it  remains  continuously 
illuminated,  but  instead  adds  several 
additional  text  messages  that  clearly 
communicate  a  system  malfunction  and 
continue  to  be  displayed  until  the 
malfunction  has  been  corrected.  NHTSA 
believes  that  because  the  subject 
vehicles  contain  this  additional 
information,  the  failure  of  the  vehicle’s 
malfunction  telltale  to  initially  flash  has 
an  inconsequential  impact  on  safety. 

MBUSA’s  second  noncompliance 
involves  the  scenario  where  all  four 
wheel  sensors  are  simultaneously 
malfunctioning  or  missing.  Under  this 
scenario  the  subject  vehicle’s  TPMS  will 
initially  display  a  separate  dedicated 
malfunction  warning,  but  will  not 
automatically  display  the  warning  on 
subsequent  ignition  cycles  as  required 
by  FMVSS  No.  138  S4.4(b)(3).  MBUSA 
judges  the  noncompliance 
inconsequential  to  motor  vehicle  safety 
on  the  basis  that,  although  the  situation 
presents  a  technical  noncompliance 
with  FMVSS  138  No.  S4.4,  there  is  no 
negative  impact  on  safety,  because  the 
circumstances  causing  the  non- 
compliance  can  only  exist  if  owners 
deliberately  decide  to  install 
replacement  wheels  without  TPMS 
sensors.  MBUSA  asserts  there  is  no 
reason  to  assume  that  replacement 
wheels  will  not  have  TPMS  sensors 
given  the  normal  experiences  of  S-Class 
owners  and  existing  precautions. 
MBUSA  also  points  out  that  the  absence 
of  a  “significant  safety  risk’’ 
substantiates  exemption  from 
notification  and  remedy  requirements  as 
NHTSA  explained  in  the  Volkswagen’s 
petition  for  inconsequential  treatment  of 
a  noncompliance  with  the  TPMS 
malfunction  warning  requirements  of 
FMVSS  No.  138  S4.4(c)(2)  (76  FR  30240, 
May  24,  2010). 

The  intent  of  FMVSS  No.  138  is  stated 
in  paragraph  Si  Purpose  and  scope: 

This  standard  specifies  performance 
requirements  for  TPMSs  to  warn  drivers 
of  significant  under-inflation  of  tires 
and  the  resulting  safety  problems.  A 
malfunction  will  reduce  the 
effectiveness  of  the  TPMS  or,  in  some 
scenarios,  can  render  it  inoperative.  As 
such,  the  lack  of  a  malfunction  indicator 
to  warn  the  driver  of  a  malfunction  until 
the  malfunction  has  been  resolved  is 
one  of  the  critical  requirements  of  the 
standard  to  address  the  safety  concerns 
of  an  inoperative  TPMS.  MBUSA 
contends  that  there  is  no  safety  risk  but 
fails  to  acknowledge  that  a  vehicle 


owner  in  some  cases  may  not  be  aware 
that  the  wheel  sensors  have  been 
removed.  For  example,  if  the  ignition 
were  cycled  by  a  second  party  after  the 
sensors  were  removed  and  prior  to  the 
vehicle  being  returned  to  the  owner,  the 
owner  may  never  see  the  first  and  only 
malfunction  indication.  The  potential 
risk  is  that  the  vehicle  can  then  be 
operated  with  a  TPMS  that  appears  to  be 
functioning  properly.  It  also  is  possible 
after  long  periods  of  time  for  owners  to 
forget  that  the  wheel  sensors  are  missing 
or  even  for  a  subsequent  owner  to 
purchase  one  of  the  252  vehicles 
without  knowing  the  sensors  are 
missing.  When  a  low  inflation  pressure 
condition  occurs,  these  owners  would 
not  be  warned,  and  this  condition  could 
lead  to  a  vehicle  crash. 

MBUSA  also  explained  that 
replacement  wheels  will  always  have 
TPMS  sensors  included  (either  the 
original  ones  transferred  or  new  ones) 
and  that  statements  in  the  MB  S-Class 
Operator’s  Manual  or  optional  OEM  tire 
and  wheel  packages  can  address  a 
variety  of  use  conditions  which  will 
discourage  the  use  of  unapproved  tires 
and  rims  and  encourage  the  use  of 
wheel  sensors.  Despite  these  factors, 
NHTSA  believes  the  possibility  still 
remains  for  owners  to  install  wheel 
packages  not  having  TPMS  sensors.  For 
example,  an  authorized  dealership  may 
not  be  in  close  proximity  to  an  owner 
or  an  owner  may  want  custom  wheels 
or  upsized  wheel  options  that  are  not 
available  through  MBUSA.  In  these 
instances,  there  would  be  a  safety  risk 
for  these  owners. 

Finally,  MBUSA  believes  that  owner’s 
manual  warnings  or  its  marketing  of 
optional  equipment  are  sufficient 
enough  to  prevent  owners  from  entering 
into  misuse  situations.  However, 
owner’s  manuals  may  be  ignored  or  not 
read  by  vehicle  owners  and  there  is  no 
guarantee  that  a  manual  will  remain 
with  the  vehicle  throughout  its  entire 
useful  life.  Furthermore,  owners  may 
also  choose  not  to  buy  MBUSA  optional 
tire  and  wheel  packages  for  economic 
reasons  (i.e.,  these  packages  may  cost 
considerably  more).  Therefore,  given 
these  factors,  NHTSA  concludes 
MBUSA’s  claim  that  the  noncompliance 
has  no  significant  safety  risk  is 
unsubstantiated. 

VII.  NHTSA’s  Decision:  In 
consideration  of  the  foregoing,  NHTSA 
has  decided  that  MBUSA  has  not  met  its 
burden  of  persuasion  that  the  FMVSS 
No.  138  noncompliance  identified  in  its 
Part  573  Report  and  Petition  is 
inconsequential  to  motor  vehicle  safety. 
Accordingly,  MBUSA’s  petition  is 
hereby  denied.  For  the  remaining 
vehicles  not  remedied,  MBUSA  must 


notify  owners,  purchasers  and  dealers 
pursuant  to  49  U.S.C.  30118  and 
provide  remedy  in  accordance  with  49 
U.S.C.  30120. 

Authority:  (49  U.S.C.  30118,  30120; 
delegations  of  authority  at  CFR  1.95  and 
501.8). 

Nancy  Lummen  Lewis, 

Associate  Administrator  for  Enforcement. 
IFR  Doc.  2014-19191  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-59-P 


DEPARTMENT  OF  TRANSPORTATION 

National  Highway  Traffic  Safety 
Administration 

[Docket  No.  NHTSA-2013-0145;  Notice  2] 

KBC  America,  Inc.,  Grant  of  Petition  for 
Decision  of  inconsequential 
Noncompliance 

agency:  National  Highway  Traffic 
Safety  Administration  (NHTSA), 
Department  of  Transportation  (DOT). 
ACTION:  Grant  of  Petition. 


SUMMARY:  KBC  America,  Inc.  “KBCA” 
has  determined  that  certain  motorcycle 
helmets  manufactured  by  KBC 
Corporation  for  Harley-Davidson  as 
Harley-Davidson  brand  helmets  do  not 
fully  comply  with  paragraph  S5.6  of 
Federal  Motor  Vehicle  Safety  Standard 
(FMVSS)  No.  218,  Motorcycle  Helmets. 
KBCA  has  filed  an  appropriate  report 
dated  December  12,  2013,  pursuant  to 
49  CFR  part  573,  Defect  and 
Noncompliance  Responsibility  and 
Reports. 

ADDRESSES:  For  further  information  on 
this  decision  contact  Claudia  Coveil, 
Office  of  Vehicle  Safety  Compliance,  the 
National  Highway  Traffic  Safety 
Administration  (NHTSA),  telephone 
(202)  366-5293,  facsimile  (202)  366- 
5930. 

SUPPLEMENTARY  INFORMATION: 

I.  KBCA ’s  Petition:  Pursuant  to  49 
U.S.C.  30118(d)  and  30120(h)  (see 
implementing  rule  at  49  CFR  part  556), 
KBCA  submitted  a  petition  for  an 
exemption  from  the  notification  and 
remedy  requirements  of  49  U.S.C. 
Chapter  301  on  the  basis  that  this 
noncompliance  is  inconsequential  to 
motor  vehicle  safety. 

Notice  of  receipt  of  KBCA’s  petition 
was  published,  with  a  30-day  public 
comment  period,  on  June  6,  2014  in  the 
Federal  Register  (79  FR  32817).  One 
comment  was  received.  In  that 
comment,  Harley-Davidson  Motor 
Company  reiterated  KBCA’s  points 
supporting  their  belief  that  the 
noncompliance  is  inconsequential  to 
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motor  vehicle  safety.  To  view  the 
petition  and  all  supporting  documents 
log  onto  the  Federal  Docket 
Management  System  (FDMS)  Web  site 
at:  http://www.regulations.gov/ .  Then 
follow  the  online  search  instructions  to 
locate  docket  number  “NHTSA-2013- 
0145.” 

II.  Helmets  Involved:  Affected  are 
approximately  566  Jet  model  helmets 
that  KBC  Corporation  manufactured  in 
December  2012  for  Harley  Davidson, 
who  in  turn  marketed  these  helmets 
under  its  own  brand  by  the  model  name 
“Black  Label  Retro 

III.  Noncompliance:  KBCA  explains 
that  the  subject  helmets  fail  to  fully 
comply  with  the  requirements  of 
S5.6.1(e)  of  FMVSS  No.  218  that  was  in 
effect  on  the  date  of  manufacture  of 
these  helmets  because  the  goggle  strap 
holders  on  the  rear  of  the  helmets  can 
obscure  the  DOT  certification  label  from 
view. 

IV.  Rule  Text:  Paragraph  S5.6.1(e)  of 
FMVSS  No.  218  requires  in  pertinent 
part: 

S5.6.1  Each  helmet  shall  be  labeled 
permanently  and  legibly,  in  a  manner  such 
that  the  label(s)  can  be  read  easily  without 
removing  padding  or  any  other  permanent 
part,  with  the  following:  .  .  . 

(e)  The  symbol  DOT,  constituting  the 
manufacturer’s  certification  that  the  helmet 
conforms  to  the  applicable  Federal  motor 
vehicle  safety  standards.  This  symbol  shall 
appear  on  the  outer  surface,  in  a  color  that 
contrasts  with  the  background,  in  letters  at 
least  3/8  inch  (1  cm)  high,  centered  laterally 
with  the  horizontal  centerline  of  the  symbol 
located  a  minimum  of  1  1/8  inches  (2.9  cm) 
and  a  maximum  of  1  3/8  inches  (3.5  cm)  from 
the  bottom  edge  of  the  posterior  portion  of 
the  helmet. 

V.  Summary  ofKBCA’s  Analyses: 
KBCA  stated  its  belief  that  the  subject 
noncompliance  is  inconsequential  to 
motor  vehicle  safety  for  the  following 
reasons: 

1.  KBCA  believes  that  the  subject  helmets 
comply  with  the  performance  requirements 
of  FMVSS  No.  218  and  that  neither  the 
presence  of  the  strap  holder  nor  the  fact  that 
it  can  obscure  the  DOT  label  affects  the 
helmet’s  ability  to  protect  the  wearer  in  the 
event  of  a  crash. 

2.  KBCA  states  that  other  than  the  subject 
noncompliance  the  DOT  label  on  the  subject 
helmets  comply  with  the  requirements  of 
FMVSS  No.  218. 

3.  KBCA  also  believes  that  while  the  DOT 
label  is  not  visible  when  the  strap  holder  is 
fastened,  a  user  can  easily  view  the  label  by 
unfastening  the  strap  holder  to  confirm  that 
the  helmet  has  been  certified  and  thus 
complies  with  the  requirements  set  forth  in 
FMVSS  No.  218. 

4.  KBCA  further  believes  that  if  their 
company  were  required  to  do  a  recall  of  the 
subject  helmets,  it  would  be  likely  that  a  very 
low  percentage  of  helmets  would  be 


returned,  if  any,  and  that  in  doing  so  would 
leave  the  owners  without  a  helmet  while  the 
subject  helmets  are  retrofitted  with  a  new 
label. 

5.  KBCA  expressed  its  belief  that  in  similar 
situations  NHTSA  has  granted  petitions  for 
inconsequential  noncompliance  regarding 
other  products  that  have  incorrect  or  missing 
label  information  required  by  other  FMVSS’s. 

KBCA  has  additionally  informed 
NHTSA  that  it  no  longer  manufactures 
the  subject  helmets. 

In  summation,  KBCA  believes  that  the 
described  noncompliance  of  the  subject 
helmets  is  inconsequential  to  motor 
vehicle  safety,  and  that  its  petition,  to 
exempt  KBCA  from  providing  recall 
notification  of  noncompliance  as 
required  by  49  U.S.C.  30118  and 
remedying  the  recall  noncompliance  as 
required  by  49  U.S.C.  30120  should  be 
granted. 

VI.  NHTSA’ S  DECISION: 

NHTSA’s  Analysis  ofKBCA’s 
Petition: 

Because  the  goggle  strap  on  this 
helmet  can  cover  the  certification  label 
and  prevents  it  from  being  easily  read, 
KBCA  acknowledges  and  NHTSA  agrees 
that  the  subject  helmets  do  not  comply 
with  the  following  language  of 
Paragraph  S5.6.1(e)  of  FMVSS  No.  218: 

S5.6.1  Each  helmet  shall  be  labeled  ...  in 
a  manner  such  that  the  label(s)  can  be  read 
easily  .  .  .  with  the  following:  .  .  . 

(e)  The  symbol  DOT  .  .  .  This  symbol  shall 
appear  on  the  outer  surface  .  .  . 

The  certification  label  indicates  that 
the  manufacturer  has  certified  the 
helmet  to  meet  or  exceed  all 
requirements  of  FMVSS  No.  218. 

FMVSS  No.  218  requires  the 
certification  label  be  placed  in  a 
specified  location  so  that  it  is  readily 
visible.  Being  visible  to  consumers  is 
important  so  that  consumers  can  ensure 
motorcycle  helmets  they  purchase  are 
certified  to  the  standard.  In  addition, 
law  enforcement  personnel  need  to  be 
able  to  easily  read  certification  labels  to 
enforce  motorcycle  helmet  laws.  This 
point  was  recently  discussed  in  a  Notice 
of  Proposed  Rulemaking  ^  issued  by 
NHTSA. 

KBCA  raises  several  points  in  support 
of  its  request  to  be  exempt  from  the 
notification  and  remedy  requirements 
for  this  helmet.  KBCA  believes  that  a 
very  low  percentage  of  helmets  would 
be  returned  if  a  recall  were  conducted. 

In  addition,  they  believe  conducting  a 
recall  would  leave  owners  without  a 
helmet  while  the  subject  helmets  are 
retrofitted  with  a  new  label.  NHTSA 
notes  that  anticipating  a  low  recall 
completion  rate  is  no  justification  for 
not  conducting  a  notification  and 


’  73  FR  57297  published  October  2,  2008. 


remedy  campaign.  Furthermore,  NHTSA 
has  worked  with  many  manufacturers 
who  have  devised  strategies  to  minimize 
customers’  inconvenience  while  having 
their  recalled  products  remedied. 

KBCA  states  and  NHTSA  agrees  that 
the  presence  of  the  strap  holder  which 
obscures  the  DOT  label  does  not  affect 
the  helmet’s  ability  to  protect  the  wearer 
in  the  event  of  a  crash  if  that  helmet 
meets  or  exceeds  the  performance 
requirements  of  FMVSS  No.  218.  In  this 
instance,  KBCA  has  certified  this  helmet 
and  states  in  their  petition  that  this 
helmet  complies  with  all  aspects  of  the 
standard  other  than  the  aspect  for  which 
it  is  requesting  relief. 

KBCA  points  out  that  when  the  goggle 
strap  holder  is  unfastened,  the  helmet 
certification  label  can  be  read  easily. 
Consumers,  who  might  be  asked  by  law 
enforcement  personnel  about  the 
certification  of  this  helmet,  would  be 
able  to  unfasten  the  goggle  strap  holder 
to  reveal  the  certification  label  which 
conforms  in  content  and  location  to  the 
requirements  of  FMVSS  No.  218. 

KBCA  expressed  its  belief  that  in 
similar  situations  NHTSA  has  granted 
petitions  for  inconsequential 
noncompliance  regarding  other 
products  that  have  incorrect  or  missing 
label  information  required  by  other 
FMVSS’s.  NHTSA  responds  that  the 
agency  determines  whether  a  particular 
noncompliance  is  inconsequential  to 
motor  vehicle  safety  based  on  the 
specific  facts  of  each  case. 

NHTSA’s  Decision:  In  consideration 
of  the  foregoing,  NHTSA  has  decided 
that  KBCA  has  met  its  burden  of 
persuasion  and  that  in  this  instance,  the 
subject  FMVSS  No.  218  noncompliance 
is  inconsequential  to  motor  vehicle 
safety.  Accordingly,  KBCA’s  petition  is 
hereby  granted  and  KBCA  is  exempted 
from  the  obligation  of  providing 
notification  of,  and  a  remedy  for,  that 
noncompliance  under  49  U.S.C.  30118 
and  30120. 

However,  a  recent  publication  of 
changes  to  FMVSS  No.  218  became 
effective  on  May  13,  2013  and  allowed 
helmets  manufactured  on  or  after  May 
13,  2013  to  display  the  certification 
label  in  a  wider  range  of  locations  and 
therefore  accommodate  a  variety  of 
helmet  designs.  Along  with  the  recently 
published  changes  came  an  emphasis  on 
the  importance  of  label  visibility  to  law 
enforcement.  For  these  reasons  and 
others,  NHTSA  may  not  view  future, 
similar  requests  for  inconsequential 
non-compliance  as  inconsequential  to 
safety. 

NHTSA  also  notes  that  the  statutory 
provisions  (49  U.S.C.  30118(d)  and 
30120(h))  that  permit  manufacturers  to 
file  petitions  for  a  determination  of 
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inconsequentiality  allows  NHTSA  to 
exempt  manufacturers  only  from  the 
duties  found  in  sections  30118  and 
30120,  respectively,  to  notify  owners, 
purchasers,  and  dealers  of  a  defect  or 
noncompliance  and  to  remedy  the 
defect  or  noncompliance.  Therefore,  this 
decision  only  applies  to  the  subject 
helmets  that  KBCA  no  longer  controlled 
at  the  time  it  determined  that  the 
noncompliance  existed.  However,  the 
granting  of  this  petition  does  not  relieve 
distributors  and  dealers  of  the 
prohibitions  on  the  sale,  offer  for  sale, 
or  introduction  or  delivery  for 
introduction  into  interstate  commerce  of 
the  noncompliant  helmets  under  their 
control  after  KBCA  notified  them  that 
the  subject  noncompliance  existed. 

Authority:  (49  U.S.C.  30118,  30120; 
delegations  of  authority  at  49  CFR  1.95  and 
501.8). 

Jeffrey  M.  Giuseppe, 

Acting  Director,  Office  of  Vehicle  Safety 
Compliance. 

|FR  Doc.  2014-19190  Filed  8-13-14;  8:45  am) 
BILLING  CODE  4910-S9-P 


DEPARTMENT  OF  TRANSPORTATION 

National  Highway  Traffic  Safety 
Administration 

[Docket  No.  NHTSA-201 4-0078;  Notice  1] 

AGO  Fiat  Glass  North  America,  Inc., 
Receipt  of  Petition  for  Decision  of 
Inconsequential  Noncompiiance 

AGENCY:  National  Highway  Traffic 
Safety  Administration  (NHTSA), 
Department  of  Transportation  (DOT). 
ACTION:  Receipt  of  Petition. 

SUMMARY:  AGC  Flat  Glass  North 
America,  Inc.,  dba  AGC  Automotive 
Americas  Co.  (AGC)  has  determined  that 
certain  glazing  that  it  manufactured  as 
replacement  equipment  for  model  year 
2003-2008  Toyota  Matrix  vehicles,  do 
not  fully  comply  with  paragraphs  S5.1 
and  S5.7  of  Federal  Motor  Vehicle 
Safety  Standard  (FMVSS)  No.  205, 
Glazing  Materials.  AGC  has  filed  an 
appropriate  report  dated  May  23,  2013, 
pursuant  to  49  CFR  part  573,  Defect  and 
Noncompliance  Responsibility  and 
Reports. 

DATES:  The  closing  date  for  comments 
on  the  petition  is  September  15,  2014. 
ADDRESSES:  Interested  persons  are 
invited  to  submit  written  data,  views, 
and  arguments  on  this  petition. 
Comments  must  refer  to  the  docket  and 
notice  number  cited  at  the  beginning  of 
this  notice  and  be  submitted  by  any  of 
the  following  methods: 


•  Mail:  Send  comments  by  mail 
addressed  to:  U.S.  Department  of 
Transportation,  Docket  Operations,  M- 
30,  West  Building  Ground  Floor,  Room 
W12-140,  1200  New  Jersey  Avenue  SE., 
Washington,  DC  20590. 

•  Hand  Deliver:  Deliver  comments  by 
hand  to:  U.S.  Department  of 
Transportation,  Docket  Operations,  M- 
30,  West  Building  Ground  Floor,  Room 
W12-140,  1200  New  Jersey  Avenue  SE., 
Washington,  DC  20590.  The  Docket 
Section  is  open  on  weekdays  from  10 
a.m.  to  5  p.m.  except  Federal  Holidays. 

•  Electronically:  Submit  comments 
electronically  by:  logging  onto  the 
Federal  Docket  Management  System 
(FDMS)  Web  site  at  http:// 
www.regulations.gov/.  Follow  the  online 
instructions  for  submitting  comments. 
Comments  may  also  be  faxed  to  (202) 
493-2251. 

Comments  must  be  written  in  the 
English  language,  and  be  no  greater  than 
1 5  pages  in  length,  although  there  is  no 
limit  to  the  length  of  necessary 
attachments  to  the  comments.  If 
comments  are  submitted  in  hard  copy 
form,  please  ensure  that  two  copies  are 
provided.  If  you  wish  to  receive 
confirmation  that  your  comments  were 
received,  please  enclose  a  stamped,  self- 
addressed  postcard  with  the  comments. 
Note  that  all  comments  received  will  be 
posted  without  change  to  http:// 
www.regulations.gov,  including  any 
personal  information  provided. 

Documents  submitted  to  a  docket  may 
be  viewed  by  anyone  at  the  address  and 
times  given  above.  The  documents  may 
also  be  viewed  on  the  Internet  at  http:// 
wwnv.regulations.gov  by  following  the 
online  instructions  for  accessing  the 
dockets.  DOT’S  complete  Privacy  Act 
Statement  is  available  for  review  in  the 
Federal  Register  published  on  April  11, 
2000,  (65  FR  19477-78). 

The  petition,  supporting  materials, 
and  all  comments  received  before  the 
close  of  business  on  the  closing  date 
indicated  below  will  be  filed  and  will  be 
considered.  All  comments  and 
supporting  materials  received  after  the 
closing  date  will  also  be  filed  and  will 
be  considered  to  the  extent  possible. 
When  the  petition  is  granted  or  denied, 
notice  of  the  decision  will  be  published 
in  the  Federal  Register  pursuant  to  the 
authority  indicated  below. 
SUPPLEMENTARY  INFORMATION: 

/.  AGC’s  Petition:  Pursuant  to  49 
U.S.C.  30118(d)  and  30120(h)  (see 
implementing  rule  at  49  CFR  part  556), 
AGC  submitted  a  petition  for  an 
exemption  from  the  notification  and 
remedy  requirements  of  49  U.S.C. 
Chapter  301  on  the  basis  that  this 
noncompliance  is  inconsequential  to 
motor  vehicle  safety. 


This  notice  of  receipt  of  AGC’s 
petition  is  published  under  49  U.S.C. 
30118  and  30120  and  does  not  represent 
any  agency  decision  or  other  exercise  of 
judgment  concerning  the  merits  of  the 
petition. 

II.  Replacement  Equipment  Involved: 
Affected  are  approximately  1,435 
replacement  back  windows  (backlites) 
for  model  year  2003-2008  Toyota 
Matrix  vehicles  that  AGC  manufactured 
on  February  28,  2012.  The  subject  glass 
is  labeled  “AGC  Automotive,  DOT-376 
M2H5  AS2,  30B,  Temperlite.” 

In  the  associated  Defect  and 
Noncompliance  Report  that  AGC 
submitted  to  NHTSA  pursuant  to  49 
CFR  Part  573,  AGC  indicated  that,  as  of 
May  23,  2014,  approximately  941  of  the 
affected  backlites  have  already  been 
removed  from  the  stream  of  commerce. 

III.  Noncompliance:  AGC  explains 
that  the  noncompliance  is  that  the 
affected  glazing  does  not  fully  comply 
with  Paragraph  S5.1  of  FMVSS  No.  205 
because  some  portions  of  the  glass 
located  in  the  wing  area  of  the  backlites 
may  not  fragment  into  pieces  that  are 
small  enough  to  meet  the  standard  set 
forth  in  ANSI  Z26. 1-1996  (fragment 
must  weigh  less  than  4.25  g). 

IV.  Rule  Text:  Paragraph  S5.1  of 
FMVSS  No.  205  incorporates  by 
reference  ANSI  Z26.1-1996  and  other 
industry  standards.  Paragraph  S5.7 
(Fracture  Test)  of  ANSI  Z26. 1-1996 
requires  that  no  individual  fragment  free 
of  cracks  and  obtained  within  3  minutes 
subsequent  to  test  shall  weigh  more 
than  4.25  g  (0.15  oz.). 

V.  Summary  of  AGC’s  Analyses:  AGC 
stated  its  belief  that  the  noncompliance 
exhibited  by  some  glass  fragments 
breaking  into  pieces  that  weigh  more 
than  4.25  g  does  not  create  a  risk  to 
motor  vehicle  safety  for  the  following 
reasons: 

1 .  AGC  testing  demonstrates  that  the 
noncompliant  fragments  have  no 
adverse  impact  on  the  characteristics  of 
the  glass  performing  as  tempered  glass. 

2.  The  design  of  the  2003-2008 
Toyota  Matrix  leaves  it  unlikely  to  cause 
any  safety  risks  to  any  vehicle  occupant 
if  the  ARC  backlite  breaks. 

3.  AGC’s  destructive  testing 
confirmed  all  noncompliant  fragments 
do  not  impact  the  safety  of  the  vehicle 
or  its  occupants. 

AGC  stated  that  while  it  recognizes 
that  its  tests  were  static  and  that  the 
actual  results  in  a  crash  might  be 
somewhat  different  if  a  collision  broke 
this  glass,  AGC  stated  its  belief  that  in 
a  rear  or  partial  rear  collision,  if  the 
glass  breaks,  most  of  that  glass  will  fall 
and  remain  in  the  general  area  of  the 
breakage  since  the  remainder  of  the 
vehicle  will  be  propelled  forward  in  the 
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later  phases  of  the  crash.  This  makes  it 
even  less  likely  that  any  glass  will  enter 
or  he  propelled  forward  enough  to  reach 
the  passenger  compartment  of  a  vehicle. 
ARG  expects  that  the  subject  backlites 
will  react  no  differently. 

Refer  to  AGC’s  petition  for  more 
detailed  descriptions  of  AGG’s  data  and 
analyses  that  it  believes  support  its 
reasoning. 

AGG  has  additionally  informed 
NHTSA  that  it  has  corrected  the 
noncompliance  so  that  all  future 
production  of  the  subject  glazing  will 
fully  comply  with  FMVSS  No.  205. 

In  summation,  AGG  believes  that  the 
described  noncompliance  of  the  subject 
glazing  is  inconsequential  to  motor 
vehicle  safety,  and  that  its  petition,  to 
exempt  AGG  from  providing  recall 
notification  of  noncompliance  as 
required  by  49  U.S.G.  30118  and 
remedying  the  recall  noncompliance  as 
required  by  49  U.S.G.  30120  should  be 
granted. 

NHTSA  notes  that  the  statutory 
provisions  (49  U.S.G.  30118(d)  and 
30120(h))  that  permit  manufacturers  to 
file  petitions  for  a  determination  of 
inconsequentiality  allow  NHTSA  to 
exempt  manufacturers  only  from  the 
duties  found  in  sections  30118  and 
30120,  respectively,  to  notify  owners, 
purchasers,  and  dealers  of  a  defect  or 
noncompliance  and  to  remedy  the 
defect  or  noncompliance.  Therefore,  any 
decision  on  this  petition  only  applies  to 
the  subject  replacement  equipment  that 
AGG  no  longer  controlled  at  the  time  it 
determined  that  the  noncompliance 
existed.  However,  any  decision  on  this 
petition  does  not  relieve  equipment 
distributors  and  dealers  of  the 
prohibitions  on  the  sale,  offer  for  sale, 
or  introduction  or  delivery  for 
introduction  into  interstate  commerce  of 
the  noncompliant  replacement 
equipment  under  their  control  after 
AGG  notified  them  that  the  subject 
noncompliance  existed. 

Authority:  (49  U.S.G.  30118,  30120: 
delegations  of  authority  at  49  CFR  1.95  and 
501.8) 

Jeffrey  M.  Giuseppe, 

Acting  Director,  Office  of  Vehicle  Safety 
Compliance. 

[FR  Doc.  2014-19189  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4910-59-P 


DEPARTMENT  OF  TRANSPORTATION 

Pipeline  and  Hazardous  Materials 
Safety  Administration 

[Docket  No.  PHMSA-201 3-0004] 

Pipeline  Safety:  Information  Collection 
Activities,  Revision  to  Gas  Distribution 
Annual  Report 

AGENCY:  Pipeline  and  Hazardous 
Materials  Safety  Administration,  DOT. 
ACTION:  Notice  and  request  for 
comments. 

summary:  On  April  28,  2014,  in 
accordance  with  the  Paperwork 
Reduction  Act  of  1995,  the  Pipeline  and 
Hazardous  Materials  Safety 
Administration  (PHMSA)  published  a 
notice  in  the  Federal  Register  (79  FR 
23403)  of  its  intent  to  revise  the  gas 
distribution  annual  report  (PHMSA 
F7100.1-1)  to  improve  the  granularity  of 
the  data  collected.  In  addition  to  making 
several  minor  changes  to  the  report, 
PHMSA  will  also  request  a  new  Office 
of  Management  and  Budget  (0MB) 
control  number  for  this  information 
collection. 

PHMSA  received  comments  from  one 
commenter  in  response  to  that  notice. 
PHMSA  is  publishing  this  notice  to 
respond  to  the  comments,  provide  the 
public  with  an  additional  30  days  to 
comment  on  the  proposed  revisions  to 
the  forms  and  the  instructions  and 
announce  that  the  revised  information 
collection  will  be  submitted  to  the  0MB 
for  approval. 

DATES:  Gomments  on  this  notice  must  be 
received  by  September  15,  2014  to  be 
assured  of  consideration. 

FOR  FURTHER  INFORMATION  CONTACT: 
Blaine  Keener  by  telephone  at  202-366- 
0970,  by  fax  at  202-366-4566,  by  email 
at  bIaine.keener@dot.gov. 

ADDRESSES:  You  may  submit  comments 
identified  by  the  docket  number 
PHMSA-201 3-0004  by  any  of  the 
following  methods: 

•  Fax; 1-202-395-5806. 

•  Mail:  Office  of  Information  and 
Regulatory  Affairs  (OIRA),  Records 
Management  Center,  Room  10102 
NEOB,  725  17th  Street  NW., 

Washington,  DC  20503,  ATTN:  Desk 
Officer  for  the  U.S.  Department  of 
TransportationXPHMSA. 

•  Email:  Office  of  Information  and 
Regulatory  Affairs,  0MB,  at  the 
following  email  address;  01RA_ 
Suhmission@omb.eop.gov. 

Requests  for  a  copy  of  the  information 
collection  should  be  directed  to  Angela 
Dow  by  telephone  at  202-366-1246,  by 
fax  at  202-366-4566,  by  email  at 
AngeIa.Dowl@dot.gov  or  by  mail  at  U.S. 


Department  of  Transportation,  PHMSA, 
1200  New  Jersey  Avenue  SE.,  PHP-30, 
Washington,  DC  20590-0001. 
SUPPLEMENTARY  INFORMATION: 

Section  1320.8(d),  Title  5,  Code  of 
Federal  Regulations  requires  PHMSA  to 
provide  interested  members  of  the 
public  and  affected  agencies  an 
opportunity  to  comment  on  information 
collection  and  recordkeeping  requests. 
This  notice  identifies  a  revised 
information  collection  request  that 
PHMSA  will  submit  to  OMB  for 
approval.  The  information  collection  is 
titled:  “Annual  Report  for  Gas 
Distribution  Pipeline  Operators”  (2137- 
0522). 

Summary  of  Topic  Comments/ 
Responses 

During  the  two-month  response 
period,  PHMSA  received  comments  on 
the  Gas  Distribution  Annual  Report 
from  the  American  Gas  Association 
(AGA). 

This  notice  responds  to  the 
comments,  which  may  be  found  at 
http://www.regulations.gov,  at  docket 
number  PHMSA-201 3-0004.  The 
docket  also  contains  the  form  and 
instructions  as  amended  in  response  to 
the  comment.  The  AGA  comments  are 
summarized  below  and  followed  by  the 
PHMSA  response. 

Comment:  Under  Part  C,  Cause  of 
Leak,  AGA  proposes  a  new  leak  cause 
category  for  operators  to  use  in  those 
instances  when  the  leak  is  eliminated  by 
replacement  and  abandonment  of  the 
leaking  pipe.  AGA  indicates  that 
operators  prefer  to  indicate  the  cause  of 
the  leak  and  avoid  using  “other” 
whenever  possible  for  the  reporting  of  a 
leak  cause,  but  it  is  difficult  to 
determine  the  cause  of  a  leak  when  a 
pipeline  is  replaced  in  its  entirety  rather 
than  making  a  repair. 

Response:  PHMSA’s  instructions  for 
the  “Other  Cause”  category  encourage 
operators  to  use  one  of  the  specific 
categories  whenever  possible.  A  “Repair 
by  Replacement”  category  would 
provide  no  insight  into  the  cause  of  the 
leak.  A  single,  non-specific  category  of 
“Other  Cause”  is  sufficient  to  capture 
the  number  of  leaks  for  which  the 
operator  cannot  determine  or  assign  the 
cause. 

Comment:  Under  Part  D,  Excavation 
Damage,  AGA  recommends  an 
additional  root  cause,  “Failure  to  Call.” 
AGA  believes  that  this  is  different  from 
“One-Call  Notification  Practices  Not 
Sufficient”  in  that  this  item  covers 
insufficiencies  of  action  between  the 
call  center  and  the  excavator.  AGA 
believes  it  is  critical  to  capture  “Failure 
to  Call”  as  a  separate  excavation  damage 
metric  in  order  to  attain  future 
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enhancements  to  one-call  laws.  AGA 
also  notes  numbering  errors  in  Part  D. 

Response:  PHMSA  believes  that  the 
proposed  information  on  the  apparent 
root  cause  of  excavation  damages  is 
adequate.  The  four  apparent  root  cause 
categories  are  those  established  by  the 
international  Common  Ground  Alliance 
(CGA)  in  their  Damage  Information  and 
Reporting  Tool  (DIRT).  In  DIRT,  and  in 
the  PHMSA  incident  and  accident 
reports,  “Failure  to  Call”  is  one  of  three 
subcategories  under  “One-Call 
Notification  Practices  Not  Sufficient.” 
For  incidents,  the  additional  level  of 
detail  is  appropriate  since  there  are 
fewer  reports.  PHMSA  intentionally 
chose  to  limit  the  reporting  burden  for 
damages  on  the  annual  report  by 
collecting  the  apparent  root  cause  at  a 
“higher”  level.  It  appears  that  AGA  was 
reviewing  a  2013  edition  of  the  report 
when  they  noted  errors  in  the  Part  D 
numbering.  The  2014  edition  of  the 
report  in  the  docket  has  no  numbering 
errors  in  Part  D. 

Comment:  AGA  recommended  that 
Part  H,  Additional  Information,  which 
allows  operators  to  provide  text 
explaining  information  submitted 
elsewhere  in  the  annual  report,  be 
retained. 

Response:  It  appears  that  AGA  was 
reviewing  a  2013  edition  of  the  report 
when  they  noted  the  proposal  to 
eliminate  Part  H.  The  2014  edition  of 
the  report  in  the  docket  does  not 
propose  the  elimination  of  Part  H. 

Comment:  AGA  expressed  concern 
about  portions  of  the  proposed 
definition  for  “Reconditioned  Cast 
Iron.”  AGA  also  noted  an  error  in  the 
instructions  regarding  where  to  describe 
“other”  pipe  materials. 

Response:  PHMSA  concurs  with  these 
comments.  We  revised  the  definition  of 
“Reconditioned  Cast  Iron”  in  line  with 
AGA’s  comments.  We  clarified  where 
operators  should  enter  the  description 
of  “other”  pipe  materials. 

Comment:  Under  Part  C,  Total  Leaks 
And  Hazardous  Leaks  Eliminated/ 
Repaired  During  The  Year,  AGA 
commented  that  the  leak  cause  category 
“Pipe,  Weld  Or  Joint  Failure”  may 
exclude  certain  items,  such  as  leaks  on 
fittings.  In  addition,  AGA  commented 
that  the  new  definition  seems  to  only 
cover  installation  errors  due  to  force 
applied  during  construction. 

Response:  PHMSA  proposes  changing 
the  “Material  or  Weld”  category  name  to 
“Pipe,  Weld  Or  Joint  Failure”  to  match 
the  name  used  in  the  gas  distribution 
incident  report.  PHMSA  concurs  with 
AGA’s  comments  about  fittings  and 
installation  errors.  PHMSA  has  revised 
the  instructions  for  the  leak  cause 


category  “Pipe,  Weld  Or  Joint  Failure” 
accordingly. 

Comment:  Under  Part  D,  Excavation 
Damage,  AGA  recommends  that  PHMSA 
should  include  damage  to  tracer  wire  in 
the  description  of  excavation  damage. 
AGA  notes  that  some  operators  are 
currently  reporting  tracer  wire  damage 
to  DIRT  as  excavation  damage,  but  the 
annual  report  instructions  do  not 
specify  that  tracer  wire  damages  should 
be  reported  as  excavation  damage. 

Response:  PHMSA  concurs  with  the 
recommendation  and  has  revised  the 
instructions  to  include  damage  to  tracer 
wire  as  excavation  damage. 

Proposed  Information  Collection 
Revisions  and  Request  for  Comments 

The  following  information  is  provided 
for  each  revised  information  collection: 

(1)  Title  of  the  information  collection; 

(2)  0MB  control  number;  (3)  Type  of 
request;  (4)  Abstract  of  the  information 
collection  activity;  (5)  Description  of 
affected  public;  (6)  Estimate  of  total 
annual  reporting  and  recordkeeping 
burden;  and  (7)  Frequency  of  collection. 
PHMSA  will  request  a  three-year  term  of 
approval  for  this  information  collection 
activity. 

Title:  Incident  and  Annual  Reports  for 
Gas  Pipeline  Operators. 

0MB  Control  Number:  N/A. 

Current  Expiration  Date:  N/A. 

Type  of  Request:  Revision. 

Abstract:  PHMSA  is  looking  to  revise 
the  Gas  Distribution  Annual  Report 
(PHMSA  F  7100.1-1)  to  make  several 
minor  changes  related  to  data  collection. 

Affected  Public:  Gas  distribution 
pipeline  operators. 

Annual  Reporting  and  Recordkeeping 
Burden: 

Total  Annual  Responses:  1,440. 

Total  Annual  Burden  Hours:  23,040. 

Frequency  of  Collection:  Annually. 

Comments  are  invited  on: 

(a)  The  need  for  the  proposed 
collection  of  information  for  the  proper 
performance  of  the  functions  of  the 
agency,  including  whether  the 
information  will  have  practical  utility; 

(b)  The  accuracy  of  the  agency’s 
estimate  of  the  burden  of  the  proposed 
collection  of  information,  including  the 
validity  of  the  methodology  and 
assumptions  used; 

(c)  Ways  to  enhance  the  quality, 
utility,  and  clarity  of  the  information  to 
be  collected;  and 

(d)  Ways  to  minimize  the  burden  of 
the  collection  of  information  on  those 
who  are  to  respond,  including  the  use 
of  appropriate  automated,  electronic, 
mechanical,  or  other  technological 
collection  techniques. 


Issued  in  Washington,  DC  on  August  6, 
2014. 

Jeffrey  D.  Wiese, 

Associate  Administrator  for  Pipeline  Safety. 
|FR  Doc.  2014-19186  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4910-60-P 


DEPARTMENT  OF  TRANSPORTATION 

Surface  Transportation  Board 

[Docket  No.  FD  35846] 

Metropolitan  Transit  Authority  of 
Harris  County,  Tex. — Acquisition 
Exemption — Union  Pacific  Railroad 
Company  (Right  To  Restore  Rail 
Service  Over  a  Railbanked  Right-of- 
Way  in  Harris,  Fort  Bend,  Austin, 
Wharton,  and  Colorado  Counties,  Tex.) 

Metropolitan  Transit  Authority  of 
Harris  County,  Tex.  (METRO),  a 
noncarrier,  has  filed  a  verified  notice  of 
exemption  under  49  CFR  1150.31  to 
acquire  from  Union  Pacific  Railroad 
Company  (UP)  the  right  to  restore  rail 
service  over  a  rail-banked  right-of-way 
between  milepost  3.48  near  Bellaire 
Junction  in  Houston  to  milepost  61.2 
near  Eagle  Lake,  a  distance  of  57.72 
miles,  in  Harris,  Fort  Bend,  Austin, 
Wharton,  and  Colorado  Counties,  Tex.^ 

In  an  application  filed  in  Union 
Pacific  Railroad  Company — 
Abandonment — in  Harris,  Fort  Bend, 
Austin,  Wharton,  and  Colorado 
Counties,  Tex.,  AB  33  (Sub-No.  156) 
(STB  sensed  Aug.  20,  2000),  UP  was 
authorized  to  abandon  the  line  between 
milepost  3.48  and  milepost  52.9. 
Subsequent  to  that  filing,  UP  and  Metro 
reached  an  agreement  for  rail  banking  of 
that  segment  of  the  line.  The  agreement 
was  accompanied  by  a  deed  without 
warranty,  pursuant  to  which  UP 
conveyed  the  railroad  easement, 
together  with  all  of  UP’s  other  rights, 
title,  and  interests  in  the  right-of-way  to 
METRO,  subject  to  certain  conditions 
and  exceptions. 

In  a  notice  of  exemption  filed  in 
Union  Pacific  Railroad  Company — 
Abandonment  Exemption — in  Colorado 
and  Wharton  Counties,  Tex.,  AB  33 
(Sub-No.  253X),  (STB  served  Feb.  15, 
2008),  UP  was  authorized  to  abandon 
the  8.3-mile  portion  of  the  line  known 


’  A  related  notice  of  exemption  was  filed  in 
Docket  No.  FD  35847,  Fort  Bend  County  Toll  Road 
Authority — Acquisition  Exemption — Metropolitan 
Transit  Authority  of  Harris  County,  Tex.,  wherein 
Fort  Bend  County  Toll  Road  Authority  seeks  to 
acquire  from  METRO  the  right  to  restore  rail  service 
over  a  portion  of  the  rail-banked  right-of-way  from 
the  Bellaire  Branch’s  milepost  20,  approximately 
2,020  feet  east  of  the  Harris  County  and  Fort  Bend 
County  line,  to  milepost  61.2  near  Eagle  Lake,  in 
Colorado  County,  Tex.  The  related  notice  will  be 
addressed  in  a  separate  decision. 
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as  the  Chesterville  Industrial  Lead, 
extending  from  milepost  52.9  near 
Chesterville  to  milepost  61.2  near  Eagle 
Lake,  in  Colorado  and  Wharton 
Counties,  Tex.  UP  and  METRO 
subsequently  reached  an  agreement  for 
rail  banking  of  this  segment  of  the  line. 
This  agreement  was  likewise 
accompanied  by  a  deed  without 
warranty,  pursuant  to  which  UP 
conveyed  the  railroad  easement, 
together  with  all  of  UP’s  rights,  title,  and 
interests  in  the  right-of-way  to  METRO, 
subject  to  certain  conditions  and 
exceptions. 

Thus,  METRO  is  the  interim  trail  user 
and  obtained  from  UP  its  consent  to 
seek  Board  approval  to  acquire  the 
rights  to  restore  rail  service  over  both 
segments  of  the  line.  METRO  explains 
that  it  did  not  know,  at  the  time,  that 
Board  authorization  was  necessary  for  it 
to  acquire  the  right  to  restore  rail 
service.  METRO  now,  after  the  fact, 
invokes  the  Board’s  authorization  for 
that  acquisition  through  a  notice  of 
exemption. 

In  King  County,  Wash. — Acquisition 
Exemption — BNSF  Railway  Company, 

P’D  35148,  slip  op.  at  3-4  (STB  served 
Sept.  18,  2009)  [King  County),  the  Board 
granted  an  individual  exemption 
authorizing  the  conveyance  of  the  right 
to  restore  rail  service  on  a  line  to  a 
county,  explaining  that  the  right  to 
reactivate  a  rail-banked  line  is  not  an 
exclusive  right  and  would  not  preclude 
any  other  service  provider  from  seeking 
Board  authorization  to  restore  rail 
ser\dce  over  the  rail-banked  line  if  the 
county  did  not  do  so.  In  King  County, 
slip  op.  at  4  n.5,  both  the  county 
acquiring  the  right  and  the  rail  carrier 
selling  that  right  “made  clear  that  [the 
rail  carrier  did]  not  wish  to  retain  any 
rights  related  to  the  segments.’’ 

Likewise,  here,  the  notice  indicates  that 
UP  did  not  wish  to  retain  rights  related 
to  the  line  because,  by  a  deed  without 
warranty,  UP  conveyed  to  METRO  both 
the  right-of-way  itself  and  the  right  to 
restore  service  over  the  right-of-way. 

The  transaction  is  expected  to  be 
consummated  on  or  after  August  28, 

2014  (30  days  after  the  exemption  was 
filed). 

METRO  certifies  that  its  projected 
annual  revenues  from  the  acquisition 
involved  in  this  proceeding  do  not 
exceed  those  that  would  qualify  it  as  a 
Class  III  carrier. 

If  the  notice  contains  false  or 
misleading  information,  the  exemption 
is  void  ab  initio.  Petitions  to  revoke  the 
exemption  under  49  U.S.C.  10502(d) 
may  be  filed  at  any  time.  The  filing  of 
a  petition  to  revoke  will  not 
automatically  stay  the  effectiveness  of 
the  exemption.  Petitions  to  stay  must  be 


filed  no  later  than  August  21,  2014  (at 
least  7  days  before  the  exemption 
becomes  effective). 

An  original  and  10  copies  of  all 
pleadings,  referring  to  Docket  No.  FD 
35846,  must  be  filed  with  the  Surface 
Transportation  Board,  395  E  Street  SW., 
Washington,  DC  20423-0001.  In 
addition,  one  copy  of  each  pleading 
must  be  served  on  Sean  McGowan, 
Thompson  Coburn,  LLP,  1909  K  St. 
NW.,  Suite  600,  Washington,  DC  20006. 

Board  decisions  and  notices  are 
available  on  our  Web  site  at 
\/[nVW.STB.DOT.  GOV. 

Dated;  August  11,  2014. 

By  the  Board,  Rachel  D.  Campbell, 
Director,  Office  of  Proceedings. 

Derrick  A.  Gardner, 

Clearance  Clerk. 

|FR  Doc.  2014-19279  Filed  8-13-14;  8:45  am] 

BILLING  CODE  4915-01-P 


DEPARTMENT  OF  THE  TREASURY 

Office  of  Foreign  Assets  Control 

Designation  of  3  Individuals  Pursuant 
to  Executive  Order  1 3224  of  September 
23,  2001,  “Blocking  Property  and 
Prohibiting  Transactions  With  Persons 
Who  Commit,  Threaten  To  Commit,  or 
Support  Terrorism” 

agency:  Office  of  Foreign  Assets 
Control,  Treasury. 

ACTION:  Notice. 

SUMMARY:  The  Treasury  Department’s 
Office  of  Foreign  Assets  Control 
(“OFAC”)  is  publishing  the  names  of  3 
individuals  whose  property  and 
interests  in  property  are  blocked 
pursuant  to  Executive  Order  13224  of 
September  23,  2001,  “Blocking  Property 
and  Prohibiting  Transactions  With 
Persons  Who  Commit,  Threaten  To 
Commit,  or  Support  Terrorism.” 

DATES:  The  designations  by  the  Director 
of  OFAC  of  the  3  individuals  in  this 
notice,  pursuant  to  Executive  Order 
13224,  are  effective  on  August  6,  2014. 
FOR  FURTHER  INFORMATION  CONTACT: 
Assistant  Director,  Compliance 
Outreach  &  Implementation,  Office  of 
Foreign  Assets  Control,  Department  of 
the  Treasury,  Washington,  DC  20220, 
tel.:  202/622-2490. 

SUPPLEMENTARY  INFORMATION: 

Electronic  and  Facsimile  Availability 

This  document  and  additional 
information  concerning  OFAC  are 
available  from  OFAC’s  Web  site 
{www.treas.gov/ofoc)  or  via  facsimile 
through  a  24-hour  fax-on-demand 
service,  tel.:  202/622-0077. 


Background 

On  September  23,  2001,  the  President 
issued  Executive  Order  13224  (the 
“Order”)  pursuant  to  the  International 
Emergency  Economic  Powers  Act,  50 
U.S.C.  1701-1706,  and  the  United 
Nations  Participation  Act  of  1945,  22 
U.S.C.  287c.  In  the  Order,  the  President 
declared  a  national  emergency  to 
address  grave  acts  of  terrorism  and 
threats  of  terrorism  committed  by 
foreign  terrorists,  including  the 
September  11,  2001  terrorist  attacks  in 
New  York,  Pennsylvania,  and  at  the 
Pentagon.  The  Order  imposes  economic 
sanctions  on  persons  who  have 
committed,  pose  a  significant  risk  of 
committing,  or  support  acts  of  terrorism. 
The  President  identified  in  the  Annex  to 
the  Order,  as  amended  by  Executive 
Order  13268  of  July  2,  2002,  13 
individuals  and  16  entities  as  subject  to 
the  economic  sanctions.  The  Order  was 
further  amended  by  Executive  Order 
13284  of  January  23,  2003,  to  reflect  the 
creation  of  the  Department  of  Homeland 
Security. 

Section  1  of  the  Order  blocks,  with 
certain  exceptions,  all  property  and 
interests  in  property  that  are  in  or 
hereafter  come  within  the  United  States 
or  the  possession  or  control  of  United 
States  persons,  of:  (1)  Foreign  persons 
listed  in  the  Annex  to  the  Order;  (2) 
foreign  persons  determined  by  the 
Secretary  of  State,  in  consultation  with 
the  Secretary  of  the  Treasury,  the 
Secretary  of  the  Department  of 
Homeland  Security  and  the  Attorney 
General,  to  have  committed,  or  to  pose 
a  significant  risk  of  committing,  acts  of 
terrorism  that  threaten  the  security  of 
U.S.  nationals  or  the  national  security, 
foreign  policy,  or  economy  of  the  United 
States;  (3)  persons  determined  by  the 
Director  of  OFAC,  in  consultation  with 
the  Departments  of  State,  Homeland 
Security  and  Justice,  to  be  owned  or 
controlled  by,  or  to  act  for  or  on  behalf 
of  those  persons  listed  in  the  Annex  to 
the  Order  or  those  persons  determined 
to  be  subject  to  subsection  1(b),  1(c),  or 
l(d)(i)  of  the  Order;  and  (4)  except  as 
provided  in  section  5  of  the  Order  and 
after  such  consultation,  if  any,  with 
foreign  authorities  as  the  Secretary  of 
State,  in  consultation  with  the  Secretary 
of  the  Treasury,  the  Secretary  of  the 
Department  of  Homeland  Security  and 
the  Attorney  General,  deems 
appropriate  in  the  exercise  of  his 
discretion,  persons  determined  by  the 
Director  of  OFAC,  in  consultation  with 
the  Departments  of  State,  Homeland 
Security  and  Justice,  to  assist  in, 
sponsor,  or  provide  financial,  material, 
or  technological  support  for,  or  financial 
or  other  services  to  or  in  support  of. 
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such  acts  of  terrorism  or  those  persons 
listed  in  the  Annex  to  the  Order  or 
determined  to  be  subject  to  the  Order  or 
to  be  otherwise  associated  with  those 
persons  listed  in  the  Annex  to  the  Order 
or  those  persons  determined  to  be 
subject  to  subsection  1(b),  1(c),  or  1(d) (i) 
of  the  Order. 

On  August  6,  2014,  the  Director  of 
OFAC,  in  consultation  with  the 
Departments  of  State,  Homeland 
Security,  Justice  and  other  relevant 
agencies,  designated,  pursuant  to  one  or 
more  of  the  criteria  set  forth  in 
subsections  1(b),  1(c)  or  1(d)  of  the 
Order,  3  individuals  whose  property 
and  interests  in  property  are  blocked 
pursuant  to  Executive  Order  13224. 

The  listings  for  these  individuals  on 
OF  AC’s  list  of  Specially  Designated 
Nationals  and  Blocked  Persons  appear 
as  follows: 

Individuals 

1.  AL-’ANIZI,  ’Abd  al-Rahman  Khalaf 
’Ubayd  Juday’  (a.k.a.  AL-ANIZI,  ’Abd  al- 
Rahman  Khalaf;  a.k.a.  AL-’ANZI,  ’Abd 
al-Rahman  Khalaf;  a.k.a.  “ABU 
USAMA”;  a.k.a.  “AL-KUWAITI,  Abu 
Usamah”;  a.k.a.  “AL-RAHMAN,  Abu 
Usamah”;  a.k.a.  “KUWAITI,  Abu 
Shaima’”;  a.k.a.  “YUSUF”);  DOB  01  Jan 
1973  to  31  Dec  1973  (individual) 

[SDGT]. 

2.  AL-AJMI,  Shafi  Sultan  Mohammed 
(a.k.a.  AL-AJMI,  Doctor  Shafi;  a.k.a.  AL- 
AJMI,  Sheikh  Shafi;  a.k.a.  “SHAYKH 
ABU-SULTAN”),  Area  3,  Street  327, 
Building  41,  Al-Uqaylah,  Kuwait;  DOB 
01  Jan  1973;  POB  Warah,  Kuwait; 
nationality  Kuwait;  Passport 
0216155930  (individual)  [SDGT]. 

3.  AL-’AJMI,  Hajjaj  Fahd  Hajjaj 
Muhammad  Shabib  (a.k.a.  AJAMI,  Ajaj; 
a.k.a.  AL-ACMI,  Hicac  Fehid  Hicac 
Muhammed  Sebib;  a.k.a.  AL-AJAMI, 
Hajaj;  a.k.a.  AL-AJAMI,  Sheikh  Hajaj; 
a.k.a.  AL-AJMI,  Hajjaj  Bin-Fahad;  a.k.a. 
AL-AJMI,  Hijaj  Fahid  Hijaj  Muhammad 
Sahib);  DOB  10  Aug  1987;  POB  Kuwait; 
nationality  Kuwait  (individual)  [SDGT]. 

Dated:  August  6,  2014. 

Adam  J.  Szubin, 

Director,  Office  of  Foreign  Assets  Control. 

[FR  Doc.  2014-19251  Filed  8-13-14;  8:45  am] 
BILLING  CODE  4810-AL-P 


DEPARTMENT  OF  THE  TREASURY 

Office  of  Foreign  Assets  Controi 

Publication  of  Revised  Guidance  on 
Entities  Owned  by  Persons  Whose 
Property  and  Interests  in  Property  Are 
Blocked 

AGENCY:  Office  of  Foreign  Assets 
Control,  Treasury. 


ACTION:  Notice,  publication  of  revised 
guidance. 

SUMMARY:  The  Department  of  the 
Treasury’s  Office  of  Foreign  Assets 
Control  (OFAC)  is  publishing  Revised 
Guidance  on  Entities  Owned  by  Persons 
Whose  Property  and  Interests  in 
Property  are  Blocked. 

DATES:  Effective  Date:  August  14,  2014. 
FOR  FURTHER  INFORMATION  CONTACT: 
Assistant  Director  for  Licensing,  tel.: 
202-622-2480,  Assistant  Director  for 
Policy,  tel.:  202-622-2402,  Assistant 
Director  for  Regulatory  Affairs,  tel.:  202- 
622-4855,  Assistant  Director  for 
Sanctions  Compliance  &  Evaluation, 
tel.:  202-622-2490,  Office  of  Foreign 
Assets  Control,  or  Chief  Counsel 
(Foreign  Assets  Control),  tel.:  202-622- 
2410,  Office  of  the  General  Counsel, 
Department  of  the  Treasury  (not  toll  free 
numbers). 

SUPPLEMENTARY  INFORMATION: 

Electronic  and  Facsimile  Availability 

The  text  of  the  Revised  Guidance  on 
Entities  Owned  by  Persons  Whose 
Property  and  Interests  in  Property  are 
Blocked  and  additional  information 
concerning  OFAG  are  available  from 
OFAC’s  Web  site  [www.treasury.gov/ 
ofac).  Gertain  general  information 
pertaining  to  OFAG’s  sanctions 
programs  also  is  available  via  facsimile 
through  a  24-hoiu’  fax-on-demand 
service,  tel.:  202/622-0077. 

Background 

OFAG  today  is  publishing  Revised 
Guidance  on  Entities  Owned  by  Persons 
Whose  Property  and  Interests  in 
Property  are  Blocked.  This  revised 
guidance  replaces  the  Guidance  on 
Entities  Owned  by  Persons  Whose 
Property  and  Interests  in  Property  are 
Blocked  previously  posted  on  OFAC’s 
Web  site  on  February  14,  2008. 

Guidance 

U.S.  Department  of  the  Treasury 

Revised  Guidance  on  Entities  Owned  by 
Persons  Whose  Property  and  Interests 
in  Property  Are  Blocked 

This  guidance  responds  to  inquiries 
received  by  the  Department  of  the 
Treasury’s  Office  of  Foreign  Assets 
Gontrol  (OFAC)  relating  to  the  status  of 
entities  owned  by  individuals  or  entities 
designated  under  Executive  orders  and 
regulations  administered  by  OFAC.  This 
document  sets  forth  new  guidance  with 
respect  to  entities  owned  50  percent  or 
more  in  the  aggregate  by  more  than  one 
blocked  person. 

Propert}'  blocked  pursuant  to  an 
Executive  order  or  regulations 
administered  by  OFAC  is  broadly 


defined  to  include  any  property  or 
interest  in  property,  tangible  or 
intangible,  including  present,  future  or 
contingent  interests.  A  property  interest 
subject  to  blocking  includes  interests  of 
any  nature  whatsoever,  direct  or 
indirect. 

Persons  whose  property  and  interests 
in  property  are  blocked  pursuant  to  an 
Executive  order  or  regulations 
administered  by  OFAC  (blocked 
persons)  are  considered  to  have  an 
interest  in  all  property  and  interests  in 
property  of  an  entity  in  which  such 
blocked  persons  own,  whether 
individually  or  in  the  aggregate,  directly 
or  indirectly,  a  50  percent  or  greater 
interest.  Consequently,  any  entity 
owned  in  the  aggregate,  directly  or 
indirectly,  50  percent  or  more  by  one  or 
more  blocked  persons  is  itself 
considered  to  be  a  blocked  person.  The 
property  and  interests  in  property  of 
such  an  entity  are  blocked  regardless  of 
whether  the  entity  itself  is  listed  in  the 
annex  to  an  Executive  order  or 
otherwise  placed  on  OFAC’s  list  of 
Specially  Designated  Nationals 
(“SDNs”).  Accordingly,  a  U.S.  person 
generally  may  not  engage  in  any 
transactions  with  such  an  entity,  unless 
authorized  by  OFAC.  In  certain  OFAC 
sanctions  programs  (e.g.,  Cuba  and 
Sudan),  there  is  a  broader  category  of 
entities  whose  property  and  interests  in 
property  are  blocked  based  on,  for 
example,  ownership  or  control. 

U.S.  persons  are  advised  to  act  with 
caution  when  considering  a  transaction 
with  a  non-blocked  entity  in  which  one 
or  more  blocked  persons  has  a 
significant  ownership  interest  that  is 
less  than  50  percent  or  which  one  or 
more  blocked  persons  may  control  by 
means  other  than  a  majority  ownership 
interest.  Such  entities  may  be  the 
subject  of  future  designation  or 
enforcement  action  by  OFAC. 
Furthermore,  a  U.S.  person  may  not 
procure  goods,  services,  or  technology 
from,  or  engage  in  transactions  with,  a 
blocked  person  directly  or  indirectly 
(including  through  a  third-party 
intermediary). 

OFAC  will  incorporate  this  guidance 
as  it  issues  regulations  implementing 
new  sanctions  programs.  In  addition, 
OFAC  expects  to  amend  regulations 
implementing  existing  sanctions 
programs  to  reflect  this  guidance. 

Issued:  August  14,  2014. 

Dated:  August  7,  2014. 

Adam  J.  Szubin, 

Director,  Office  of  Foreign  Assets  Control. 

|FR  Doc.  2014-19252  Filed  8-13-14;  8:45  am] 
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DEPARTMENT  OF  VETERANS 
AFFAIRS 

Privacy  Act  of  1974;  System  of 
Records 

AGENCY:  Department  of  Veterans  Affairs 
(VA). 

ACTION:  Notice  of  Amendment  to  System 
of  Records. 

SUMMARY:  As  required  by  the  Privacy 
Act  of  1974,  5  U.S.C.  552a(e),  notice  is 
hereby  given  that  the  Department  of 
Veterans  Affairs  (VA)  is  amending  the 
system  of  records  currently  entitled 
“Patient  Medical  Record-VA” 
(24VA10P2)  as  set  forth  in  the  Federal 
Register  77  FR  65938.  VA  is  amending 
the  system  by  revising  the  Routine  Uses 
of  Records  Maintained  in  the  System, 
Storage,  and  Safeguard.  VA  is 
republishing  the  system  notice  in  its 
entirety. 

DATES:  Comments  on  this  new  system  of 
records  must  be  received  no  later  than 
September  15,  2014.  If  no  public 
comment  is  received  during  the  period 
allowed  for  comment  or  unless 
otherwise  published  in  the  Federal 
Register  by  VA,  the  new  system  will 
become  effective  September  15,  2014. 
ADDRESSES:  Written  comments 
concerning  the  proposed  amended 
system  of  records  may  he  submitted  by 
mail  or  hand-delivery  to  Director, 
Regulations  Management  {02REG), 
Department  of  Veterans  Affairs,  810 
Vermont  Avenue  NW.,  Room  1068, 
Washington,  DC  20420;  fax  to  (202) 
273-9026;  or  email  to  http:// 
mvw.regulations.gov.  All  comments 
received  will  he  available  for  public 
inspection  in  the  Office  of  Regulation 
Policy  and  Management,  Room  1063B, 
between  the  hours  of  8:00  a.m.  and  4:30 
p.m.,  Monday  through  Friday  (except 
holidays).  Please  call  (202)  461-4902 
(this  is  not  a  toll-free  number)  for  an 
appointment. 

FOR  FURTHER  INFORMATION  CONTACT: 

Veterans  Health  Administration  (VHA) 
Privacy  Act  Officer,  Department  of 
Veterans  Affairs,  810  Vermont  Avenue 
NW.,  Washington,  DC  20420;  telephone 
(704)  245-2492. 

SUPPLEMENTARY  INFORMATION:  Routine 
use  fifty  (50)  duplicates  routine  use 
thirty-three  (33).  Therefore,  routine  use 
33  will  be  replaced  with  a  new  routine 
use,  which  states  that  VA  may  disclose 
relevant  health  care  information  to  the 
Department  of  Defense  (DoD)  or  its 
components  for  the  counseling  and 
treatment  of  individuals  or  families 
involved  in  abuse,  neglect,  or  in  the 
provision  of  spiritual  and  pastoral  care. 
This  routine  use  is  intended  to  allow 


VA  health  care  providers  to  disclose 
relevant  health  care  information  to  DoD 
or  its  components  so  that  DoD  and  its 
components  may  provide  counseling 
and  other  social  services  to  its  personnel 
when  VA  employees  learn  of  abuse  or 
neglect  during  the  course  of  their  work. 
This  routine  use  is  also  added  to  state 
that  VA  chaplains  may  disclose  relevant 
personal  health  information  to  DoD 
chaplains  with  whom  they  work  in  the 
provision  of  spiritual  and  pastoral  care. 
This  routine  use  will  allow  the  normal 
gamut  of  social  work  services  and 
pastoral  services  to  be  provided  to  DoD 
personnel  who  receive  their  care  from 
VA  personnel  as  well  as  other  joint  VA- 
DoD  health  care  facilities. 

The  Storage  section  is  being  amended 
to  add  VHA  Records  Center  and  Vault. 
This  section  is  also  being  amended  to 
remove  the  statement  that  paper  records 
are  currently  being  relocated  from 
Federal  record  centers  to  the  VA 
Records  Center  and  Vault.  It  is  projected 
that  all  paper  records  will  be  stored  at 
the  VA  Records  Center  and  Vault  by  the 
end  of  the  calendar  year  2014.  The 
Safeguard  section  is  being  amended  to 
change  the  VA  Boston  Development 
Center  to  the  Allocation  Resoiu’ce 
Center. 

The  Report  of  Intent  to  Amend  a 
System  of  Records  Notice  and  an 
advance  copy  of  the  system  notice  have 
been  sent  to  the  appropriate 
Congressional  committees  and  to  the 
Director  of  the  Office  of  Management 
and  Budget  (OMB)  as  required  by  5 
U.S.C.  552a(r)  (Privacy  Act)  and 
guidelines  issued  by  OMB  (65  FR 
77677),  December  12,  2000. 

Signing  Authority 

The  Secretary  of  Veterans  Affairs,  or 
designee,  approved  this  document  and 
authorized  the  undersigned  to  sign  and 
submit  the  document  to  the  Office  of  the 
Federal  Register  for  publication 
electronically  as  an  official  document  of 
the  Department  of  Veterans  Affairs.  Jose 
D.  Riojas,  Chief  of  Staff,  Department  of 
Veterans  Affairs,  approved  this 
document  on  July  30,  2014,  for 
publication. 

Dated:  August  11,  2014. 

Robert  C.  McFetridge, 

Director,  Office  of  Regulation  Policy  and 
Management,  Office  of  the  General  Counsel, 
Department  of  Veterans  Affairs. 

24VA10P2 

SYSTEM  NAME: 

Patient  Medical  Records-VA. 

SYSTEM  location: 

Records  are  maintained  at  each  VA 
health  care  facility  (in  most  cases. 


backup  information  is  stored  at  off-site 
locations).  Subsidiary  record 
information  is  maintained  at  the  various 
respective  services  within  the  health 
care  facility  [e.g..  Pharmacy,  Fiscal, 
Dietetic,  Clinical  Laboratory,  Radiology, 
Social  Work,  Psychology)  and  by 
individuals,  organizations,  and/or 
agencies  with  which  VA  has  a  contract 
or  agreement  to  perform  such  services, 
as  VA  may  deem  practicable. 

Address  locations  for  VA  facilities  are 
listed  in  Appendix  1  of  the  biennial 
publication  of  the  VA  Privacy  Act 
Issuances.  In  addition,  information  from 
these  records  or  copies  of  these  records 
may  be  maintained  at  the  Department  of 
Veteran  Affairs  Central  Office,  810 
Vermont  NW.,  Washington,  DC  20420; 
VA  National  Data  Centers;  VA  Health 
Data  Repository  (HDR),  located  at  the 
VA  National  Data  Centers;  VA  Chief 
Information  Office  Field  Offices; 
Veterans  Integrated  Service  Networks 
(VISN);  and  Regional  and  General 
Counsel  Offices. 

categories  of  individuals  covered  by  the 

SYSTEM: 

1 .  Veterans  who  have  applied  for 
health  care  services  under  Chapter  17  of 
Title  38,  United  States  Code,  and 
members  of  their  immediate  families; 

2.  Spouses,  surviving  spouses,  and 
children  of  veterans  who  have  applied 
for  health  care  services  under  Chapter 
17  of  Title  38,  United  States  Code; 

3.  Beneficiaries  of  other  Federal 
agencies; 

4.  Individuals  examined  or  treated 
under  contract  or  resource  sharing 
agreements; 

5.  Individuals  examined  or  treated  for 
research  or  donor  purposes; 

6.  Individuals  who  have  applied  for 
Title  38  benefits  but  who  do  not  meet 
the  requirements  under  Title  38  to 
receive  such  benefits; 

7.  Individuals  who  were  provided 
medical  care  under  emergency 
conditions  for  humanitarian  reasons; 

8.  Pensioned  members  of  allied  forces 
provided  health  care  services  under 
Chapter  I  of  Title  38,  United  States 
Code;  and 

9.  Caregivers. 

categories  of  records  in  the  system: 

The  patient  medical  record  is  a 
consolidated  health  record  (CHR)  which 
may  include:  (i)  An  administrative  (non- 
clinical  information)  record  [e.g., 
medical  benefit  application  and 
eligibility  information)  including 
information  obtained  from  Veterans 
Benefits  Administration  automated 
records  such  as  the  Veterans  and 
Beneficiaries  Identification  and  Records 
Locator  Subsystem-VA  (38VA23)  and 
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the  Compensation,  Pension,  Education 
and  Rehabilitation  Records-VA 
(58VA21/22/28),  and  correspondence 
about  the  individual; 

(ii)  A  medical  record  (a  cumulative 
account  of  sociological,  diagnostic, 
counseling,  rehabilitation,  drug  and 
alcohol,  dietetic,  medical,  surgical, 
dental,  psychological,  and/or 
psychiatric  information  compiled  by  VA 
professional  staff  and  non-VA  health 
care  providers),  and 

(iii)  Subsidiary  record  information 
{e.g.,  Bed  Management  Solution  (BMS), 
tumor  registry,  certain  clinically 
oriented  information  associated  with 
My  HealtheVet  such  as  secure  messages, 
minimum  data  set,  dental,  pharmacy, 
nuclear  medicine,  clinical  laborator}% 
radiology,  and  patient  scheduling 
information).  The  CHR  may  include 
identifying  information  [e.g.,  name, 
address,  date  of  birth,  VA  claim  number, 
social  security  number);  military  service 
information  [e.g.,  dates,  branch  and 
character  of  service,  ser\dce  number, 
medical  information);  family 
information  [e.g.,  next  of  kin  and  person 
to  notify  in  an  emergency;  address 
information,  name,  social  security 
number,  and  date  of  birth  for  a  veteran’s 
spouse  and  dependents;  family  medical 
history  information);  employment 
information  [e.g.,  occupation,  employer 
name  and  address);  financial 
information  [e.g.,  family  income;  assets; 
expenses;  debts;  amount  and  source  of 
income  for  veteran,  spouse,  and 
dependents);  third-party  health  plan 
contract  information  [e.g.,  health 
insurance  carrier  name  and  address, 
policy  number,  amounts  billed  and 
paid);  and  information  pertaining  to  the 
individual’s  medical,  surgical, 
psychiatric,  dental,  and/or 
psychological  examination,  evaluation, 
and/or  treatment  [e.g.,  information 
related  to  the  chief  complaint  and 
history  of  present  illness;  information 
related  to  physical,  diagnostic, 
therapeutic  special  examinations; 
clinical  laboratory,  pathology  and  x-ray 
findings;  operations;  medical  history; 
medications  prescribed  and  dispensed; 
treatment  plan  and  progress; 
consultations;  photographs  taken  for 
identification  and  medical  treatment; 
education  and  research  purposes; 
facility  locations  where  treatment  is 
provided;  observations  and  clinical 
impressions  of  health  care  providers  to 
include  identity  of  providers  and  to 
include,  as  appropriate,  the  present  state 
of  the  patient’s  health;  and  an 
assessment  of  the  patient’s  emotional, 
behavioral,  and  social  status,  as  well  as 
an  assessment  of  the  patient’s 
rehabilitation  potential  and  nursing  care 
needs).  Abstract  information  [e.g.. 


environmental,  epidemiological  and 
treatment  regimen  registries)  is 
maintained  in  auxiliary  paper  and 
automated  records. 

AUTHORITY  FOR  MAINTENANCE  OF  THE  SYSTEM: 

Title  38,  United  States  Code,  Sections 
501(b)  and  304. 

PURPOSE(S): 

The  paper  and  automated  records  may 
be  used  for  such  purposes  as:  Ongoing 
treatment  of  the  patient;  documentation 
of  treatment  provided;  payment;  health 
care  operations  such  as  producing 
various  management  and  patient  follow¬ 
up  reports;  responding  to  patient  and 
other  inquiries;  for  epidemiological 
research  and  other  health  care  related 
studies;  statistical  analysis,  resource 
allocation  and  planning;  providing 
clinical  and  administrative  support  to 
patient  medical  care;  determining 
entitlement  and  eligibility  for  VA 
benefits;  processing  and  adjudicating 
benefit  claims  by  Veterans  Benefits 
Administration  Regional  Office  staff;  for 
audits,  reviews,  and  investigations 
conducted  by  staff  of  the  health  care 
facility,  the  networks,  VA  Central 
Office,  and  the  VA  Office  of  Inspector 
General  (OIG);  sharing  of  health 
information  between  and  among  VHA, 
DoD,  Indian  Health  Services,  and  other 
government  and  private  industry  health 
care  organizations;  law  enforcement 
investigations;  quality  assurance  audits, 
reviews,  and  investigations;  personnel 
management  and  evaluation;  employee 
ratings  and  performance  evaluations; 
and  employee  disciplinary  or  other 
adverse  action,  including  discharge; 
advising  health  care  professional 
licensing  or  monitoring  bodies  or 
similar  entities  of  activities  of  VA  and 
former  VA  health  care  personnel; 
accreditation  of  a  facility  by  an  entity 
such  as  the  Joint  Gommission  (JGAHO); 
and  notifying  medical  schools  of 
medical  students’  performance  and 
billing. 

ROUTINE  USES  OF  RECORDS  MAINTAINED  IN  THE 
SYSTEM,  INCLUDING  CATEGORIES  OF  USERS  AND 
THE  PURPOSES  OF  SUCH  USES: 

To  the  extent  that  records  contained 
in  the  system  include  information 
protected  by  45  GFR  parts  160  and  164, 

i.e.,  individually  identifiable  health 
information,  and  38  U.S.C.  7332,  i.e., 
medical  treatment  information  related  to 
drug  abuse,  alcoholism  or  alcohol  abuse, 
sickle  cell  anemia,  or  infection  with  the 
human  immunodeficiency  virus,  that 
information  may  not  be  disclosed  under 
a  routine  use  unless  there  is  also 
specific  statutory  authority  in  38  U.S.G. 
7332  and  regulatory  authority  in  45  GFR 
parts  160  and  164  permitting  disclosure. 


1.  VA  may  disclose  health  care 
information  as  deemed  necessary  and 
proper  to  Federal,  State,  and  local 
government  agencies  and  national 
health  organizations  in  order  to  assist  in 
the  development  of  programs  that  will 
be  beneficial  to  claimants,  protect  their 
rights  under  law,  and  assure  that  they 
are  receiving  all  benefits  to  which  they 
are  entitled. 

2.  VA  may  disclose  health  care 
information  furnished  and  the  period  of 
care,  as  deemed  necessary  and  proper  to 
accredited  service  organization 
representatives  and  other  approved 
agents,  attorneys,  and  insurance 
companies  to  aid  claimants  whom  they 
represent  in  the  preparation, 
presentation,  and  prosecution  of  claims 
under  laws  administered  by  VA,  or  State 
or  local  agencies. 

3.  VA  may  disclose  on  its  own 
initiative  any  information,  except  the 
names  and  addresses  of  veterans  and 
their  dependents,  that  is  relevant  to  a 
suspected  or  reasonably  imminent 
violation  of  law,  whether  civil,  criminal, 
or  regulatory  in  nature,  and  whether 
arising  by  general  or  program  statute  or 
by  regulation,  rule,  or  order  issued 
pursuant  thereto,  to  a  Federal,  State, 
local,  tribal,  or  foreign  agency  charged 
with  the  responsibility  of  investigating 
or  prosecuting  such  violation,  or 
charged  with  enforcing  or  implementing 
the  statute,  regulation,  rule,  or  order.  On 
its  own  initiative,  VA  may  also  disclose 
the  names  and  addresses  of  veterans  and 
their  dependents  to  a  Federal  agency 
charged  with  the  responsibility  of 
investigating  or  prosecuting  civil, 
criminal,  or  regulatory  violations  of  law, 
or  charged  with  enforcing  or 
implementing  the  statute,  regulation, 
rule,  or  order  issued  pursuant  thereto. 

4.  VA  may  disclose  information  to  a 
Federal  agency  or  the  District  of 
Golumbia  government,  in  response  to  its 
request,  in  connection  with  the  hiring  or 
retention  of  an  employee  and  the 
issuance  of  a  security  clearance  as 
required  by  law,  the  reporting  of  an 
investigation  of  an  employee,  or  the 
issuance  of  a  license,  grant,  or  other 
benefit  by  the  requesting  agency,  to  the 
extent  that  the  information  is  relevant 
and  necessary  to  the  requesting  agency’s 
decision. 

5.  Health  care  information  may  be 
disclosed  by  appropriate  VA  personnel 
to  the  extent  necessary  and  on  a  need- 
to-know  basis,  consistent  with  good 
medical-ethical  practices,  to  family 
members  and/or  the  person(s)  with 
whom  the  patient  has  a  meaningful 
relationship. 

6.  In  response  to  an  inquiry  from  a 
member  of  the  general  public  about  a 
named  individual,  VA  may  disclose  the 
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patient’s  name,  presence  {and  location 
when  needed  for  visitation  purposes)  in 
a  medical  facility,  and  general  condition 
that  does  not  reveal  specific  medical 
information  (e.g.,  satisfactory,  seriously 
ill). 

7.  In  the  course  of  presenting 
evidence  to  a  court,  magistrate,  or 
administrative  tribunal  in  matters  of 
guardianship,  inquests,  and 
commitments,  VA  may  disclose  relevant 
information  to  private  attorneys 
representing  veterans  rated  incompetent 
in  conjunction  with  issuance  of 
certificates  of  incompetency  and  to 
probation  and  parole  officers  in 
connection  with  court-required  duties. 

8.  VA  may  disclose  relevant 
information  to  a  guardian  ad  litem  in 
relation  to  his  or  her  representation  of 
a  claimant  in  any  legal  proceeding. 

9.  VA  may  disclose  information  to  a 
member  of  Congress  or  a  congressional 
staff  member  in  response  to  an  inquiry 
from  the  congressional  office  made  at 
the  request  of  that  individual. 

10.  VA  may  disclose  name(s)  and 
address(es)  of  present  or  former 
members  of  the  armed  services  and/or 
their  dependents  under  certain 
circumstances:  (a)  To  any  nonprofit 
organization,  if  the  release  is  directly 
connected  with  the  conduct  of  programs 
and  the  utilization  of  benefits  under 
Title  38,  or  (b)  to  any  criminal  or  civil 
law  enforcement  governmental  agency 
or  instrumentality  charged  under 
applicable  law  with  the  protection  of 
the  public  health  or  safety,  if  a  qualified 
representative  of  such  organization, 
agency,  or  instrumentality  has  made  a 
written  request  for  such  name(s)  or 
address(es)  for  a  purpose  authorized  by 
law,  provided  that  the  records  will  not 
be  used  for  any  purpose  other  than  that 
stated  in  the  request  and  that  the 
organization,  agency,  or  instrumentality 
is  aware  of  the  penalty  provision  of  38 
U.S.C.  5701(f). 

11.  VA  may  disclose  the  nature  of  the 
patient’s  illness,  probable  prognosis, 
estimated  life  expectancy,  and  need  for 
the  presence  of  the  related  service 
member  to  the  American  Red  Cross  for 
the  purpose  of  justifying  emergency 
leave. 

12.  VA  may  disclose  relevant 
information  to  attorneys,  insurance 
companies,  employers,  third  parties 
liable  or  potentially  liable  under  health 
plan  contracts,  and  courts,  boards,  or 
commissions,  to  the  extent  necessary  to 
aid  VA  in  the  preparation,  presentation, 
and  prosecution  of  claims  authorized 
under  Federal,  State,  or  local  laws,  and 
regulations  promulgated  thereunder. 

13.  VA  may  disclose  health 
information  for  research  purposes 
determined  to  be  necessary  and  proper 


to  epidemiological  and  other  research 
entities  approved  by  the  Under 
Secretary  for  Health  or  designee,  such  as 
the  Medical  Center  Director  of  the 
facility  where  the  information  is 
maintained. 

14.  VA  may  disclose  health 
information,  including  the  name(s)  and 
address(es)  of  present  or  former 
personnel  of  the  Armed  Services  and/or 
their  dependents,  (a)  to  a  Federal 
Department  or  agency  or  (b)  directly  to 
a  contractor  of  a  Federal  Department  or 
agency,  at  the  written  request  of  the 
head  of  the  agency  or  the  designee  of  the 
head  of  that  agency,  to  conduct  Federal 
research  necessary  to  accomplish  a 
statutory  purpose  of  an  agency.  When 
this  information  is  to  be  disclosed 
directly  to  the  contractor,  VA  may 
impose  applicable  conditions  on  the 
Department,  agency,  and/or  contractor 
to  ensure  the  appropriateness  of  the 
disclosure  to  the  contractor. 

15.  VA  may  disclose  relevant 
information  to  the  Department  of  Justice 
or  other  Federal  agencies  in  pending  or 
reasonably  anticipated  litigation  or 
other  proceedings  before  a  court, 
administrative  body,  or  other 
adjudicative  tribunal,  when: 

(a)  VA  or  any  subdivision  thereof; 

(b)  Any  VA  employee  in  his  or  her 
official  capacity; 

(c)  Any  VA  employee  in  his  or  her 
individual  capacity,  where  DoJ  has 
agreed  to  represent  the  employee;  or 

(d)  The  United  States,  where  VA 
determines  that  the  proceedings  are 
likely  to  affect  the  operations  of  VA  or 
any  of  its  components  is  a  party  to  or 
has  an  interest  in  the  proceedings,  and 
VA  determines  that  the  records  are 
relevant  and  necessary  to  the 
proceedings. 

16.  Health  care  information  may  be 
disclosed  by  the  examining  VA 
physician  to  a  non-VA  physician  when 
that  non-VA  physician  has  referred  the 
individual  to  vA  for  medical  care. 

17.  VA  may  disclose  records  to  the 
National  Archives  and  Records 
Administration  and  the  General 
Services  Administration  in  records 
management  inspections  and  other 
activities  conducted  under  Title  44. 

18.  VA  may  disclose  health  care 
information  concerning  a  non-judicially 
declared  incompetent  patient  to  a  third 
party  upon  the  written  authorization  of 
the  patient’s  next  of  kin  in  order  for  the 
patient  or,  consistent  with  the  best 
interest  of  the  patient,  a  member  of  the 
patient’s  family,  to  receive  a  benefit  to 
which  the  patient  or  family  member  is 
entitled  or  to  arrange  for  the  patient’s 
discharge  from  a  VA  medical  facility. 
Sufficient  information  to  make  an 
informed  determination  will  be  made 


available  to  such  next  of  kin.  If  the 
patient’s  next  of  kin  is  not  reasonably 
accessible,  the  chief  of  staff,  director,  or 
designee  of  the  custodial  VA  medical 
facility  may  make  the  disclosure  for 
these  purposes. 

19.  VA  may  disclose  information  to  a 
Federal  agency,  a  state  or  local 
government  licensing  board,  and/or  the 
Federation  of  State  Medical  Boards  or  a 
similar  non-govemmental  entity  that 
maintains  records  concerning 
individuals’  employment  histories  or 
concerning  the  issuance,  retention,  or 
revocation  of  licenses,  certifications,  or 
registration  necessary  to  practice  an 
occupation,  profession,  or  specialty,  to 
inform  the  entity  about  the  health  care 
practices  of  a  terminated,  resigned,  or 
retired  health  care  employee  whose 
professional  health  care  activity  so 
significantly  failed  to  conform  to 
generally  accepted  standards  of 
professional  medical  practice  as  to  raise 
reasonable  concern  for  the  health  and 
safety  of  patients  in  the  private  sector  or 
from  another  Federal  agency.  These 
records  may  also  be  disclosed  as  part  of 
an  ongoing  computer  matching  program 
to  accomplish  these  purposes. 

20.  VA  may  disclose  information 
maintained  in  connection  with  the 
performance  of  any  program  or  activity 
relating  to  infection  with  the  Human 
Immunodeficiency  Virus  (HIV)  to  a 
Federal,  State,  or  local  public  health 
authority  that  is  charged  under  Federal 
or  State  law  with  the  protection  of  the 
public  health,  and  to  which  Federal  or 
State  law  requires  disclosure  of  such 
record,  if  a  qualified  representative  of 
such  authority  has  made  a  written 
request  that  such  record  be  provided  as 
required  pursuant  to  such  law  for  a 
purpose  authorized  by  the  law.  The 
person  to  whom  information  is 
disclosed,  under  38  U.S.C. 

7332(b)(2)(C),  should  be  advised  that 
they  shall  not  re-disclose  or  use  such 
information  for  a  purpose  other  than 
that  for  which  the  disclosure  was  made. 
The  disclosure  of  patient  name  and 
address  under  this  routine  use  must 
comply  with  the  provisions  of  38  U.S.C. 
5701(f)(2). 

21.  Information  indicating  that  a 
patient  or  subject  is  infected  with  the 
Human  Immunodeficiency  Virus  (HIV) 
may  be  disclosed  by  a  physician  or 
professional  counselor  to  the  spouse  of 
the  patient  or  subject,  to  an  individual 
with  whom  the  patient  or  subject  has  a 
meaningful  relationship,  or  to  an 
individual  whom  the  patient  or  subject 
has  during  the  process  of  professional 
counseling  or  of  testing  to  determine 
whether  the  patient  or  subject  is 
infected  with  the  virus,  identified  as 
being  a  sexual  partner  of  the  patient  or 
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subject.  Disclosures  may  be  made  only 
if  the  physician  or  counselor,  after 
making  reasonable  efforts  to  counsel 
and  encoiuage  the  patient  or  subject  to 
provide  the  information  to  the  spouse  or 
sexual  partner,  reasonably  believes  that 
the  patient  or  subject  will  not  provide 
the  information  to  the  spouse  or  sexual 
partner  and  that  the  disclosure  is 
necessary  to  protect  the  health  of  the 
spouse  or  sexual  partner.  Such 
disclosures  should,  to  the  extent 
feasible,  be  made  by  the  patient’s  or 
subject’s  treating  physician  or 
professional  counselor.  Before  any 
patient  or  subject  gives  consent  to  being 
tested  for  the  HIV,  as  part  of  pre-testing 
counseling,  the  patient  or  subject  must 
be  informed  fully  about  these 
notification  procedures. 

22.  VA  may  disclose  information, 
including  name,  address,  social  security 
number,  and  other  information  as  is 
reasonably  necessary  to  identify  an 
individual,  to  the  National  Practitioner 
Data  Bank  at  the  time  of  hiring  and/or 
clinical  privileging/re-privileging  of 
health  care  practitioners,  and  other 
times  as  deemed  necessary  by  VA,  in 
order  for  VA  to  obtain  information 
relevant  to  a  Department  decision 
concerning  the  hiring,  privileging/ 
reprivileging,  retention,  or  termination 
of  the  applicant  or  employee. 

23.  VA  may  disclose  relevant 
information  to  the  National  Practitioner 
Data  Bank  and/or  State  Licensing  Board 
in  the  state(s)  in  which  a  practitioner  is 
licensed,  the  VA  facility  is  located,  and/ 
or  an  act  or  omission  occurred  upon 
which  a  medical  malpractice  claim  was 
based,  when  VA  reports  information 
concerning:  (a)  Any  payment  for  the 
benefit  of  a  physician,  dentist,  or  other 
licensed  health  care  practitioner  which 
was  made  as  the  result  of  a  settlement 
or  judgment  of  a  claim  of  medical 
malpractice,  if  an  appropriate 
determination  is  made  in  accordance 
with  Department  policy  that  payment 
was  related  to  substandard  care, 
professional  incompetence  or 
professional  misconduct  on  the  part  of 
the  individual;  (b)  a  final  decision 
which  relates  to  possible  incompetence 
or  improper  professional  conduct  that 
adversely  affects  the  clinical  privileges 
of  a  physician  or  dentist  for  a  period 
longer  than  30  days;  or  (c)  the  surrender 
of  clinical  privileges  or  any  restriction 
of  such  privileges  by  a  physician  or 
dentist,  either  while  under  investigation 
by  the  health  care  entity  relating  to 
possible  incompetence  or  improper 
professional  conduct.  These  records 
may  also  be  disclosed  as  part  of  a 
computer  matching  program  to 
accomplish  these  purposes. 


24.  VA  may  disclose  relevant  health 
care  information  to  a  state  veterans 
home  for  the  purpose  of  medical 
treatment  and/or  follow-up  at  the  state 
home  when  VA  makes  payment  of  a  per 
diem  rate  to  the  state  home  for  the 
patient  receiving  care  at  such  home,  and 
the  patient  receives  VA  medical  care. 

25.  VA  may  disclose  relevant  health 
care  information  to  (a)  a  Federal  agency 
or  non-VA  health  care  provider  or 
institution  when  VA  refers  a  patient  for 
hospital  or  nursing  home  care  or 
medical  services,  or  authorizes  a  patient 
to  obtain  non-VA  medical  services,  and 
the  information  is  needed  by  the  Federal 
agency  or  non-VA  institution  or 
provider  to  perform  the  services,  or  (b) 

a  Federal  agency  or  a  non-VA  hospital 
(Federal,  State  and  local,  public  or 
private)  or  other  medical  installation 
having  hospital  facilities,  blood  banks, 
or  similar  institutions,  medical  schools 
or  clinics,  or  other  groups  or  individuals 
that  have  contracted  or  agreed  to 
provide  medical  services  or  share  the 
use  of  medical  resources  under  the 
provisions  of  38  U.S.C.  513,  7409,  8111, 
or  8153,  when  treatment  is  rendered  by 
VA  under  the  terms  of  such  contract  or 
agreement,  or  the  issuance  of  an 
authorization,  and  the  information  is 
needed  for  purposes  of  medical 
treatment  and/or  follow-up,  determining 
entitlement  to  a  benefit,  or  recovery  of 
the  costs  of  the  medical  care. 

26.  VA  may  disclose  health  care 
information  for  program  review 
purposes  and  the  seeking  of 
accreditation  and/or  certification  to 
sur\^ey  teams  of  the  JCAHO,  College  of 
American  Pathologists,  American 
Association  of  Blood  Banks,  and  similar 
national  accrediting  agencies  or  boards 
with  which  VA  has  a  contract  or 
agreement  to  conduct  such  reviews,  but 
only  to  the  extent  that  the  information 
is  necessary  and  relevant  to  the  review. 

27.  VA  may  disclose  relevant  health 
care  information  to  a  non-VA  nursing 
home  facility  that  is  considering  the 
patient  for  admission,  when  information 
concerning  the  individual’s  medical 
care  is  needed  for  the  purpose  of 
preadmission  screening  under  42  CFR 
483.20(f),  to  identify  patients  who  are 
mentally  ill  or  mentally  retarded  so  they 
can  be  evaluated  for  appropriate 
placement. 

28.  VA  may  disclose  information 
which  relates  to  the  performance  of  a 
health  care  student  or  provider  to  a 
medical  or  nursing  school  or  other 
health  care  related  training  institution, 
or  other  facility  with  which  VA  has  an 
affiliation,  sharing  agreement,  contract, 
or  similar  arrangement,  when  the 
student  or  provider  is  enrolled  at  or 
employed  by  the  school,  training 


institution,  or  other  facility,  and  the 
information  is  needed  for  personnel 
management,  rating,  and/or  evaluation 
purposes. 

29.  VA  may  disclose  relevant  health 
care  information  to  individuals, 
organizations,  and  private  or  public 
agencies  with  which  VA  has  a  contract 
or  sharing  agreement  for  the  provision 
of  health  care  or  administrative  services. 

30.  VA  may  disclose  identifying 
information,  including  social  security 
number  of  a  veteran,  spouse,  and 
dependent,  to  other  Federal  agencies  for 
purposes  of  conducting  computer 
matches  to  obtain  information  to 
determine,  or  to  verify  eligibility  of 
veterans  who  are  receiving  VA  medical 
care  under  Title  38. 

31.  VA  may  disclose  the  name  and 
social  security  number  of  a  veteran, 
spouse,  and  dependent,  and  other 
identifying  information  as  is  reasonably 
necessary,  to  the  Social  Security 
Administration,  Department  of  Health 
and  Human  Services  (HHS),  for  the 
purpose  of  conducting  a  computer 
match  to  obtain  information  to  validate 
the  social  security  numbers  maintained 
in  VA  records. 

32.  VA  may  disclose  the  patient’s 
name  and  relevant  health  care 
information  concerning  an  adverse  drug 
reaction  to  the  Food  and  Drug 
Administration  (FDA),  HHS,  for 
purposes  of  quality  of  care  management, 
including  detection,  treatment, 
monitoring,  reporting,  analysis,  and 
follow-up  actions  relating  to  adverse 
drug  reactions. 

33.  VA  may  disclose  relevant  health 
care  information  to  DoD  or  its 
components  for  the  counseling  and 
treatment  of  individuals  or  families 
involved  in  abuse,  neglect  or  in  the 
provision  of  spiritual  and  pastoral  care. 

34.  VA  may  disclose  information 
pursuant  to  38  U.S.C.  7464,  and 
notwithstanding  §§  5701  and  7332,  to  a 
former  VA  employee,  as  well  as  an 
authorized  representative  of  the 
employee,  whose  case  is  under 
consideration  by  the  VA  Disciplinary 
Appeals  Board,  in  connection  with  the 
considerations  of  the  Board,  to  the 
extent  the  Board  considers  appropriate 
for  purposes  of  the  proceedings  of  the 
Board  in  that  case,  when  authorized  by 
the  chairperson  of  the  Board. 

35.  Information  that  a  patient  is 
infected  with  Hepatitis  C  may  be 
disclosed  by  a  physician  or  professional 
counselor  to  the  spouse,  the  person  or 
subject  with  whom  the  patient  has  a 
meaningful  relationship,  or  an 
individual  whom  the  patient  or  subject 
has  identified  as  being  a  sexual  partner 
of  the  patient  or  subject. 
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36.  VA  may  disclose  to  the  Federal 
Labor  Relations  Authority,  including  its 
General  Counsel,  information  related  to 
the  establishment  of  jurisdiction, 
investigation,  and  resolution  of 
allegations  of  unfair  labor  practices,  or 
in  connection  with  the  resolution  of 
exceptions  to  arbitration  awards  when  a 
question  of  material  fact  is  raised  in 
matters  before  the  Federal  Service 
Impasses  Panel. 

37.  VA  may  disclose  information  to 
officials  of  labor  organizations 
recognized  under  5  U.S.C.  Chapter  71 
when  relevant  and  necessary  to  their 
duties  of  exclusive  representation 
concerning  personnel  policies, 
practices,  and  matters  affecting  working 
conditions. 

38.  VA  may  disclose  information  to 
officials  of  the  Merit  Systems  Protection 
Board,  including  the  Office  of  the 
Special  Counsel,  when  requested  in 
connection  with  appeals,  special  studies 
of  the  civil  service  and  other  merit 
systems,  review  of  rules  and  regulations, 
investigation  of  alleged  or  possible 
prohibited  personnel  practices,  such 
other  functions  promulgated  in  5  U.S.C. 
1205  and  1206,  or  as  otherwise 
authorized  by  law. 

39.  VA  may  disclose  information  to 
the  Equal  Employment  Opportunity 
Commission  when  requested  in 
connection  with  investigations  of 
alleged  or  possible  discrimination 
practices,  examinations  of  Federal 
affirmative  employment  programs, 
compliance  with  the  Uniform 
Guidelines  of  Employee  Selection 
Procedures,  or  other  functions  of  the 
Commission  as  authorized  by  law  or 
regulation. 

40.  VA  may  disclose  relevant  health 
care  information  to  health  and  welfare 
agencies,  housing  resovuces,  and  utility 
companies,  possibly  to  be  combined 
with  disclosures  to  other  agencies,  in 
situations  where  VA  needs  to  act 
quickly  in  order  to  provide  basic  and/ 
or  emergency  needs  for  the  patient  and 
patient’s  family  where  the  family 
resides  with  the  patient  or  serves  as  a 
caregiver. 

41.  VA  may  disclose  health  care 
information  to  funeral  directors  or 
representatives  of  funeral  homes  in 
order  for  them  to  make  necessary 
arrangements  prior  to  and  in 
anticipation  of  a  patient’s  death. 

42.  VA  may  disclose  health  care 
information  to  the  FDA,  or  a  person 
subject  to  the  jurisdiction  of  the  FDA, 
with  respect  to  FDA-regulated  products 
for  purposes  of  reporting  adverse  events, 
product  defects  or  problems,  or 
biological  product  deviations;  tracking 
products;  enabling  product  recalls. 


repairs,  or  replacement;  and/or 
conducting  post  marketing  surveillance. 

43.  VA  may  disclose  health  care 
information  to  a  non-VA  health  care 
provider,  such  as  private  health  care 
providers  or  hospitals,  DoD,  or  Indian 
Health  Services  (HIS)  providers,  for  the 
purpose  of  treating  VA  patients. 

44.  VA  may  disclose  information  to 
telephone  company  operators  acting  in 
their  capacity  to  facilitate  phone  calls 
for  hearing  impaired  individuals,  such 
as  patients,  patients’  family  members,  or 
non-VA  providers,  using  telephone 
devices  for  the  hearing  impaired, 
including  Telecommunications  Device 
for  the  Deaf  (TDD)  or  Text  Telephones 
(TTY). 

45.  VA  may  disclose  information  to 
any  Federal,  State,  local,  tribal,  or 
foreign  law  enforcement  agency  in  order 
to  report  a  known  fugitive  felon,  in 
compliance  with  38  U.S.C.  5313B(d). 

46.  Relevant  health  care  information 
may  be  disclosed  by  VA  employees  who 
are  designated  requesters  (individuals 
who  have  completed  a  course  offered  or 
approved  by  an  Organ  Procurement 
Organization),  or  their  designees,  for  the 
purpose  of  determining  suitability  of  a 
patient’s  organs  or  tissues  for  organ 
donation  to  an  organ  procurement 
organization,  a  designated  requester 
who  is  not  a  VA  employee,  or  their 
designees  acting  on  behalf  of  local  organ 
procurement  organizations. 

47.  VA  may  disclose  relevant  heath 
care  information  to  DoD,  or  its 
components,  as  necessary  in  addressing 
the  transition,  health  care,  benefits,  and 
administrative  support  needs  of  or  for 
wounded,  ill,  and  injured  active  duty 
service  members  or  reserve  components, 
veterans,  and  their  beneficiaries. 

48.  VA  may  disclose  information  to 
other  Federal  agencies  in  order  to  assist 
those  agencies  in  preventing,  detecting, 
and  responding  to  possible  fraud  or 
abuse  by  individuals  in  their  operations 
and  programs. 

49.  VA  may,  on  its  own  initiative, 
disclose  any  information  to  appropriate 
agencies,  entities,  and  persons  when  (1) 
VA  suspects  or  has  confirmed  that  the 
integrity  or  confidentiality  of 
information  in  the  system  of  records  has 
been  compromised;  (2)  the  Department 
has  determined  that  as  a  result  of  the 
suspected  or  confirmed  compromise, 
there  is  a  risk  of  embarrassment  or  harm 
to  the  reputations  of  the  record  subjects, 
harm  to  economic  or  property  interests, 
identity  theft  or  fraud,  or  harm  to  the 
security,  confidentiality,  or  integrity  of 
this  system  or  other  systems  or 
programs  (whether  maintained  by  the 
Department  or  another  agency  or  entity) 
that  rely  upon  the  potentially 
compromised  information;  and  (3)  the 


disclosure  is  to  agencies,  entities,  or 
persons  whom  VA  determines  are 
reasonably  necessary  to  assist  or  carry 
out  the  Department’s  efforts  to  report  or 
respond  to  the  suspected  or  confirmed 
compromise  and  prevent,  minimize,  or 
remedy  such  harm. 

50.  VA  may  disclose  information  to 
any  third  party  or  Federal  agency, 
including  contractors  to  those  parties, 
who  are  responsible  for  payment  of  the 
cost  of  medical  care  for  the  identified 
patients,  in  support  of  VA  recovery  of 
medical  care  costs  or  for  any  activities 
related  to  payment  of  medical  care 
costs.  These  records  may  also  be 
disclosed  as  part  of  a  computer 
matching  program  to  accomplish  these 
purposes. 

51.  VA  may  disclose  relevant 
information  to  health  plans,  quality 
review  and/or  peer  review  organizations 
in  connection  with  the  audit  of  claims 
or  other  review  activities  to  determine 
quality  of  care  or  compliance  with 
professionally  accepted  claims 
processing  standards. 

52.  VA  may  disclose  identifying 
information,  including  name,  address, 
and  date  of  birth,  as  needed  to  verify  the 
identity  of  an  individual  or  to  facilitate 
delivery  of  benefits  or  services  to  travel 
agencies,  transportation  carriers,  or 
others  authorized  to  act  on  behalf  of  VA 
to  provide  or  arrange  travel  for 
examination,  treatment,  or  care,  or  in 
connection  with  vocational 
rehabilitation  or  counseling  services. 

53.  VA  may  disclose  information  to  a 
former  VA  employee  or  contractor,  as 
well  as  the  authorized  representative  of 
a  current  or  former  employee  or 
contractor  of  VA,  in  pending  or 
reasonably  anticipated  litigation  against 
the  individual  regarding  health  care 
provided  during  the  period  of  his  or  her 
employment  or  contract  with  VA. 

54.  VA  may  disclose  information  to  a 
former  VA  employee  or  contractor,  as 
well  as  the  authorized  representative  of 
a  current  or  former  employee  or 
contractor  of  VA,  in  defense  or 
reasonable  anticipation  of  a  tort  claim, 
litigation,  or  other  administrative  or 
judicial  proceeding  involving  VA  when 
the  Department  requires  information  or 
consultation  assistance  from  the  former 
employee  or  contractor  regarding  health 
care  provided  during  the  period  of  his 
or  her  employment  or  contract  with  VA. 

55.  VA  may  disclose  information  to  a 
former  VA  employee  or  contractor,  as 
well  as  the  authorized  representative  of 
a  current  or  former  employee  or 
contractor  of  VA,  in  connection  with  or 
in  consideration  of  the  reporting  of; 

(a)  Any  payment  for  the  benefit  of  the 
former  VA  employee  or  contractor  that 
was  made  as  the  result  of  a  settlement 
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or  judgment  of  a  claim  of  medical 
malpractice,  if  an  appropriate 
determination  is  made  in  accordance 
with  Department  policy  that  payment 
was  related  to  substandard  care, 
professional  incompetence,  or 
professional  misconduct  on  the  part  of 
the  individual; 

(b)  A  final  decision  which  relates  to 
possible  incompetence  or  improper 
professional  conduct  that  adversely 
affects  the  former  employee’s  or 
contractor’s  clinical  privileges  for  a 
period  longer  than  30  days;  or 

(c)  The  former  employee’s  or 
contractor’s  surrender  of  clinical 
privileges  or  any  restriction  of  such 
privileges  while  under  investigation  by 
the  health  care  entity  relating  to 
possible  incompetence  or  improper 
professional  conduct  to  the  National 
Practitioner  Data  Bank  or  the  state 
licensing  board  in  any  state  in  which 
the  individual  is  licensed,  the  VA 
facility  is  located,  or  an  act  or  omission 
occurred  upon  which  a  medical 
malpractice  claim  was  based. 

56.  VA  may  disclose  information  to  a 
former  VA  employee  or  contractor,  as 
well  as  the  authorized  representative  of 
a  current  or  former  employee  or 
contractor  of  VA,  in  cormection  with  or 
in  consideration  of  reporting  that  the 
individual’s  professional  health  care 
activity  so  significantly  failed  to 
conform  to  generally  accepted  standards 
of  professional  medical  practice  as  to 
raise  reasonable  concern  for  the  health 
and  safety  of  patients,  to  a  Federal 
agency,  a  State  or  local  government 
licensing  board,  or  the  Federation  of 
State  Medical  Boards  or  a  similar 
nongovernmental  entity  which 
maintains  records  concerning 
individuals’  employment  histories  or 
concerning  the  issuance,  retention,  or 
revocation  of  licenses,  certifications,  or 
registration  necessar}^  to  practice  an 
occupation,  profession,  or  specialty. 

57.  VA  may  disclose  information  to  a 
former  VA  employee  or  contractor,  as 
well  as  the  authorized  representative  of 
a  current  or  former  employee  or 
contractor  of  VA,  in  connection  with 
investigations  by  the  Equal  Employment 
Opportunity  Commission  pertaining  to 
alleged  or  possible  discrimination 
practices,  examinations  of  Federal 
affirmative  employment  programs,  or 
other  functions  of  the  Commission  as 
authorized  by  law  or  regulation. 

58.  VA  may  disclose  information  to  a 
former  VA  employee  or  contractor,  as 
well  as  the  authorized  representative  of 
a  current  or  former  employee  or 
contractor  of  VA,  in  proceedings  before 
the  Merit  Systems  Protection  Board  or 
the  Office  of  the  Special  Counsel  in 
connection  with  appeals,  special  studies 


of  the  civil  service  and  other  merit 
systems,  review  of  rules  and  regulations, 
investigation  of  alleged  or  possible 
prohibited  personnel  practices,  and 
such  other  functions  promulgated  in  5 
U.S.C.  1205  and  1206,  or  as  othenvise 
authorized  by  law. 

59.  VA  may  disclose  relevant 
information,  including  but  not  limited 
to,  patient  name,  address,  and  social 
security  number,  to  a  state  prescription 
drug  monitoring  program  (PMDP),  or 
similar  program,  for  the  purpose  of 
submitting  to  or  receiving  from  the 
program  information  regarding 
prescriptions  to  an  individual  for 
controlled  substances,  as  required  under 
the  applicable  state  law. 

60.  VA  may  disclose  relevant  health 
information  to  the  Centers  for  Medicare 
&  Medicaid  Services  and/or  their 
designee  to  evaluate  compliance  with 
Medicare  or  Medicaid  health  care 
standards. 

POLICIES  AND  PRACTICES  FOR  STORING, 
RETRIEVING,  ACCESSING,  RETAINING,  AND 
DISPOSING  OF  RECORDS  IN  THE  SYSTEM: 

storage: 

Records  are  maintained  on  paper, 
microfilm,  electronic  media  including 
images  and  scanned  documents,  or  laser 
optical  media  in  the  consolidated  health 
record  at  the  health  care  facility  where 
care  was  rendered,  in  the  VA  Health 
Data  Repository,  at  the  VHA  Records 
Center  and  Vault,  and  at  Federal  Record 
Centers.  In  most  cases,  copies  of  backup 
computer  files  are  maintained  at  offsite 
locations.  Subsidiary  record  information 
is  maintained  at  the  various  respective 
services  within  the  health  care  facility 
[e.g.,  pharmacy,  fiscal,  dietetic,  clinical 
laboratory,  radiology,  social  work, 
psychology)  and  by  individuals, 
organizations,  and/or  agencies  with 
whom  VA  has  a  contract  or  agreement 
to  perform  such  services,  as  the  VA  may 
deem  practicable. 

retrievability: 

Records  are  retrieved  by  name,  social 
security  number,  or  other  assigned 
identifiers  of  the  individuals  to  whom 
they  pertain. 

SAFEGUARDS: 

1.  Access  to  working  spaces  and 
patient  medical  record  storage  areas  in 
VA  health  care  facilities  is  restricted  to 
authorized  VA  employees.  Generally, 
file  areas  are  locked  after  normal  duty 
hours.  Health  care  facilities  are 
protected  from  outside  access  by  the 
Federal  Protective  Service  and/or  other 
security  personnel.  Access  to  patient 
medical  records  is  restricted  to  VA 
employees  who  have  a  need  for  the 
information  in  the  performance  of  their 


official  duties.  Sensitive  patient  medical 
records,  including  employee  patient 
medical  records,  records  of  public 
figures,  or  other  sensitive  patient 
medical  records  are  generally  stored  in 
separate  locked  files  or  a  similar 
electronically  controlled  access 
environment.  Strict  control  measures 
are  enforced  to  ensure  that  access  to  and 
disclosures  from  these  patient  medical 
records  are  limited. 

2.  Access  to  computer  rooms  within 
health  care  facilities  is  generally  limited 
by  appropriate  locking  devices  and 
restricted  to  authorized  VA  employees 
and  vendor  personnel.  ADP  peripheral 
devices  are  generally  placed  in  secure 
areas  (areas  that  are  locked  or  have 
limited  access)  or  are  otherwise 
protected.  Only  authorized  VA 
employees  or  vendor  employees  may 
access  information  in  the  system. 

Access  to  file  information  is  controlled 
at  two  levels:  The  system  recognizes 
authorized  employees  by  a  series  of 
individually  unique  passwords/codes  as 
a  part  of  each  data  message,  and  the 
employees  are  limited  to  only  that 
information  in  the  file  that  is  needed  in 
the  performance  of  their  official  duties. 
Information  that  is  downloaded  and 
maintained  on  personal  computers  must 
be  afforded  similar  storage  and  access 
protections  as  the  data  that  is 
maintained  in  the  original  files.  Access 
by  remote  data  users  such  as  Veterans’ 
Outreach  Centers,  Veterans  Service 
Officers  with  power  of  attorney  to  assist 
with  claim  processing,  VBA  Regional 
Office  staff  for  benefit  determination 
and  processing  purposes,  OIG  staff 
conducting  official  audits  or 
investigations  and  other  authorized 
individuals  is  controlled  in  the  same 
manner. 

3.  Access  to  the  VA  National  Data 
Centers  is  generally  restricted  to  Center 
employees,  custodial  personnel.  Federal 
Protective  Service,  and  other  security 
personnel.  Access  to  computer  rooms  is 
restricted  to  authorized  operational 
personnel  through  electronic  locking 
devices.  All  other  persons  gaining 
access  to  computer  rooms  are  escorted. 
Information  stored  in  the  computer  may 
be  accessed  by  authorized  VA 
employees  at  remote  locations  including 
VA  health  care  facilities,  VA  Central 
Office,  VISNs,  and  OIG  Central  Office 
and  field  staff.  Access  is  controlled  by 
individually  unique  passwords/codes 
that  must  be  changed  periodically  by 
the  employee. 

4.  Access  to  the  VA  HDR,  located  at 
the  VA  National  Data  Centers,  is 
generally  restricted  to  Center 
employees,  custodial  personnel.  Federal 
Protective  Service,  and  other  security 
personnel.  Access  to  computer  rooms  is 
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restricted  to  authorized  operational 
personnel  through  electronic  locking 
devices.  All  other  persons  gaining 
access  to  computer  rooms  are  escorted. 
Information  stored  in  the  computer  may 
be  accessed  by  authorized  VA 
employees  at  remote  locations  including 
VA  health  care  facilities,  VA  Central 
Office,  VISNs,  and  OIG  Central  Office 
and  field  staff.  Access  is  controlled  by 
individually  unique  passwords/codes 
that  must  be  changed  periodically  by 
the  employee. 

5.  Access  to  records  maintained  at  VA 
Central  Office,  the  Allocation  Resource 
Center  Chief  Information  Office  Field 
Offices,  and  VISNs  is  restricted  to  VA 
employees  •who  have  a  need  for  the 
information  in  the  performance  of  their 
official  duties.  Access  to  information 
stored  in  electronic  format  is  controlled 
by  individually  unique  passwords/ 
codes.  Records  are  maintained  in 
manned  rooms  during  working  hours. 
The  facilities  are  protected  from  outside 
access  during  non-working  hours  by  the 
Federal  Protective  Service  or  other 
security  personnel. 

6.  Computer  access  authorizations, 
computer  applications  available  and 
used,  information  access  attempts,  and 
frequency  and  time  of  use  are  recorded. 

RETENTION  AND  DISPOSAL: 

In  accordance  with  the  records 
disposition  authority  approved  by  the 


Archivist  of  the  United  States,  paper 
records  and  information  stored  on 
electronic  storage  media  are  maintained 
for  seventy-five  (75]  years  after  the  last 
episode  of  patient  care  and  then 
destroyed/or  deleted. 

SYSTEM  MANAGER(S)  AND  ADDRESS: 

Patient  Medical  Records:  Director, 
Information  Assurance  (10P2), 
Department  of  Veterans  Affairs,  810 
Vermont  Avenue  NW.,  Washington,  DC 
20420.  Health  Data  Repository:  Director, 
Health  Data  Systems  (19-SL), 
Department  of  Veterans  Affairs,  295 
Chipeta  Way,  Salt  Lake  City,  UT  84108. 

NOTIFICATION  PROCEDURE: 

An  individual  who  wishes  to 
determine  whether  a  record  is  being 
maintained  in  this  system  under  his  or 
her  name  or  other  personal  identifier,  or 
wants  to  review  the  contents  of  such 
record,  should  submit  a  -written  request 
or  apply  in  person  to  the  last  VA  health 
care  facility  where  care  was  rendered. 
Addresses  of  VA  health  care  facilities 
may  be  found  in  VA  Appendix  1  of  the 
Biennial  Publication  of  Privacy  Act 
Issuances.  All  inquiries  must  reasonably 
describe  the  portion  of  the  medical 
record  involved  and  the  place  and 
approximate  date  that  medical  care  was 
provided.  Inquiries  should  include  the 
patient’s  full  name,  social  security 
number,  and  return  address. 


RECORD  ACCESS  PROCEDURE: 

Individuals  seeking  information 
regarding  access  to  and  contesting  of  VA 
medical  records  may  write,  call,  or  visit 
the  last  VA  facility  where  medical  care 
was  provided. 

CONTESTING  RECORD  PROCEDURES: 

(See  Record  Access  Procedures 
above.) 

RECORD  SOURCE  CATEGORIES: 

The  patient,  family  members,  friends, 
or  accredited  representatives, 
employers;  military  service 
departments;  health  insurance  carriers; 
private  medical  facilities  and  health 
care  professionals;  state  and  local 
agencies;  other  Federal  agencies;  VA 
Regional  Offices,  Veterans  Benefits 
Administration  automated  record 
systems  (including  Veterans  and 
Beneficiaries  Identification  and  Records 
Location  Subsystem-VA  (38VA23]  and 
the  Compensation,  Pension,  Education 
and  Rehabilitation  Records-VA 
(58VA21/22/28);  and  various  automated 
systems  providing  clinical  and 
managerial  support  at  VA  health  care 
facilities. 

|FR  Doc.  2014-19283  Filed  8-13-14;  8:45  am] 
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SECURITIES  AND  EXCHANGE 
COMMISSION 

17  CFR  Parts  230,  239,  270,  274  and 
279 

[Release  No.  33-9616,  IA-3879;  IC-31166; 
FR-84;  File  No.  S7-03-13] 

RIN  3235-AK61 

Money  Market  Fund  Reform; 
Amendments  to  Form  PF 

agency:  Securities  and  Exchange 
Commission. 

ACTION:  Final  rule. 

SUMMARY:  The  Securities  and  Exchange 
Commission  (“Commission”  or  “SEC”) 
is  adopting  amendments  to  the  rules 
that  govern  money  market  mutual  funds 
(or  “money  market  funds”)  under  the 
Investment  Company  Act  of  1940 
(“Investment  Company  Act”  or  “Act”). 
The  amendments  are  designed  to 
address  money  market  funds’ 
susceptibility  to  heavy  redemptions  in 
times  of  stress,  improve  their  ability  to 
manage  and  mitigate  potential  contagion 
from  such  redemptions,  and  increase 
the  transparency  of  their  risks,  while 
preserving,  as  much  as  possible,  their 
benefits.  The  SEC  is  removing  the 
valuation  exemption  that  permitted 
institutional  non-govemment  money 
market  funds  (whose  investors 
historically  have  made  the  heaviest 
redemptions  in  times  of  stress)  to 
maintain  a  stable  net  asset  value  per 
share  (“NAV”),  and  is  requiring  those 
funds  to  sell  and  redeem  shares  based 
on  the  current  market-based  value  of  the 
securities  in  their  underlying  portfolios 
rounded  to  the  fourth  decimal  place 
(e.g.,  $1.0000),  i.e.,  transact  at  a 
“floating”  NAV.  The  SEC  also  is 
adopting  amendments  that  will  give  the 
boards  of  directors  of  money  market 
funds  new  tools  to  stem  heavy 
redemptions  by  giving  them  discretion 
to  impose  a  liquidity  fee  if  a  fund’s 
weekly  liquidity  level  falls  below  the 
required  regulatory  threshold,  and 
giving  them  discretion  to  suspend 
redemptions  temporarily,  i.e.,  to  “gate” 
funds,  under  the  same  circumstances. 
These  amendments  will  require  all  non¬ 
government  money  market  funds  to 
impose  a  liquidity  fee  if  the  fund’s 
weekly  liquidity  level  falls  below  a 
designated  threshold,  unless  the  fund’s 
board  determines  that  imposing  such  a 
fee  is  not  in  the  best  interests  of  the 
fund.  In  addition,  the  SEC  is  adopting 
amendments  designed  to  make  money 
market  funds  more  resilient  by 
increasing  the  diversification  of  their 
portfolios,  enhancing  their  stress  testing, 
and  improving  transparency  by 


requiring  money  market  funds  to  report 
additional  information  to  the  SEC  and  to 
investors.  Finally,  the  amendments 
require  investment  advisers  to  certain 
large  unregistered  liquidity  funds, 
which  can  have  many  of  the  same 
economic  features  as  money  market 
funds,  to  provide  additional  information 
about  those  fimds  to  the  SEC. 

DATES:  Effective  Date:  October  14,  2014. 

Compliance  Dates:  The  applicable 
compliance  dates  are  discussed  in 
section  III.N.  of  the  Release  titled 
“Compliance  Dates.” 

FOR  FURTHER  INFORMATION  CONTACT: 
Adam  Bolter,  Senior  Counsel;  Amanda 
Hollander  Wagner,  Senior  Counsel; 
Andrea  Ottomanelli  Magovern,  Senior 
Counsel;  Erin  C.  Loomis,  Senior 
Counsel;  Kay-Mario  Vobis,  Senior 
Counsel;  Thoreau  A.  Bartmann,  Branch 
Chief;  Sara  Cortes,  Senior  Special 
Counsel;  or  Sarah  G.  ten  Siethoff, 
Assistant  Director,  Investment  Company 
Rulemaking  Office,  at  (202)  551-6792, 
Division  of  Investment  Management, 
Securities  and  Exchange  Commission, 
100  F  Street  NE.,  Washington,  DC 
20549-8549. 

SUPPLEMENTARY  INFORMATION:  The 

Commission  is  adopting  amendments  to 
rules  419  [17  CFR  230.419]  and  482  [17 
CFR  230.482]  under  the  Securities  Act 
of  1933  [15  U.S.C.  77a-z-3]  (“Securities 
Act”),  rules  2a-7  [17  CFR  270.2a-7], 
12d3-l  [17  CFR  270.12d3-l],  18f-3  [17 
CFR  270.18f-3],  22e-3  [17  CFR  270. 22e- 
3],  30bl-7  [17  CFR  270.30bl-7],  31a-l 
[17  CFR  270.31a-l],  and  new  rule  30bl- 
8  [17  CFR  270.30bl-8]  under  the 
Investment  Company  Act  of  1940  [15 
U.S.C.  80a],  Form  N-lA  under  the 
Investment  Company  Act  and  the 
Securities  Act,  Form  N-MFP  under  the 
Investment  Company  Act,  and  section  3 
of  Form  PF  under  the  Investment 
Advisers  Act  [15  U.S.C.  80b],  and  new 
Form  N-CR  under  the  Investment 
Company  Act.’ 
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I.  Introduction 

Money  market  funds  are  a  type  of 
mutual  fund  registered  under  the 
Investment  Company  Act  and  regulated 
pursuant  to  rule  2a-7  under  the  Act.^ 
Money  market  fimds  generally  pay 
dividends  that  reflect  prevailing  short¬ 
term  interest  rates,  are  redeemable  on 
demand,  and,  unlike  other  investment 
companies,  seek  to  maintain  a  stable 
NAV,  typically  Sl.OO.^  This 
combination  of  principal  stability, 
liquidity,  and  payment  of  short-term 
yields  has  made  money  market  funds 
popular  cash  management  vehicles  for 
both  retail  and  institutional  investors. 
As  of  February  28,  2014,  there  w^ere 
approximately  559  money  market  funds 
registered  with  the  Commission,  and 
these  funds  collectively  held  over  $3.0 
trillion  of  assets.^ 

Absent  an  exemption,  as  required  by 
the  Investment  Company  Act,  all 
registered  mutual  funds  must  price  and 
transact  in  their  shares  at  the  current 
NAV,  calculated  by  valuing  portfolio 
instruments  at  market  value  or,  if 
market  quotations  are  not  readily 
available,  at  fair  value  as  determined  in 


2  Money  market  funds  are  also  sometimes  called 
“money  market  mutual  funds”  or  “money  funds.” 

^  See  generally  Valuation  of  Debt  Instruments  and 
Computation  of  Current  Price  Per  Share  by  Certain 
Open-End  Investment  Companies  (Money  Market 
Funds),  Investment  Company  Act  Release  No. 

13380  (July  11,  1983)  [48  FR’32555  (July  18,  1983)) 
(“1983  Adopting  Release”).  Most  money  market 
funds  seek  to  maintain  a  stable  NAV  of  SI  .00,  but 
a  few  seek  to  maintain  a  stable  NAV  of  a  different 
amount,  e.g.,  SIO.OO.  For  convenience,  throughout 
this  Release,  the  discussion  will  simply  refer  to  the 
stable  NAV  of  SI  .00  per  share. 

■*  Based  on  Form  N-MFP  data.  SEC  regulations 
require  that  money  market  funds  report  certain 
portfolio  information  on  a  monthly  basis  to  the  SEC 
on  Form  N-MFP.  See  rule  30bl-7. 


good  faith  by  the  fund’s  board  of 
directors  (j.e.,  use  a  floating  NAV).5  In 
1983,  the  Commission  codified  an 
exemption  to  this  requirement  allowing 
money  market  funds  to  value  their 
portfolio  securities  using  the  “amortized 
cost’’  method  of  valuation  and  to  use  the 
“penny-rounding’’  method  of  pricing.® 
Under  the  amortized  cost  method,  a 
money  market  fund’s  portfolio  securities 
generally  are  valued  at  cost  plus  any 
amortization  of  premium  or 
accumulation  of  discount,  rather  than  at 
their  value  based  on  current  market 
factors.^  The  penny  rounding  method  of 
pricing  permits  a  money  market  fund 
when  pricing  its  shares  to  round  the 
fund’s  NAV  to  the  nearest  one  percent 
(i.e.,  the  nearest  penny).®  Together, 
these  valuation  and  pricing  techniques 
create  a  “rounding  convention’’  that 
permits  a  money  market  fund  to  sell  and 
redeem  shares  at  a  stable  share  price 
without  regard  to  small  variations  in  the 
value  of  the  securities  in  its  portfolio.® 
Other  types  of  mutual  funds  not 
regulated  by  rule  2a-7  generally  must 
calculate  their  daily  NAVs  using 
market-based  factors  and  cannot  use 
penny  rounding. 

When  the  Commission  initially 
established  the  regulatory  framework 
allowing  money  market  funds  to 


5  See  section  2(a)(41)(B)  of  the  Act  and  rules  2a- 
4  and  22c-l.  The  Commission,  however,  has  stated 
that  it  would  not  object  if  a  mutual  fund  board  of 
directors  determines,  in  good  faith,  that  the  value 
of  debt  securities  with  remaining  maturities  of  60 
days  or  less  is  their  amortized  cost,  unless  the 
particular  circumstances  warrant  otherwise.  See 
Accounting  Series  Release  No.  219,  Valuation  of 
Debt  Instruments  by  Money  Market  Funds  and 
Certain  Other  Open-End  Investment  Companies, 
Financial  Reporting  Codification  (CCH)  section 
404.05.a  and  .b  (May  31,  1977)  (“ASR  219”).  We 
further  discuss  the  use  of  amortized  cost  valuation 
by  mutual  funds  in  section  III.B.5  below. 

’’See  1983  Adopting  Release,  supra  note  3. 
Section  6(c)  of  the  Investment  Company  Act 
provides  the  Commission  with  broad  authority  to 
exempt  persons,  securities  or  transactions  from  any 
provision  of  the  Investment  Company  Act,  or  the 
regulations  thereimder,  if,  and  to  the  extent  that 
such  exemption  is  in  the  public  interest  and 
consistent  with  the  protection  of  investors  and  the 
purposes  fairly  intended  by  the  policy  and 
provisions  of  the  Investment  Company  Act.  See 
Commission  Policy  and  Guidelines  for  Filing  of 
Applications  for  Exemption,  SEC  Release  No.  IC- 
14492  (Apr.  30,  1985). 

7  See  current  rule  2a-7(a)(2).  See  also  supra  note 
5.  Throughout  this  Release  when  we  refer  to  a  rule 
as  it  exists  prior  to  any  amendments  we  are  making 
today  it  is  described  as  a  “current  rule”  while 
references  to  a  rule  as  amended  (or  one  that  is  not 
being  amended  today)  are  to  “rule.” 

®See  current  rule  2a-7(a)(20). 

“Today,  money  market  funds  use  a  combination 
of  the  tw’o  methods  so  that,  under  normal 
circumstances,  they  can  use  the  penny  roimding 
method  to  maintain  a  price  of  SI  .00  per  share 
without  pricing  to  the  third  decimal  place  like  other 
mutual  funds,  and  use  the  amortized  cost  method 
so  that  they  need  not  strike  a  daily  market-based 
NAV  to  facilitate  intra-day  transactions.  See  infra 
section  III.A.l.a. 
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maintain  a  stable  share  price  through 
use  of  the  amortized  cost  method  of 
valuation  and/or  the  penny  rounding 
method  of  pricing  (so  long  as  they 
abided  by  certain  risk-limiting 
conditions),  it  did  so  understanding  the 
benefits  that  stable  value  money  market 
funds  provided  as  a  cash  management 
vehicle,  particularly  for  smaller 
investors,  and  focused  on  minimizing 
dilution  of  assets  and  returns  for 
shareholders. At  that  time,  the 
Commission  was  persuaded  that 
deviations  of  a  magnitude  that  would 
cause  material  dilution  generally  would 
not  occur  given  the  risk-limiting 
conditions  of  the  exemptive  rule.”  As 
discussed  throughout  this  Release,  our 
historical  experience  with  these  funds, 
and  the  events  of  the  2007-2009 
financial  crisis,”  has  led  us  to  re¬ 
evaluate  the  exemptive  relief  provided 
under  rule  2a-7,  including  the 
exemption  from  the  statutory  floating 
NAV  for  some  money  market  funds. 

Under  rule  2a-7,  money  market  funds 
seek  to  maintain  a  stable  share  price  by 
limiting  their  investments  to  short-term, 
high-quality  debt  secmities  that 
fluctuate  very  little  in  value  under 
normal  market  conditions.  In  exchange 
for  the  ability  to  rely  on  the  exemptions 
provided  by  rule  2a-7,  money  market 
funds  are  subject  to  conditions  designed 
to  limit  deviations  between  the  fund’s 
$1.00  stable  share  price  and  the  market- 
based  NAV  of  the  fund’s  portfolio.” 
Rule  2a-7  requires  that  money  market 


See  Proceedings  before  the  Securities  and 
Exchange  Commission  in  the  Matter  of  InterCapital 
Liquid  Asset  Fund,  Inc.  et  ah,  3-5431,  Dec.  28, 
1978,  at  1533  (Statement  of  Martin  Lybecker, 
Division  of  Investment  Management  at  the 
Securities  and  Exchange  Commission)  (stating  that 
Commission  staff  had  learned  over  the  course  of  the 
hearings  the  strong  preference  of  money  market 
fund  investors  to  have  a  stable  share  price  and  that 
with  the  right  risk-limiting  conditions,  the 
Commission  could  limit  the  likelihood  of  a 
deviation  from  that  stable  value,  addressing 
Commission  concerns  about  dilution):  1983 
Adopting  Release,  supra  note  3,  at  nn.42— 43  and 
accompanying  text  (“(T]he  provisions  of  the  rule 
impose  obligations  on  the  board  of  directors  to 
assess  the  fairness  of  the  valuation  or  pricing 
method  and  take  appropriate  steps  to  ensure  that 
shareholders  always  receive  their  proportionate 
interest  in  the  money  market  fund.”). 

”  See  id.,  at  nn. 41-42  and  accompanying  text 
(noting  that  witnesses  from  the  original  money 
market  fund  exemptive  order  hearings  testified  that 
the  risk-limiting  conditions,  short  of  extraordinarily 
adverse  conditions  in  the  market,  should  ensure 
that  a  properly  managed  money  market  fund  should 
be  able  to  maintain  a  stable  price  per  share  and  that 
rule  2a-7  is  based  on  that  representation). 

Throughout  this  Release,  unless  indicated 
otherwise,  when  we  use  the  term  “financial  crisis” 
we  are  referring  to  the  financial  crisis  that  took 
place  between  2007  and  2009. 

■>3  Throughout  this  Release,  we  generally  use  the 
term  “stable  share  price”  to  refer  to  the  stable  share 
price  that  money  market  funds  seek  to  maintain  and 
compute  for  purposes  of  distribution,  redemption, 
and  repurchases  of  fund  shares. 


funds  maintain  a  significant  amount  of 
liquid  assets  and  invest  in  securities 
that  meet  the  rule’s  credit  quality, 
maturity,  and  diversification 
requirements.”  For  example,  a  money 
market  fund’s  portfolio  securities  must 
meet  certain  credit  quality  standards, 
such  as  posing  minimal  credit  risks. 

The  rule  also  places  restrictions  on  the 
remaining  maturity  of  securities  in  the 
fund’s  portfolio  to  limit  the  interest  rate 
and  credit  spread  risk  to  which  a  money 
market  fund  may  be  exposed.  A  money 
market  fund  generally  may  not  acquire 
any  security  with  a  remaining  maturity 
greater  than  397  days,  the  dollar- 
weighted  average  maturity  of  the 
securities  owned  by  the  fund  may  not 
exceed  60  days,  and  the  fund’s  dollar- 
weighted  average  life  to  maturity  may 
not  exceed  120  days.^s  Money  market 
funds  also  must  maintain  sufficient 
liquidity  to  meet  reasonably  foreseeable 
redemptions,  generally  must  invest  at 
least  10%  of  their  portfolios  in  assets 
that  can  provide  daily  liquidity,  and 
invest  at  least  30%  of  their  portfolios  in 
assets  that  can  provide  weekly  liquidity, 
as  defined  under  the  rule.”  Finally,  rule 
2a-7  also  requires  money  market  funds 
to  diversify  their  portfolios  by  generally 
limiting  the  funds  to  investing  no  more 
than  5%  of  their  portfolios  in  any  one 
issuer  and  no  more  than  10%  of  their 
portfolios  in  securities  issued  by,  or 
subject  to  guarantees  or  demand  features 
(;.e.,  puts)  from,  any  one  institution.” 

Rule  2a-7  also  includes  certain 
procedural  standards  overseen  by  the 
fund’s  board  of  directors.  These  include 
the  requirement  that  the  fund 
periodically  calculate  the  market-based 
value  of  the  portfolio  (“shadow 
price’’)  ”  and  compare  it  to  the  fund’s 
stable  share  price;  if  the  deviation 
between  these  two  values  exceeds  V2  of 
1  percent  (50  basis  points),  the  fund’s 
board  of  directors  must  consider  what 
action,  if  any,  should  be  taken  by  the 
board,  including  whether  to  re-price  the 
fund’s  securities  above  or  below  the 
fund’s  $1.00  share  price  (an  event 


See  current  rule  2a-7(c)(2),  (3),  (4),  and  (5). 

’5  See  current  rule  2a-7(a)(12),  (c)(3)(i). 

’'^Ciurent  rule  2a-7(c)(2). 

See  current  rule  2a-7(c)(5).  As  we  discussed 
when  we  amended  rule  2a-7  in  2010,  the  10%  daily 
liquid  asset  requirement  does  not  apply  to  tax- 
exempt  funds.  See  Money  Market  Fund  Reform, 
Investment  Company  Act  Release  No.  29132  (Feb. 
23,  2010)  [75  FR  10060  (Mar.  4,  2010)]  (“2010 
Adopting  Release”).  See  infra  section  II1.E.3. 

’“See  current  rule  2a-7(c)(4).  Because  of  limited 
availability  of  the  securities  in  which  they  invest, 
tax-exempt  funds  have  different  diversification 
requirements  xmder  rule  2a-7  than  other  money 
market  funds. 

’“See current  rule  2a-7(c)(8)(ii)(A). 


colloquially  known  as  “breaking  the 
buck”). 20 

Different  types  of  money  market  funds 
have  been  introduced  to  meet  the 
different  needs  of  money  market  fund 
investors.  Historically,  most  investors 
have  invested  in  “prime  money  market 
funds,”  which  generally  hold  a  variety 
of  taxable  short-term  obligations  issued 
by  corporations  and  banks,  as  well  as 
repurchase  agreements  and  asset-backed 
commercial  paper. 21  “Government 
money  market  funds”  principally  hold 
obligations  of  the  U.S.  government, 
including  obligations  of  the  U.S. 
Treasury  and  federal  agencies  and 
instrumentalities,  as  well  as  repurchase 
agreements  collateralized  by 
government  securities.  Some 
government  money  market  funds  limit 
their  holdings  to  only  U.S.  Treasury 
obligations  or  repurchase  agreements 
collateralized  by  U.S.  Treasury 
securities  and  are  called  “Treasury 
money  market  funds.”  Compared  to 
prime  funds,  government  and  Treasury 
money  market  funds  generally  offer 
greater  safety  of  principal  but 
historically  have  paid  lower  yields. 
“Tax-exempt  money  market  funds” 
primarily  hold  obligations  of  state  and 
local  governments  and  their 
instrumentalities,  and  pay  interest  that 
is  generally  exempt  from  federal  income 

tax. 22 

We  first  begin  by  reviewing  the  role 
of  money  market  funds  and  the  benefits 
they  provide  investors.  We  then  review 
the  economics  of  money  market  funds. 
This  includes  a  discussion  of  several 
features  of  money  market  funds  that, 
when  combined,  can  create  incentives 
for  fund  shareholders  to  redeem  shares 
during  periods  of  stress,  as  well  as  the 
potential  impact  that  such  redemptions 
can  have  on  the  fund  and  the  markets 
that  provide  short-term  financing. 23  We 


See  current  rule  2a-7(c)(8)(ii)(A)  and  (B). 
Regardless  of  the  extent  of  the  deviation,  rule  2a- 
7  imposes  on  the  board  of  a  money  market  fund  a 
duty  to  take  appropriate  action  whenever  the  board 
believes  the  extent  of  any  deviation  may  result  in 
material  dilution  or  other  unfair  results  to  investors 
or  current  shareholders.  Current  rule  2a- 
7(c)(8)(ii)(C).  In  addition,  the  money  market  fund 
can  use  the  amortized  cost  or  penny-rounding 
methods  only  as  long  as  the  board  of  directors 
believes  that  they  fairly  reflect  the  market-based 
NAV.  See  rule  2a-7(c)(l). 

See  Investment  Company  Institute,  2014 
Investment  Company  Fact  Book,  at  196,  Table  37 
(2014),  available  at  http://vi'i\'Vi'.ici.org/pdf/2014_ 
factbook.pdf. 

Unless  the  context  indicates  otherwise, 
references  to  “prime  funds”  throughout  this  Release 
include  funds  that  are  often  referred  to  as  “tax- 
exempt”  or  “municipal”  funds.  We  discuss  the 
particular  features  of  such  tax-exempt  funds  and 
why  they  are  included  in  our  reforms  in  detail  in 
section  III.C.3. 

Throughout  this  Release,  we  generally  refer  to 
“short-term  financing  markets”  to  describe  the 
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then  discuss  money  market  funds’ 
experience  during  the  financial  crisis 
against  this  backdrop.  We  next  analyze 
our  2010  reforms  and  their  impact  on 
the  heightened  redemption  activity 
during  the  2011  Eurozone  sovereign 
debt  crisis  and  2011  and  2013  U.S.  debt 
ceiling  impasses. 

We  used  the  analyses  available  to  us, 
including  the  critically  important 
analyses  contained  in  the  report 
responding  to  certain  questions  posed 
by  Commissioners  Aguilar,  Paredes,  and 
Gallagher  (“DERA  Study”), in 
designing  the  reform  proposals  that  we 
issued  in  2013  for  additional  regulation 
of  money  market  funds. The  2013 
proposal  sought  to  address  certain 
features  in  money  market  funds  that  can 
make  them  susceptible  to  heavy 
redemptions,  by  providing  money 
market  funds  with  better  tools  to 
manage  and  mitigate  potential  contagion 
from  high  levels  of  redemptions, 
increasing  the  transparency  of  their 
risks,  and  improving  risk  sharing  among 
investors,  and  also  to  preserve  the 
ability  of  money  market  funds  to 
function  as  an  effective  and  efficient 
cash  management  tool  for  investors. 

We  received  over  1,400  comments  ^7 
on  the  proposal  from  a  variety  of 
interested  parties  including  money 
market  funds,  investors,  banks, 
investment  advisers,  government 
representatives,  academics,  and 
others. 28  As  discussed  in  greater  detail 
in  each  section  of  this  Release  below, 
these  commenters  expressed  a  diversity 
of  views.  Many  commenters  expressed 
concern  about  the  consequences  of 


markets  for  short-term  financing  of  corporations, 
banks,  and  governments. 

See  Response  to  Questions  Posed  by 
Commissioners  Aguilar,  Paredes,  and  Gallagher,  a 
report  by  staff  of  the  Division  of  Risk,  Strategy,  and 
Financial  Innovation  (Nov.  30,  2012),  available  at 
http://www.sec.gOv/news/studies/2012/money- 
market-funds-memo-2012.pdf.  The  Division  of  Risk, 
Strategy,  and  Financial  Innovation  ("RSFI”)  is  now 
known  as  the  Division  of  Economic  and  Risk 
Analysis  (“DERA”),  and  accordingly  we  are  no 
longer  referring  to  this  study  as  the  “RSFI  Study” 
as  we  did  in  the  Proposing  Release,  but  instead  as 
the  “DERA  Study.” 

75  See  Money  Market  Fund  Reform;  Amendments 
to  Form  PF,  Release  Nos.  33-9408;  lA-3616;  IC- 
30551  (June  5,  2013)  [78  FR  36834,  (June  19,  2013)] 
(“Proposing  Release”). 

75  The  2013  proposal  also  included  amendments 
that  would  apply  under  each  alternative,  with 
additional  changes  to  money  market  fund 
disclosure,  diversification  limits,  and  stress  testing, 
among  other  reforms.  See  Proposing  Release,  supra 
note  25.  We  discuss  these  amendments  below. 

77  Of  these,  more  than  230  were  individualized 
letters,  and  the  rest  were  one  of  several  types  of 
form  letters. 

78  Unless  othervv’ise  stated,  all  references  to 
comment  letters  in  this  Release  are  to  letters 
submitted  on  the  Proposing  Release  in  File  No.  S7- 
03-1 3  and  are  available  at  http://www.sec.gov/ 
comments/s7-03- 1 3/s7031 3.shtml. 


requiring  a  floating  NAV  for  certain 
money  market  funds,  suggesting,  among 
other  reasons,  that  it  was  a  significant 
reform  that  would  remove  one  of  the 
most  desirable  features  of  these  funds, 
and  would  impose  numerous  costs  and 
operational  burdens.  However,  others 
expressed  support,  noting  that  it  was  a 
targeted  solution  aimed  at  curbing  the 
risks  associated  with  the  money  market 
funds  most  susceptible  to  destabilizing 
runs.  Most  commenters  supported 
requiring  the  imposition  of  liquidity 
fees  and  redemption  gates  in  certain 
circumstances,  suggesting  that  they 
would  prevent  runs  at  a  minimal  cost. 
However,  commenters  also  noted  that 
fees  and  gates  alone  would  not  resolve 
certain  of  the  features  of  money  market 
funds  that  can  incentivize  heavy 
redemptions.  Many  commenters 
opposed  combining  the  two  alternatives 
into  a  single  package,  arguing  that 
requiring  money  market  funds  to 
implement  both  reforms  could  decrease 
the  utility  of  money  market  funds  to 
investors.  Commenters  generally 
supported  many  of  the  other  reforms  we 
proposed,  such  as  enhanced  disclosure, 
new  portfolio  reporting  requirements  for 
large  unregistered  liquidity  funds,  and 
amendments  to  fund  diversification 
requirements. 

Today,  after  consideration  of  the 
comments  received,  we  are  removing 
the  valuation  exemption  that  permits 
institutional  non-government  money 
market  funds  (whose  investors  have 
historically  made  the  heaviest 
redemptions  in  times  of  market  stress) 
to  maintain  a  stable  NAV,  and  are 
requiring  those  funds  to  sell  and  redeem 
their  shares  based  on  the  current 
market-based  value  of  the  securities  in 
their  underlying  portfolios  rounded  to 
the  fourth  decimal  place  [e.g.,  $1.0000), 
i.e.,  transact  at  a  ‘‘floating”  NAV.  We 
also  are  adopting  amendments  that  will 
give  the  boards  of  directors  of  money 
market  funds  new  tools  to  stem  heavy 
redemptions  by  giving  them  discretion 
to  impose  a  liquidity  fee  of  no  more 
than  2%  if  a  fund’s  weekly  liquidity 
level  falls  below  the  required  regulatory 
amount,  and  are  giving  them  discretion 
to  suspend  redemptions  temporarily, 
i.e.,  to  “gate”  funds,  under  the  same 
circumstances.  These  amendments  will 
require  all  non-government  money 
market  funds  to  impose  a  liquidity  fee 
of  1%  if  the  fund’s  weekly  liquidity 
level  falls  below  10%  of  total  assets, 
unless  the  fund’s  board  determines  that 
imposing  such  a  fee  is  not  in  the  best 
interests  of  the  fund  (or  that  a  higher  fee 
up  to  2%  or  a  lower  fee  is  in  the  best 
interests  of  the  fund).  In  addition,  we 
are  adopting  amendments  designed  to 


make  money  market  funds  more 
resilient  by  increasing  the 
diversification  of  their  portfolios, 
enhancing  their  stress  testing,  and 
increasing  transparency  by  requiring 
them  to  report  additional  information  to 
us  and  to  investors.  Finally,  the 
amendments  require  investment 
advisers  to  certain  large  unregistered 
liquidity  funds,  which  can  have  similar 
economic  features  as  money  market 
funds,  to  provide  additional  information 
about  those  funds  to  us.^^ 

II.  Background 

A.  Role  of  Money  Market  Funds 

As  we  discussed  in  the  Proposing 
Release,  the  combination  of  principal 
stability,  liquidity,  and  short-term  yields 
offered  by  money  market  funds,  which 
is  unlike  that  offered  by  other  types  of 
mutual  funds,  has  made  money  market 
funds  popular  cash  management 
vehicles  for  both  retail  and  institutional 
investors. 3°  Money  market  funds’  ability 
to  maintain  a  stable  share  price 
contributes  to  their  popularity.  The 
funds’  stable  share  price  facilitates  their 
role  as  a  cash  management  vehicle, 
provides  tax  and  administrative 
convenience  to  both  money  market 
funds  and  their  shareholders,  and 
enhances  money  market  funds’ 
attractiveness  as  an  investment 
option. 31  Due  to  their  popularity  with 
investors,  money  market  fund  assets 
have  grown  over  time,  providing  them 
with  substantial  amounts  of  cash  to 
invest.  As  a  result,  money  market  funds 
have  become  an  important  source  of 
financing  in  certain  segments  of  the 
short-term  financing  markets.  As  a 
result,  rule  2a-7,  in  addition  to 


78  We  note  that  we  have  consulted  and 
coordinated  with  the  Consumer  Financial 
Protection  Bureau  regarding  this  final  rulemaking  in 
accordance  with  section  1027(i)(2)  of  the  Dodd- 
Frank  Wall  Street  Reform  and  Consumer  Protection 
Act. 

55  See  Proposing  Release  supra  note  25,  at  section 
II. A.  Retail  investors  use  money  market  funds  for 
a  variety  of  reasons,  including,  for  example,  to  hold 
cash  for  short  or  long  periods  of  time  or  to  take  a 
temporary  “defensive  position”  in  anticipation  of 
declining  equity  markets.  Institutional  Investors 
commonly  use  money  market  funds  for  cash 
management  in  part  because,  as  discussed  later  in 
this  Release,  money  market  funds  provide  efficient 
diversified  cash  management  due  both  to  the  scale 
of  their  operations  and  money  market  fund 
managers’  expertise.  See  infra  notes  63-64  and 
accompanying  text. 

57  See,  e.g.,  Comment  Letter  of  UBS  Global  Asset 
Management  (Sept.  16,  2013)  (“UBS  Comment 
I.etter”)  (“Historically,  money  funds  have  offered 
both  retail  and  institutional  investors  a  means  of 
achieving  a  market  rate  of  return  on  short-term 
investment  without  having  to  sacrifice  stability  of 
principal.  The  stable  NAV  per  share  also  allows 
investors  the  convenience  of  not  having  to  track 
immaterial  gains  and  losses,  and  helps  facilitate 
investment  processes,  such  as  sweep  account 
arrangements  .  .  .”). 
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facilitating  money  market  funds’ 
maintenance  of  stable  share  prices,  also 
benefits  investors  by  making  available 
an  investment  option  that  provides  an 
efficient  and  diversified  means  for 
investors  to  participate  in  the  short-term 
financing  markets  through  a  portfolio  of 
short-term,  high-quality  debt 

securities. 

In  order  for  money  market  funds  to 
use  techniques  to  value  and  price  their 
shares  generally  not  permitted  to  other 
mutual  funds,  rule  2a-7  imposes 
additional  protective  conditions  on 
money  market  funds. 33  As  discussed  in 
the  Proposing  Release,  these  additional 
conditions  are  designed  to  make  money 
market  funds’  use  of  the  valuation  and 
pricing  techniques  permitted  by  rule 
2a-7  consistent  with  the  protection  of 
investors,  and  more  generally,  to  make 
available  an  investment  option  for 
investors  that  seek  an  efficient  way  to 
obtain  short-term  yields. 

We  understand,  and  considered  when 
developing  the  final  amendments  we  are 
adopting  today,  that  money  market 
funds  are  a  popular  investment  product 
and  that  they  provide  many  benefits  to 
investors  and  to  the  short-term 
financing  markets.  Indeed,  it  is  for  these 
reasons  that  we  designed  these 
amendments  to  make  the  funds  more 
resilient,  as  discussed  throughout  this 
Release,  while  preserving,  to  the  extent 
possible,  the  benefits  of  money  market 
funds.  But  as  discussed  in  section  III.K.l 
below,  we  recognize  that  these  reforms 
may  make  certain  money  market  funds 
less  attractive  to  some  investors. 

B.  Certain  Economic  Features  of  Money 
Market  Funds 

As  discussed  in  detail  in  the 
Proposing  Release,  the  combination  of 
several  features  of  money  market  funds 
can  create  an  incentive  for  their 
shareholders  to  redeem  shares  heavily 
in  periods  of  market  stress.  We  discuss 
these  factors  below,  as  well  as  the  harm 
that  can  result  from  such  heavy 
redemptions  in  money  market  funds. 


See,  e.g.,  Comment  Letter  of  the  Investment 
Company  Institute  (Sept.  17,  2013)  ("ICI  Comment 
l.etter”)  (“Today  over  61  million  retail  investors,  as 
well  as  corporations,  municipalities,  and 
institutional  investors  rely  on  the  S2.6  trillion 
money  market  fund  industry  as  a  low  cost,  efficient 
cash  management  tool  that  provides  a  high  degree 
of  liquidity,  stability  of  principal  value,  and  a 
market  based  yield.”). 

^3  See,  e.g.,  ICI  Comment  Letter  (“Money  market 
funds  owe  their  success,  in  large  part  to  the 
stringent  regulatory  requirements  to  which  they  are 
subject  under  federal  securities  laws,  including 
most  notably  Rule  2a-7  under  the  Investment 
Company  Act.”). 


1.  Money  Market  Fund  Investors’  Desire 
To  Avoid  Loss 

Investors  in  money  market  funds  have 
varying  investment  goals  and  tolerances 
for  risk.  Many  investors  use  money 
market  funds  for  principal  preservation 
and  as  a  cash  management  tool,  and, 
consequently,  these  funds  can  attract 
investors  who  are  less  tolerant  of 
incurring  even  small  losses,  even  at  the 
cost  of  forgoing  higher  expected 
returns. 3^*  Such  investors  may  be  loss 
averse  for  many  reasons,  including 
general  risk  tolerance,  legal  or 
investment  restrictions,  or  short-term 
cash  needs.  These  overarching 
considerations  may  create  incentives  for 
money  market  fund  investors  to  redeem 
and  would  be  expected  to  persist,  even 
if  the  other  incentives  discussed  below, 
such  as  those  created  by  money  market 
fund  valuation  and  pricing,  are 
addressed. 

The  desire  to  avoid  loss  may  cause 
investors  to  redeem  from  money  market 
funds  in  times  of  stress  in  a  “flight  to 
quality.”  For  example,  as  discussed  in 
the  DERA  Study,  one  explanation  for 
the  heavy  redemptions  from  prime 
money  market  funds  and  purchases  in 
government  money  market  fund  shares 
during  the  financial  crisis  may  be  a 
flight  to  quality,  given  that  most  of  the 
assets  held  by  government  money 
market  funds  have  a  lower  default  risk 
than  the  assets  of  prime  money  market 

funds. 33 

2.  Liquidity  Risks 

When  investors  begin  to  redeem  a 
substantial  amount  of  shares,  a  fund  can 
experience  a  loss  of  liquidity.  Money 
market  funds,  which  offer  investors  the 
ability  to  redeem  shares  upon  demand, 
often  will  first  use  internal  liquidity  to 
satisfy  substantial  redemptions.  A 


See,  e.g.,  PWG  Comment  Letter  of  Investment 
Company  Institute  (Apr.  19,  2012)  (available  in  File 
No.  4-619)  (“ICI  Apr.  2012  PWC  Comment  Letter”) 
(enclosing  a  survey  commissioned  by  the 
Investment  Company  Institute  and  conducted  by 
Treasury  Strategies,  Inc.  finding,  among  other 
things,  that  94%  of  respondents  rated  safety  of 
principal  as  an  “extremely  important”  factor  in 
their  money  market  fund  investment  decisions  and 
64%  ranked  safety  of  principal  as  the  “primary 
driver”  of  their  money  market  fund  investment). 

^5  One  study  documented  that  investors 
redirected  assets  from  prime  money  market  funds 
into  government  money  market  funds  during 
September  2008.  See  Russ  Wermers,  et  al..  Runs  on 
Money  Market  Funds  (Jan.  2,  2013),  available  at 
http://www.Thsmith.umd.edu/files/Documents/ 
Centers/CFP/WermersMoneyFundRuns.pdf 
(“Wermers  Study”).  Another  study  found  that 
redemption  activity  in  money  market  funds  during 
the  financial  crisis  was  higher  for  riskier  money 
market  funds.  See  Patrick  E.  McCabe,  The  Cross 
Section  of  Money  Market  Fund  Risks  and  Financial 
Crises,  Federal  Reserve  Board  Finance  and 
Economic  Discussion  Series  Paper  No.  2010-51 
(2010)  (“Cross  Section”). 


money  market  fund  has  three  sources  of 
internal  liquidity  to  meet  redemption 
requests:  cash  on  hand,  cash  from 
investors  purchasing  shares,  and  cash 
from  maturing  securities.  If  these 
internal  sources  of  liquidity  are 
insufficient  to  satisfy  redemption 
requests  on  any  particular  day,  money 
market  funds  may  be  forced  to  sell 
portfolio  securities  to  raise  additional 
cash. 36  And  because  the  secondary 
market  for  many  portfolio  securities  is 
not  deeply  liquid,  funds  may  have  to 
sell  securities  at  a  discount  from  their 
amortized  cost  value,  or  even  at  fire-sale 
prices, 32  thereby  incurring  additional 
losses  that  may  have  been  avoided  if  the 
funds  had  sufficient  internal  liquidity. 38 
This  alone  can  cause  a  fund’s  portfolio 
to  lose  value.  In  addition,  redemptions 
that  deplete  a  fund’s  most  liquid  assets 
can  have  incremental  adverse  effects 
because  the  fund  is  left  with  fewer 
liquid  assets,  necessitating  the  sale  of 
less  liquid  assets,  potentially  at  a 
discount,  to  meet  further  redemption 
requests. 38  Knowing  that  such  liquidity 
costs  may  occur,  money  market  fund 


See,  e.g..  Comment  Letter  of  Coldman  Sachs 
Asset  Management  L.P.  (Sept.  17,  2013)  (“Coldman 
Sachs  Comment  Letter”)  (“A  money  fund  faced 
with  heavy  redemptions  could  suffer  a  loss  of 
liquidity  that  would  force  the  untimely  sale  of 
portfolio  securities  at  losses.”).  We  note  that, 
although  the  Investment  Company  Act  permits  a 
money  market  fund  to  borrow  money  from  a  bank, 
see  section  18(f)  of  the  Investment  Company  Act, 
such  loans,  assuming  the  proceeds  of  which  are 
paid  out  to  meet  redemptions,  create  liabilities  that 
must  be  reflected  in  the  fund’s  shadow  price,  and 
thus  will  contribute  to  the  stresses  that  may  force 
the  fund  to  “break  the  buck.” 

37  Money  market  funds  normally  meet 
redemptions  by  disposing  of  their  more  liquid 
assets,  rather  than  selling  a  pro  rata  slice  of  all  their 
holdings.  See,  e.g.,  Jonathan  Witmer,  Does  the  Buck 
Stop  Here?  A  Comparison  of  Withdrawals  from 
Money  Market  Mutual  Funds  with  Floating  and 
Constant  Share  Prices,  Bank  of  Canada  Working 
Paper  2012-25  (Aug.  2012)  (“Witmer”),  available  at 
http  ://www.  bankofean  ada.ca/wp-content/uploads/ 
2012/08/wp2012-25.pdf.  “Fire  sales”  refer  to 
situations  when  securities  deviate  from  their 
information-efficient  values  typically  as  a  result  of 
sale  price  pressure.  For  an  overview  of  the 
theoretical  and  empirical  research  on  asset  “fire 
sales,”  see  Andrei  Shleifer  &  Robert  Vishny,  Fire 
Sales  in  Finance  and  Macroeconomics,  25  Journal 
of  Economic  Perspectives,  Winter  2011,  at  29-48 
[“Fire  Sales"). 

38  The  DERA  Study  examined  whether  money 
market  funds  are  more  resilient  to  redemptions 
following  the  2010  reforms  and  notes  that,  “As 
expected,  the  results  show  that  funds  with  a  30 
percent  jweekly  liquid  asset  requirement]  are  more 
resilient  to  both  portfolio  losses  and  investor 
redemptions”  than  those  funds  without  a  30 
percent  weekly  liquid  asset  requirement.  DERA 
Study,  supra  note  24,  at  37. 

38  See,  e.g..  Comment  Letter  of  MSCI  Inc.  (Sept. 

17,  2013)  (“MSCI  Comment  Letter”)  (“The  need  to 
provide  liquidity  provides  another  set  of  incentives, 
as  early  redeemers  may  exhaust  the  fund’s  internal 
sources  of  liquidity  (cash  on  hand,  cash  from 
maturing  securities,  etc.),  leaving  possibly 
distressed  security  sales  as  the  only  source  of 
liquidity  for  late  redeemers.”). 
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investors  may  have  an  incentive  to 
redeem  quickly  in  times  of  stress  to 
avoid  realizing  these  potential  liquidity 
costs,  leaving  remaining  shareholders  to 
bear  these  costs. 

3.  Valuation  and  Pricing  Methods 

Money  market  funds  are  unique 
among  mutual  funds  in  that  rule  2a-7 
permits  them  to  use  the  amortized  cost 
method  of  valuation  and  the  penny¬ 
rounding  method  of  pricing  for  their 
entire  portfolios.  As  discussed  above, 
these  valuation  and  pricing  techniques 
allow  a  money  market  fund  to  sell  and 
redeem  shares  at  a  stable  share  price 
without  regard  to  small  variations  in  the 
value  of  the  securities  in  its  portfolio, 
and  thus  to  maintain  a  stable  $1.00 
share  price  under  most  market 
conditions. 

Although  the  stable  $1.00  share  price 
calculated  using  these  methods  provides 
a  close  approximation  to  market  value 
under  normal  market  conditions, 
differences  may  exist  when  market 
conditions  shift  due  to  changes  in 
interest  rates,  credit  risk,  and 
liquidity.^“  The  market  value  of  a 
money  market  fund’s  portfolio  securities 
also  may  experience  relatively  large 
changes  if  a  portfolio  asset  defaults  or 
its  credit  profile  deteriorates.'*^  Today, 
unless  the  fund  “breaks  the  buck,” 
market  value  differences  are  reflected 
only  in  a  fund’s  shadow  price,  and  not 
the  share  price  at  which  the  fund 
satisfies  purchase  and  redemption 
transactions. 

Deviations  that  arise  from  changes  in 
interest  rates  and  credit  risk  are 
temporary  as  long  as  securities  are  held 
to  maturity,  because  amortized  cost 
values  and  market-based  values 
converge  at  maturity.  But  if  a  portfolio 
asset  defaults  or  an  asset  sale  results  in 
a  realized  capital  gain  or  loss,  deviations 
between  the  stable  $1.00  share  price  and 
the  shadow  price  become  permanent. 

For  example,  if  a  portfolio  experiences 
a  25  basis  point  loss  because  an  issuer 
defaults,  the  fund’s  shadow  price  falls 
from  $1.0000  to  $0.9975.  Even  though 
the  fund  has  not  broken  the  buck,  this 
reduction  is  permanent  and  can  only  be 
reversed  internally  in  the  event  that  the 


We  note  that  the  vast  majoritj'  of  money  market 
fund  portfolio  securities  are  not  valued  based  on 
market  prices  obtained  through  secondary  market 
trading  because  most  portfolio  securities  such  as 
commercial  paper,  repos,  and  certificates  of  deposit 
are  not  actively  traded  in  a  secondary'  market. 
Accordingly,  most  money  market  fund  portfolio 
securities  are  valued  largely  through  “mark-to- 
model”  or  “matrix  pricing”  estimates,  which  often 
use  market  inputs,  as  well  as  other  factors  in  their 
pricing  models.  See  Proposing  Release,  supra  note 
25,  at  n.27.  See  also  infra  section  I1I.D.2. 

The  credit  quality  standards  in  rule  2a-7  are 
designed  to  minimize  the  likelihood  of  such  a 
default  or  credit  deterioration. 


fund  realizes  a  capital  gain  elsewhere  in 
the  portfolio,  which  generally  is 
unlikely  given  the  types  of  securities  in 
which  money  market  funds  typically 
invest  and  the  tax  requirements  for 
these  funds.^2 

If  a  money  market  fund’s  shadow 
price  deviates  far  enough  from  its  stable 
$1.00  share  price,  investors  may  have  an 
economic  incentive  to  redeem  their 
shares.  For  example,  investors  may  have 
an  incentive  to  redeem  shares  when  a 
fund’s  shadow  price  is  less  than  $1.00. “*3 
If  investors  redeem  shares  when  the 
shadow  price  is  less  than  $1.00,  the 
fund’s  shadow  price  will  decline  even 
further  because  portfolio  losses  are 
spread  across  the  remaining,  smaller 
asset  base.  If  enough  shares  are 
redeemed,  a  fund  can  “break  the  buck” 
due,  in  part,  to  heavy  investor 
redemptions  and  the  concentration  of 
losses  across  a  shrinking  asset  base.^^  In 
times  of  stress,  this  alone  provides  an 
incentive  for  investors  to  redeem  shares 
ahead  of  other  investors:  early 
redeemers  get  $1.00  per  share,  whereas 
later  redeemers  may  get  less  than  $1.00 
per  share  even  if  the  fund  experiences 
no  further  losses.^^ 

We  note  that  although  defaults  in 
assets  held  by  money  market  funds  are 
low  probability  events,  the  resulting 
losses  can  lead  to  a  fund  breaking  the 
buck  if  the  default  occurs  in  a  position 
that  is  greater  than  0.5%  of  the  fund’s 
assets,  as  was  the  case  in  the  Reserve 
Primary  Fund’s  investment  in  Lehman 
Brothers  commercial  paper  in 
September  2008.'*®  And  as  discussed 
further  in  section  III. C. 2. a  of  this 
Release,  money  market  funds  hold 


■*2  111  practice,  a  money  market  fund  cannot  use 
future  portfolio  earnings  to  restore  its  shadow  price 
because  Subchapter  M  of  the  Internal  Revenue  Code 
requires  money  market  funds  to  distribute  virtually 
all  of  their  earnings  to  investors.  These  tax 
requirements  can  cause  permanent  reductions  in 
shadow  prices  to  persist  over  time,  even  if  a  fund’s 
other  portfolio  securities  are  otherwise  unimpaired. 

See,  e.g..  Comment  Letter  of  the  Systemic  Risk 
Council  (Sept.  16,  2013)  (“Systemic  Risk  Council 
Comment  Letter”)  (“If  the  fund’s  assets  are  worth 
less  than  a  Si. 00 — and  j'ou  can  redeem  at  SI .00 — 
the  remaining  shareholders  are  effectively  paying 
first  movers  to  run.  This  embeds  permanent  losses 
in  the  fund  for  the  remaining  holders.”). 

See,  e.g.,  MSCI  Comment  Letter  (“|W]hen  a 
fund’s  market-based  NAV  falls  significantly  below 
its  stable  NAV,  an  early  redeemer  not  only  benefits 
from  this  price  discrepancy,  but  also  puts 
downward  pressure  on  the  market-based  NAV  for 
the  remaining  investors  (as  the  realized  losses  on 
the  fund’s  assets  must  be  shared  across  a  smaller 
investor  base).”). 

'*®For  an  example  illustrating  this  incentive,  see 
Proposing  Release,  supra  note  25,  at  text  following 
n.31. 

■’®For  a  detailed  discussion  of  the  financial  crises, 
see  genero/fy  DERA  Study,  supra  note  24,  at  section 
4.A. 


significant  numbers  of  such  larger 
positions.'*^ 

4.  Investors’  Misunderstanding  About 
the  Actual  Risk  of  Investing  in  Money 
Market  Funds 

Lack  of  investor  understanding  and 
lack  of  complete  transparency 
concerning  the  risks  posed  by  particular 
money  market  funds  can  contribute  to 
heavy  redemptions  during  periods  of 
stress.  This  lack  of  investor 
understanding  and  complete 
transparency  can  come  from  several 
different  sources. 

First,  if  investors  do  not  know  a 
fund’s  shadow  price  and/or  its 
underlying  portfolio  holdings  (or  if 
previous  disclosures  of  this  information 
are  no  longer  accurate),  investors  may 
not  be  able  to  fully  understand  the 
degree  of  risk  in  the  underlying 
portfolio."*®  In  such  an  environment,  a 
default  of  a  large-scale  commercial 
paper  issuer,  such  as  a  bank  holding 
company,  could  accelerate  redemption 
activity  across  many  funds  because 
investors  may  not  know  which  funds  (if 
any)  hold  defaulted  securities.  Investors 
may  respond  by  initiating  redemptions 
to  avoid  potential  rather  than  actual 
losses  in  a  “flight  to  transparency.^®” 


The  Financial  Stability  Oversight  Council 
(“FSOC”),  in  formulating  possible  money  market 
reform  recommendations,  solicited  and  received 
comments  from  the  public  (FSOC  Comment  File, 
File  No.  FSOC-201 2-0003,  available  at  http:// 
m\'w.regulations.gov/tt!docketDetail;D=FSOC-2012- 
0003),  some  of  which  have  made  similar 
observations  about  the  concentration  and  size  of 
money  market  fund  holdings.  See,  e.g..  Comment 
Letter  of  Harvard  Business  School  Professors 
Samuel  Hanson,  David  Scharfstein,  &  Adi 
Sunderam  (Jan.  8,  2013)  (“Harvard  Business  School 
FSOC  Comment  Letter”)  (noting  that  “prime  MMFs 
mainly  invest  in  money-market  instruments  issued 
by  large,  global  banks”  and  providing  information 
about  the  size  of  the  holdings  of  “the  50  largest  non¬ 
government  issuers  of  money  market  instruments 
held  by  prime  MMFs  as  of  May  2012”). 

■*“  See,  e.g.,  DERA  Study,  supra  note  24,  at  31 
(stating  that  although  disclosures  on  Form  N-MFP 
have  improved  fund  transparency,  “it  must  be 
remembered  that  funds  file  the  form  on  a  monthly 
basis  with  no  interim  updates,”  and  that  “|t]he 
Commission  also  makes  the  information  public 
with  a  60-day  lag,  which  may  cause  it  to  be  stale”). 
As  discussed  in  section  III.E.9.C,  a  number  of  money 
market  funds  have  begun  voluntarily  disclosing 
information  about  their  portfolio  assets,  liquidity, 
and  shadow  NAV  on  a  more  frequent  basis  than 
required,  in  part  to  address  investor  concerns 
regarding  the  staleness  of  information  about  fund 
holdings.  The  final  amendments  we  are  adopting 
today  include  a  number  of  regulatory  requirements 
designed  to  enhance  transparency  of  money  market 
risks,  including  daily  disclosure  of  liquid  assets, 
shareholder  flows,  current  NAV  and  shadow  NAV 
on  fund  Web  sites,  and  elimination  of  the  60  day 
lag  on  public  disclosure  of  Form  N-MFP  data.  See 
infra  section  IIl.G.l. 

See  Nicola  Gennaioli,  Andrei  Shleifer  &  Robert 
Vishny,  Neglected  Risks,  Financial  Innovation,  and 
Financial  Fragility,  104  J.  Fin.  Econ.  453  (2012)  (“A 
small  piece  of  news  that  brings  to  investors’  minds 

Continued 
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Because  many  money  market  funds  hold 
securities  from  the  same  issuer, 
investors  may  respond  to  a  lack  of 
transparency  about  specific  fund 
holdings  by  redeeming  assets  from 
funds  that  are  believed  to  be  holding  the 
same  or  highly  correlated  positions. 

Second,  money  market  funds’ 
sponsors  on  a  number  of  occasions  have 
voluntarily  chosen  to  provide  financial 
support  for  their  money  market  funds. 
The  reasons  that  sponsors  have  done  so 
include  keeping  a  fund  from  re-pricing 
below  its  stable  value,  protecting  the 
sponsors’  reputations  or  brands,  and 
increasing  a  fund’s  shadow  price  if  its 
sponsor  believes  investors  avoid  funds 
that  have  low  shadow  prices.  Prior  to 
the  changes  that  we  are  adopting  today, 
funds  were  not  required  to  disclose 
instances  of  sponsor  support  outside  of 
financial  statements;  as  a  result,  sponsor 
support  has  not  been  fully  transparent 
to  investors  and  this,  in  turn,  may  have 
lessened  some  investors’  understanding 
of  the  risk  in  money  market  funds. 


the  previously  unattended  risks  catches  them  by 
surprise  and  causes  them  to  drastically  revise  their 
valuations  of  new  securities  and  to  sell  them.  .  . 
When  Investors  realize  that  the  new  securities  are 
false  substitutes  for  the  traditional  ones,  they  fly  to 
safety,  dumping  these  securities  on  the  market  and 
buying  the  truly  safe  ones.”). 

See  Comment  Letter  of  Federal  Reserve  of 
Boston  (Sept.  12,  2013)  (“Boston  Federal  Reserve 
Comment  Letter”)  ("Investors  in  other  MMMFs  may 
in  turn  run  if  they  perceive  that  their  funds  are 
.similar  (e.g.  similar  portfolio  composition,  similar 
maturity  profile,  similar  investor  concentration)  to 
the  fund  that  experienced  the  initial  run.”);  see 
infra  notes  58-59  and  accompanying  text.  Based  on 
Form  N-MFP  data  as  of  February  28,  2014,  there 
were  27  different  issuers  whose  securities  were  held 
by  more  than  100  prime  money  market  funds. 

In  the  Proposing  Release  we  requested 
comment  on  amending  rule  17a-9  (which  allows  for 
discretionary  support  of  money  market  funds  by 
their  sponsors  and  other  affiliates)  to  potentially 
restrict  the  practice  of  sponsor  support,  but  did  not 
propose  any  specific  changes.  Most  commenters 
who  addressed  our  request  for  comment  on 
amending  rule  17a-9  opposed  making  any  changes 
to  rule  17a-9,  arguing  that  the  transactions 
facilitated  by  the  rule  are  in  the  best  interests  of  the 
shareholders.  See  Comment  Letter  of  the  Investment 
Company  Institute  (Sept  17,  2013)  (“ICI  Comment 
Letter”);  Comment  Letter  of  the  Dreyfus  Corporation 
(Sept.  17,  2013)  (“Dreyfus  Comment  Letter”); 
Comment  Letter  of  American  Bar  Association 
Business  Law  Section  (Sept.  30,  2013)  (“ABA 
Business  Law  Comment  Letter”).  One  commenter 
supported  amending  rule  17a-9,  arguing  that  these 
transactions  can  result  in  shareholders  having 
unjustified  expectations  of  future  support  being 
provided  by  sponsors.  Comment  Letter  of  HSBC 
Global  Asset  Management  (Sept.  17,  2013)  (“HSBC 
Comment  Letter”).  In  light  of  these  comments,  we 
are  not  amending  rule  17a-9  at  this  time.  See  also 
infra  section  111. E. 7. a. 

See,  e.g.,  HSBC  Comment  Letter  (“|A]  level  of 
ambiguity  about  who  owns  the  risk  when  investing 
in  a  MMF  has  developed  amongst  some  investors. 
Some  investors  have  been  encouraged  to  expect 
sponsors  to  support  their  MMFs.  Such  expectations 
cannot  be  enforced,  since  managers  are  under  no 
obligation  to  support  their  funds,  and  consequently 
leads  some  investors  to  misunderstand  and 


Instances  of  discretionary  sponsor 
support  were  relatively  common  during 
the  financial  crisis.  For  example,  during 
the  period  from  September  16,  2008  to 
October  1,  2008,  a  number  of  money 
market  fund  sponsors  purchased  large 
amounts  of  portfolio  securities  from 
their  money  market  funds  or  provided 
capital  support  to  the  funds  (or  received 
staff  no-action  assurances  in  order  to 
provide  support). the  financial 
crisis  is  not  the  only  instance  in  which 
some  money  market  funds  have  come 
under  strain,  although  it  is  unique  in  the 
number  of  money  market  funds  that 
requested  or  received  sponsor 
support.^**  As  noted  in  the  Proposing 
Release,  since  1989,  11  other  financial 
events  have  been  sufficiently  adverse 
that  certain  fund  sponsors  chose  to 
provide  support  or  to  seek  staff  no¬ 
action  assLurances  in  order  to  provide 
support,  potentially  affecting  158 
different  money  market  funds. 

Finally,  the  government  assistance 
provided  to  money  market  funds  during 
the  financial  crisis  may  have 
contributed  to  investors’  perceptions 
that  the  risk  of  loss  in  money  market 
funds  is  low. 56  if  investors  perceive  that 


misprice  the  risks  they  are  subject  to.”)  (emphasis 
in  original). 

Our  staff  estimated  that  during  the  period  from 
August  2007  to  December  31,  2008,  almost  20%  of 
all  money  market  funds  received  some  support  (or 
staff  no-action  assurances  concerning  support)  from 
their  money  managers  or  their  affiliates.  We  note 
that  not  all  such  support  required  no-action 
assurances  from  Commission  staff  (for  example, 
fund  affiliates  were  able  to  purchase  defaulted 
Lehman  Brothers  securities  from  fund  portfolios 
under  rule  17a-9  under  the  Investment  Company 
Act  without  the  need  for  any  no-action  assurances). 
See,  e.g.,  http://nn^'w. sec.gov/divisions/investrnent/ 
ini-noaction.shtmitt money.  Commission  staff 
provided  no-action  assurances  to  100  money  market 
funds  in  18  different  fund  groups  so  that  the  fund 
groups  could  enter  into  such  arrangements. 
Although  a  number  of  advisers  to  money  market 
funds  obtained  staff  no-action  assurances  in  order 
to  provide  sponsor  support,  several  did  not 
subsequently  provide  the  support  because  it  was 
not  necessary.  See,  e.g..  Comment  Letter  of  the 
Dreyfus  Corporation  (Aug.  7,  2012)  (available  in 
F'ile  No.  4  619)  (“Dreyfus  III  Comment  Letter”) 
(stating  that  no-action  relief  to  provide  sponsor 
support  “was  sought  by  many  money  funds  as  a 
precautionary’  measure”). 

5“*  See  Moody’s  Investors  Service  Special 
Comment,  Sponsor  Support  Key  to  Money  Market 
Funds  (Aug.  9,  2010)  (“Moody’s  Sponsor  Support 
Report”).  Interest  rate  changes,  issuer  defaults,  and 
credit  rating  downgrades  can  lead  to  significant 
valuation  losses  for  individual  funds. 

55  See  Proposing  Release,  supra  note  25,  at  section 
II. B. 3.  We  note,  as  discussed  more  fully  in  the 
Proposing  Release,  that  although  these  events 
affected  money  market  funds  and  their  sponsors, 
there  is  no  evidence  that  these  events  caused 
systemic  problems,  most  likely  because  the  events 
were  isolated  either  to  a  single  entity  or  class  of 
security  and  because  sponsor  support  prevented 
any  funds  from  breaking  the  buck. 

55  For  a  further  discussion  of  issues  related  to 
money  market  fund  sponsor  support  and  its  effect 
on  investors’  perception,  see  Proposing  Release, 
supra  note  25,  at  nn. 60-61  and  accompanying  text. 


money  market  funds  have  an  implicit 
government  guarantee,  they  may  believe 
that  money  market  funds  are  safer 
investments  than  they  in  fact  are  and 
may  underestimate  the  potential  risk  of 

loss. 57 

C.  Effects  on  Other  Money  Market 
Funds,  Investors,  and  the  Short-Term 
Financing  Markets 

In  this  section,  we  discuss  how  stress 
at  one  money  market  fund  can  be 
positively  correlated  across  money 
market  funds  in  at  least  two  ways.  Some 
market  observers  have  noted  that  if  a 
money  market  fund  suffers  a  loss  on  one 
of  its  portfolio  securities — whether 
because  of  a  deterioration  in  credit 
quality,  for  example,  or  because  the 
fimd  sold  the  security  at  a  discount  to 
its  amortized-cost  value — other  money 
market  funds  holding  the  same  security 
may  have  to  reflect  the  resultant 
discounts  in  their  shadow  prices.58  Any 
resulting  decline  in  the  shadow  prices 
of  other  funds  could,  in  turn,  lead  to  a 
contagion  effect  that  could  spread  even 
further  as  investors  run  from  money 
market  funds  in  general.  For  example, 
some  commenters  have  observed  that 
many  money  market  fund  holdings  tend 
to  be  highly  correlated,  making  it  more 
likely  that  multiple  money  market  funds 
will  experience  contemporaneous 
decreases  in  shadow  prices. 5^ 

As  discussed  above,  in  times  of  stress, 
if  investors  do  not  wish  to  be  exposed 
to  a  distressed  issuer  (or  correlated 
issuers)  but  do  not  know  which  money 
market  funds  own  these  distressed 
securities  at  any  given  time,  investors 
may  redeem  from  any  money  market 
fund  that  could  own  the  security  [e.g., 
redeeming  from  all  prime  funds). 6“  A 


57  See,  e.g.,  HSBC  Comment  Letter. 

58  See  generally  Douglas  W.  Diamond  &  Raghuram 
G.  Rajan,  Fear  of  Fire  Sales,  Illiquidity  Seeking,  and 
Credit  Freezes,  126  Q.  J.  Econ.  557  (May  2011);  Fire 
Sales,  supra  note  37;  Markus  Brunnermeier,  et  al.. 
The  Fundamental  Principles  of  Financial 
Regulation,  in  Geneva  Reports  on  the  World 
Economy  1 1  (2009). 

58  See,  e.g.,  Boston  Federal  Reserve  Comment 
letter  (discussing  the  relative  homogeneity  of 
money  market  funds  holdings,  and  noting  that  as 
of  the  end  of  June  2013,  the  20  largest  corporate 
issuers  accounted  for  approximately  44  percent  of 
prime  money  market  funds’  assets);  Comment  Letter 
of  Americans  for  Financial  Reform  (Sept.  17,  2013) 
(“Americans  for  Fin.  Reform  Comment  Letter”) 
(discussing  a  study  estimating  that  97  percent  of 
non-governmental  assets  of  prime  money  market 
funds  consists  of  financial  sector  commercial 
paper);  Comment  Letter  of  Better  Markets,  Inc.  (Feb. 
15,  2013)  (available  in  File  No.  FSOC-201 2-0003) 
(“Better  Markets  FSOC  Comment  Letter”)  (agreeing 
with  FSOC’s  analysis  and  stating  that  “MMFs  tend 
to  have  similar  exposures  due  to  limits  on  the 
nature  of  permitted  investments.  As  a  result,  losses 
creating  instability  and  a  crisis  of  confidence  in  one 
MMF  are  likely  to  affect  other  MMFs  at  the  same 
time.”). 

58  See,  e.g.,  Wermers  Study,  supra  note  35  (based 
on  an  empirical  analysis  of  data  from  the  2008  run 
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fund  that  did  not  own  the  security  and 
was  not  otherwise  under  stress  could 
nonetheless  experience  heavy 
redemptions  which,  as  discussed  above, 
could  themselves  ultimately  cause  the 
fund  to  experience  losses  if  it  does  not 
have  adequate  liquidity. 

As  was  experienced  oy  money  market 
funds  during  the  financial  crisis, 
liquidity-induced  contagion  may  have 
negative  effects  on  investors  and  the 
markets  for  short-term  financing  of 
corporations,  banks,  and  governments. 
This  is  in  large  part  because  of  the 
significance  of  money  market  funds’ 
role  in  the  short-term  financing 
markets.61  Indeed,  money  market  funds 
had  experienced  steady  growth  before 
the  financial  crisis,  driven  in  part  by 
grovvdh  in  the  size  of  institutional  cash 
pools,  which  grew  from  under  $100 
billion  in  1990  to  almost  $4  trillion  just 
before  the  financial  crisis. Money 
market  funds’  suitability  for  cash 
management  operations  also  has  made 
them  popular  among  corporate 
treasurers,  municipalities,  and  other 
institutional  investors,  some  of  which 
rely  on  money  market  funds  for  their 
cash  management  operations  because 
the  funds  provide  diversified  cash 
management  more  efficiently  due  both 
to  the  scale  of  their  operations  and  the 
expertise  of  money  market  fund 
managers. For  example,  according  to 
one  sur\^ey,  approximately  16%  of 
organizations’  short-term  investments 
were  allocated  to  money  market  funds 
(and,  according  to  this  survey,  this 
figure  is  down  from  almost  40%  in  2008 
due  in  part  to  the  reallocation  of  cash 
investments  to  bank  deposits  following 
temporary  unlimited  Federal  Deposit 
Insmance  Corporation  deposit 
insmance  for  non-interest  bearing  bank 


on  money  market  funds,  finding  that,  during  2008, 
“Ifjunds  that  cater  to  institutional  investors,  which 
are  the  most  sophisticated  and  informed  investors, 
were  hardest  hit,”  and  that  "investor  flows  from 
money  market  funds  seem  to  have  been  driven  both 
by  strategic  externalities  .  .  .  and  information.”). 

See  infra  section  ltl.K.3  for  statistics  on  the 
types  and  percentages  of  outstanding  short-term 
debt  obligations  held  by  money  market  funds. 

“  See  Proposing  Release  supra  note  25,  at  nn.70- 
71. 

See,  e.g.,  U.S.  Securities  and  Exchange 
Commission,  Roundtable  on  Money  Market  Funds 
and  Systemic  Risk,  unofficial  transcript  (May  1 0, 
201 1 ),  available  at  http:/ /\v\vw. sec. gov/spotlight/ 
mmf-risk/mmf-risk-transcript-05  lOll.htm 
(“Roundtable  Transcript”)  (Kathryn  L.  Hewitt, 
Government  Finance  Officers  Association)  (“Most 
of  us  don't  have  the  time,  the  energy,  or  the 
resources  at  our  fingertips  to  analyze  the  credit 
quality  of  everj'  security  ourselves.  So  we’re  in 
essence,  by  going  into  a  pooled  fund,  hiring  that 
expertise  for  us  .  .  .it  gives  us  diversification,  it 
gives  us  immediate  cash  management  needs  where 
we  can  move  money  into  and  out  of  it,  and  it 
satisfies  much  of  our  operating  cash  investment 
opportunities.”);  see  also  Proposing  Release  supra 
note  25,  at  n.72. 


transaction  accounts,  which  expired  at 
the  end  of  2012).®“* 

Money  market  funds’  size  and 
significance  in  the  short-term  markets, 
together  with  their  features  that  can 
create  an  incentive  to  redeem  as 
discussed  above,  have  led  to  concerns 
that  money  market  funds  may 
contribute  to  systemic  risk.  Heavy 
redemptions  from  money  market  funds 
during  periods  of  financial  stress  can 
remove  liquidity  from  the  financial 
system,  potentially  disrupting  other 
markets.  Issuers  may  have  difficulty 
obtaining  capital  in  the  short-term 
markets  during  these  periods  because 
money  market  funds  are  focused  on 
meeting  redemption  requests  through 
internal  liquidity  generated  either  from 
matming  securities  or  cash  from 
subscriptions,  and  thus  may  be 
purchasing  fewer  short-term  debt 
obligations.®®  To  the  extent  that 
multiple  money  market  funds 
experience  heavy  redemptions,  the 
negative  effects  on  the  short-term 
markets  can  be  magnified.  Money 
market  funds’  experience  during  the 
financial  crisis  illustrates  the  impact  of 
heavy  redemptions,  as  we  discuss  in 
more  detail  below. 

Heavy  redemptions  in  money  market 
funds  may  disproportionately  affect 
slow-moving  shareholders  because,  as 


See  2013  Association  for  Financial 
Professionals  Liquidity  Survey,  at  15,  available  at 
http://i\'\\’w.afponline.org/liquidity  (subscription 
required)  (“2013  AFP  Liquidity  Sur\'ey”).  The  size 
of  this  allocation  to  money  market  funds  is  down 
substantially  from  prior  years.  For  example,  prior 
AFP  Liquidity  Sur\'eys  show  higher  allocations  of 
organizations’  short-term  investments  to  money 
market  funds:  almost  40%  in  the  2008  survey, 
approximately  25%  in  the  2009  and  2010  surv'eys, 
almost  30%  in  the  2011  survey,  and  16%  in  the 
2012  survey.  This  shift  has  largely  reflected  a  re¬ 
allocation  of  cash  investments  to  bank  deposits, 
which  rose  from  representing  25%  of  organizations’ 
short-term  investment  allocations  in  the  2008 
Association  for  Financial  Professionals  Liquidity 
Survey,  available  at  http://www.afponline.org/pub/ 
pdf/2008_Liquidity_Survey.pdf  (“2008  AFP 
Liquidity  Survey”),  to  50%  of  organizations’  short¬ 
term  investment  allocations  in  the  2013  survey.  The 
201 2  survey  noted  that  some  of  this  shift  has  been 
driven  by  the  temporary  unlimited  FDIC  deposit 
insurance  coverage  for  non-interest  bearing  bank 
transaction  accounts  (which  expired  at  the  end  of 
2012)  and  in  which  assets  have  remained  despite 
the  expiration  of  the  insurance.  See  2013  AFP 
Liquidity  Survey.  As  of  Februarj'  28,  2014, 
approximately  67%  of  money  market  fund  assets 
were  held  in  money  market  funds  or  share  classes 
intended  to  be  sold  to  institutional  investors 
according  to  iMoneyNet  data.  All  of  the  AFP 
Liquidity  Surveys  are  available  at  http:// 
m^'w.  afponline.  org. 

“5  See  supra  text  preceding  and  accompanying 
note  36.  Although  money  market  funds  also  can 
build  liquidity  internally  by  retaining  (rather  than 
investing)  cash  from  investors  purchasing  shares, 
this  is  not  likely  to  be  a  material  source  of  liquidity 
for  a  distressed  money  market  fund  experiencing 
hea\'y  redemptions  as  a  stressed  fund  may  be 
unlikely  to  be  receiving  significant  investor 
purchases  during  such  a  time. 


discussed  further  below,  redemption 
data  from  the  financial  crisis  show  that 
some  institutional  investors  are  likely  to 
redeem  from  distressed  money  market 
funds  far  more  quickly  than  other 
investors  and  to  redeem  a  greater 
percentage  of  their  prime  fund 
holdings.®®  This  likely  is  because  some 
institutional  investors  generally  have 
more  capital  at  stake,  along  with 
sophisticated  tools  and  professional 
staffs  to  monitor  risk.  Because  of  their 
proportionally  larger  investments,  just  a 
few  institutional  investors  submitting 
redemption  requests  may  have  a 
significant  effect  on  a  money  market 
fund’s  liquidity,  while  it  may  take  many 
more  retail  investors,  with  their 
typically  smaller  investments  sizes,  to 
cause  similar  negative  consequences. 
Slower-to-redeem  shareholders  may  be 
harmed  because,  as  discussed  above, 
redemptions  at  a  money  market  fund 
can  concentrate  existing  losses  in  the 
fund  or  create  new  losses  if  the  fund 
must  sell  assets  at  a  discount  to  obtain 
liquidity  to  satisfy  redemption  requests. 
In  both  cases,  redemptions  leave  the 
fund’s  portfolio  more  likely  to  lose 
value,  to  the  detriment  of  slower-to- 
redeem  investors.®^  Retail  investors — 
who  tend  to  be  slower  moving — also 
could  be  harmed  if  market  stress  begins 
at  an  institutional  money  market  fund 
and  spreads  to  other  funds,  including 
funds  composed  solely  or  primarily  of 
retail  investors.®® 

D.  The  Financial  Crisis 

The  financial  crisis  in  many  respects 
demonstrates  the  various  considerations 
discussed  above  in  sections  B  and  C, 
including  the  potential  implications  and 
harm  associated  with  heavy  redemption 


See  Money  Market  Fund  Reform,  Investment 
Company  Act  Release  No.  28807  ()une  30,  2009)  |74 
FR  32688  ()uly  8,  2009)1  (“2009  Proposing 
Release”),  at  nn.46-48  and  178  and  accompanying 
text. 

See,  e.g.,  DERA  Study,  supra  note  24,  at  10 
(“Investor  redemptions  during  the  financial  crisis, 
particularly  after  Lehman’s  failure,  were  heaviest  in 
institutional  share  classes  of  prime  money  market 
funds,  which  typically  hold  securities  that  are 
illiquid  relative  to  government  funds.  It  is  possible 
that  sophisticated  investors  took  advantage  of  the 
opportunity  to  redeem  shares  to  avoid  losses, 
leaving  less  sophisticated  investors  (if  co-mingled) 
to  bear  the  losses.”). 

““As  discussed  further  below,  retail  money 
market  funds  experienced  a  lower  level  of 
redemptions  in  2008  than  institutional  money 
market  funds,  although  the  full  predictive  power  of 
this  empirical  evidence  is  tempered  by  the 
introduction  of  the  Department  of  Treasurj'’s 
(“Treasurj'  Department”)  temporary  guarantee 
program  for  money  market  funds,  which  may  have 
prevented  heavier  shareholder  redemptions  among 
generally  slower-to-redeem  retail  investors.  See 
infra  note  80. 
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from  money  market  funds.®®  On 
September  16,  2008,  the  day  after 
Lehman  Brothers  Holdings  Inc. 
announced  its  bankruptcy.  The  Reserve 
Fund  announced  that  its  Primary 
Fund — which  held  a  $785  million  (or 
1.2%  of  the  fund’s  assets)  position  in 
Lehman  Brothers  commercial  paper — 
would  “break  the  buck”  and  price  its 
securities  at  $0.97  per  share. At  the 
same  time,  there  was  turbulence  in  the 
market  for  financial  sector  securities  as 
a  result  of  other  financial  company 
stresses,  including,  for  example,  the 
near  failure  of  American  International 
Group  (“AIG”),  whose  commercial 
paper  was  held  by  many  prime  money 
market  funds. 

Heavy  redemptions  in  the  Reserve 
Primary  Fund  were  followed  by  heavy 
redemptions  from  other  Reserve  money 
market  funds, gnd  soon  other 


See  generally  UERA  Study,  supra  note  24,  at 
section  3.  See  also  2009  Proposing  Release  supra 
note  66,  at  section  l.D. 

Sec  also  2009  Proposing  Release,  supra  note  66, 
at  n.44  and  accompanying  text.  We  note  that  the 
Reserve  Primary  Fund’s  assets  have  been  returned 
to  shareholders  in  several  distributions  made  over 
a  number  of  years.  We  understand  that  assets 
returned  constitute  approximately  99%  of  the 
fund’s  assets  as  of  the  close  of  business  on 
September  15,  2008,  including  the  income  earned 
during  the  liquidation  period.  See,  e.g.. 

Consolidated  Class  Action  Complaint,  In  He  The 
Reserve  Primary  Fund  Sec.  &  Derivative  Class 
Action  Litig.,  No.  08-CV-8060-PGG  (S.D.N.Y.  Jan. 

5,  2010).  A  class  action  suit  brought  on  behalf  of 
the  Reserve  Fund  shareholders  was  settled  in  201 3. 
See  Nate  Raymond,  Settlement  Reached  in  Reserve 
Primary  Fund  Lawsuit,  Reuters  (Sept.  7,  2013) 
available  at  http://ivww.rcuters.com/article/2013/ 
09/07/us-rcserveprimary-lawsuit- 
idUSRRE98604Q201 30907. 

In  addition  to  Lehman  Brothers  and  AIG,  there 
were  other  stresses  in  the  market  as  well,  as 
discussed  in  greater  detail  in  the  DERA  Study.  See 
generally  UERA  Study,  supra  note  24,  at  section  3. 

See  2009  Proposing  Release,  supra  note  66,  at 
section  l.D. 


institutional  prime  money  market  funds 
also  began  to  experience  heavy 
redemptions.^®  During  the  week  of 
September  15,  2008  (the  week  that 
Lehman  Brothers  announced  it  was 
filing  for  bankruptcy),  investors 
withdrew  approximately  $300  billion 
from  prime  money  market  funds  or  14% 
of  the  assets  in  those  funds. During 
that  time,  fearing  further  redemptions, 
money  market  fund  managers  began  to 
retain  cash  rather  than  invest  in 
commercial  paper,  certificates  of 
deposit,  or  other  short-term 
instruments.^®  Short-term  financing 
markets  froze,  impairing  access  to 
credit,  and  those  who  were  still  able  to 
access  short-term  credit  often  did  so 
only  at  overnight  maturities.’’® 


See  DERA  Study,  supra  note  24,  at  section  3. 

See  Investment  Gompany  Institute,  Report  of 
the  Money  Market  Working  Group,  at  62  (Mar.  17, 
2009),  available  athttp:// www.ici.org/pdf/ppr_09_ 
mmwg.pdf  ("ICl  Report”)  (analyzing  data  from 
iMoneyNet).  The  latter  figure  describes  aggregate 
redemptions  from  all  prime  money  market  funds. 
Some  money  market  hands  had  redemptions  well  in 
excess  of  14%  of  their  assets.  Based  on  iMoneyNet 
data  (and  excluding  the  Reserve  Primary  Fund),  the 
maximum  weekly  redemptions  from  a  money 
market  fund  during  the  financial  crisis  was  over 
64%  of  the  fund’s  assets. 

See  Philip  Swagel,  ’’The  Financial  Crisis:  An 
Inside  View,”  Brookings  Papers  on  Economic 
Activity,  at  31  (Spring  2009)  (conference  draft), 
available  at  http://wvin\'.brookings.edu/~/media/ 
projccts/bpea/spring%202009/ 
2009a_bpea_swagel.pdf,  Christopher  Condon  & 
Bryan  Keogh,  Funds’  Flight  from  Commercial  Paper 
Forced  Fed  Move,  Bloomberg,  Oct.  7,  2008, 
available  at  http://\\'ViW.bloomberg.com/apps/ 
news?pid=newsarchive6-sid=a5hvnKFCC  pQ. 

^'*See  2009  Proposing  Release,  supra  note  66,  at 
nn. 51-53  &  65-68  and  accompanying  text  (citing  to 
minutes  of  the  Federal  Open  Market  Committee, 
news  articles.  Federal  Reserve  Board  data  on 
commercial  paper  spreads  over  Treasury'  bills,  and 
books  and  academic  articles  on  the  financial  crisis). 
Gommenters  have  stated  that  money  market  funds 
were  not  the  only  investors  in  the  short-term 


Figure  1,  below,  provides  context  for 
the  redemptions  that  occurred  during 
the  financial  crisis.  Specifically,  it 
shows  daily  total  net  assets  over  time, 
where  the  vertical  line  indicates  the 
date  that  Lehman  Brothers  filed  for 
bankruptcy,  September  15,  2008. 
Investor  redemptions  during  the 
financial  crisis,  particularly  after 
Lehman’s  failure,  were  heaviest  in 
institutional  share  classes  of  prime 
money  market  funds,  which  typically 
hold  securities  that  are  less  liquid  and 
of  lower  credit  quality  than  those 
typically  held  by  government  money 
market  funds.  The  figure  shows  that 
institutional  share  classes  of 
government  money  market  funds,  which 
include  Treasury  and  government 
funds,  experienced  heavy  inflows. 

The  aggregate  level  of  retail  investor 
redemption  activity,  in  contrast,  was  not 
particularly  high  during  September  and 
October  2008,  as  shown  in  Figure  1.^® 


financing  markets  that  reduced  or  halted 
investment  in  commercial  paper  and  other  riskier 
short-term  debt  securities  during  the  financial 
crisis.  See,  e.g..  Comment  Letter  of  Investment 
Gompany  Institute  (Jan.  24,  2013)  (available  in  File 
No.  FSOC-201 2-0003)  ("ICI  Jan.  24  FSOC  Comment 
Letter”). 

As  discussed  in  section  Ill.C.l  government 
money  market  funds  historically  have  faced 
different  redemption  pressures  in  times  of  stress 
and  have  different  risk  characteristics  than  other 
money  market  funds  because  of  their  unique 
portfolio  composition,  which  typically  have  lower 
credit  default  risk  and  greater  liquidity  than  non¬ 
government  portfolio  securities  typically  held  by 
money  market  funds. 

We  understand  that  iMoneyNet  differentiates 
retail  and  institutional  money  market  funds  based 
on  factors  sucb  as  minimum  initial  investment 
amount  and  how  the  fund  provider  self-categorizes 
the  fund,  which  does  not  necessarily  correlate  with 
how  we  define  retail  funds  in  this  Release. 
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Figure  1 


Daily  Total  Net  Asset  Values 


On  September  19,  2008,  the  U.S. 
Department  of  the  Treasury  (“Treasury 
Department”)  announced  a  temporarj^ 
guarantee  program  (“Temporary 
Guarantee  Program”),  which  would  use 
the  $50  billion  Exchange  Stabilization 
Fund  to  support  more  than  $3  trillion  in 
shares  of  money  market  funds,  and  the 
Board  of  Governors  of  the  Federal 
Reserve  System  authorized  the 
temporary  extension  of  credit  to  banks 
to  finance  their  purchase  of  high-quality 
asset-backed  commercial  paper  from 
money  market  funds. These  programs 
successfully  slowed  redemptions  in 
prime  money  market  funds  and 
provided  additional  liquidity  to  money 
market  funds.  As  discussed  in  the 
Proposing  Release,  the  disruptions  to 
the  short-term  markets  detailed  above 
could  have  continued  for  a  longer 
period  of  time  but  for  these  programs. 

E.  Examination  of  Money  Market  Fund 
Regulation  Since  the  Financial  Crisis 

1.  The  2010  Amendments 

After  the  events  of  the  financial  crisis, 
in  March  2010,  we  adopted  a  number  of 
amendments  to  rule  2a-7.®^  These 
amendments  were  designed  to  make 
money  market  funds  more  resilient  by 
reducing  the  interest  rate,  credit,  and 
liquidity  risks  of  fund  asset  portfolios. 


See  2009  Proposing  Release,  supra  note  66,  at 
nn. 55-59  and  accompanying  text  for  a  fuller 
description  of  the  various  forms  of  governmental 
assistance  provided  to  money  market  funds  during 
this  time. 

BO  See  Proposing  Release  supra  note  25  at  n.91. 

2010  Adopting  Release,  supra  note  17. 

“2  Commenters  have  noted  the  importance  of  the 
2010  reforms  in  enhancing  the  resiliency  of  money 


More  specifically,  the  amendments 
decreased  money  market  funds’  credit 
risk  exposure  by  further  restricting  the 
amount  of  lower  quality  securities  that 
funds  can  hold.®^  The  amendments,  for 
the  first  time,  also  required  that  money 
market  funds  maintain  liquidity  buffers 
in  the  form  of  specified  levels  of  daily 
and  weekly  liquid  assets.®^  These 


market  funds.  See,  e.g.,  Comment  Letter  of  Invesco 
Ltd.  (Sept.  17,  2013)  (“Invesco  Comment  Letter”) 
(“In  evaluating  the  reforms  contained  in  the 
Proposed  Rule  it  is  also  important  to  take  into 
account  the  significant  impact  of  the  reforms 
implemented  by  the  Commission  in  2010,  which 
amounted  to  a  comprehensive  overhaul  of  the 
regulatory  framework  governing  MMFs.”). 

83  Specifically,  the  amendments  placed  tighter 
limits  on  a  money  market  fund’s  abilitj'  to  acquire 
“second  tier”  securities  by  (1)  restricting  a  money 
market  fund  from  investing  more  than  3%  of  its 
assets  in  second  tier  securities  (rather  than  the 
previous  limit  of  5%),  (2)  restricting  a  money 
market  fund  from  investing  more  than  V2  of  1%  of 
its  assets  in  second  tier  securities  issued  by  any 
single  issuer  (rather  than  the  previous  limit  of  the 
greater  of  1%  or  Si  million),  and  (3)  restricting  a 
money  market  fund  from  buying  second  tier 
securities  that  mature  in  more  than  45  days  (rather 
than  the  previous  limit  of  397  days).  See  rule  2a- 
7(c)(3)(il)  and  (c)(4)(i)(C).  Second  tier  securities  are 
eligible  securities  that,  if  rated,  have  received  other 
than  the  highest  short-term  term  debt  rating  from 
the  requisite  NRSROs  or,  if  unrated,  have  been 
determined  by  the  fund’s  board  of  directors  to  be 
of  comparable  quality.  See  current  rule  2a-7(a)(24) 
(defining  “second  tier  security”);  cirrrent  rule  2a- 
7(a)(12)  (defining  “eligible  security”);  current  rule 
2a-7(a)(23)  (defining  “requisite  NRSROs”).  Today, 
in  a  companion  release,  we  are  also  re-proposing  to 
remove  NRSRO  rating  references  from  rule  2a-7 
and  Form  N-MFP. 

The  requirements  are  that,  for  all  taxable 
money  market  funds,  at  least  1 0%  of  assets  must  be 
in  cash,  U.S.  Treasury  securities,  or  securities  that 
convert  into  cash  (e.g.,  mature)  within  one  day  and, 
for  all  money  market  funds,  at  least  30%  of  assets 
must  be  in  cash,  U.S.  Treasury  securities,  certain 
other  Government  securities  with  remaining 


liquidity  buffers  provide  a  source  of 
internal  liquidity  and  are  intended  to 
help  funds  withstand  high  levels  of 
redemptions  during  times  of  market 
illiquidity.  The  amendments  also  reduce 
money  market  funds’  exposure  to 
interest  rate  risk  by  decreasing  the 
maximum  weighted  average  maturities 
of  fund  portfolios  from  90  to  60  days.®® 

In  addition  to  reducing  the  risk  profile 
of  the  underlying  money  market  fund 
portfolios,  the  reforms  increased  the 
amount  of  information  that  money 
market  funds  are  required  to  report  to 
the  Commission  and  the  public.  Money 
market  funds  are  now  required  to 
submit  to  the  Commission  monthly 
information  on  their  portfolio  holdings 
using  Form  N-MFP.®®  This  information 
allows  the  Commission,  investors,  and 
third  parties  to  monitor  compliance 
with  rule  2a-7  and  to  better  understand 
and  monitor  the  underlying  risks  of 
money  market  fund  portfolios.  Money 
market  funds  also  are  now  required  to 
post  portfolio  information  on  their  Web 
sites  each  month,  providing  investors 
with  important  information  to  help 
them  make  better-informed  investment 
decisions.®^ 

Finally,  the  2010  amendments  require 
money  market  funds  to  undergo  stress 
tests  under  the  direction  of  the  board  of 


maturities  of  60  days  or  less,  or  securities  that 
convert  into  cash  within  one  week.  See  current  rule 
2a-7(c)(5)(ii)  and  (iii). 

85  The  2010  amendments  also  introduced  a 
weighted  average  life  requirement  of  120  days, 
which  limits  the  money  market  fund’s  ability  to 
invest  in  longer-term  floating  rate  securities.  See 
current  rule  2a-7(c)(2)(ii)  and  (iii). 

88  See  current  rule  30bl-7. 

87  See  current  rule  2a-7(c)(12). 
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directors  on  a  periodic  basis. Under 
this  stress  testing  requirement,  each 
fund  must  periodically  test  its  ability  to 
maintain  a  stable  NAV  per  share  based 
upon  certain  hypothetical  events, 
including  an  increase  in  short-term 
interest  rates,  an  increase  in  shareholder 
redemptions,  a  downgrade  of  or  default 
on  portfolio  securities,  and  widening  or 
narrowing  of  spreads  between  yields  on 
an  appropriate  benchmark  selected  by 
the  fund  for  overnight  interest  rates  and 
commercial  paper  and  other  types  of 
securities  held  by  the  fund.  This  reform 
was  intended  to  provide  money  market 
fund  boards  and  the  Commission  a 
better  understanding  of  the  risks  to 
which  the  fund  is  exposed  and  give 
fund  managers  a  tool  to  better  manage 
those  risks. 

2.  The  Eurozone  Debt  Crisis  and  U.S. 
Debt  Ceiling  Impasses  of  2011  and  2013 

Several  significant  market  events 
since  our  2010  reforms  have  permitted 
us  to  evaluate  the  efficacy  of  those 
reforms.  Specifically,  in  the  summer  of 
2011,  the  Eurozone  sovereign  debt  crisis 
and  an  impasse  over  the  U.S. 
Government’s  debt  ceiling  unfolded, 
and  during  the  fall  of  2013  another  U.S. 
Government  debt  ceiling  impasse 
occurred. 

While  it  is  difficult  to  isolate  the 
effects  of  the  2010  amendments,  these 
events  highlight  the  potential  increased 
resilience  of  money  market  funds  after 
the  reforms  were  adopted.  Most 
significantly,  no  money  market  fund 
needed  to  re-price  below  its  stable  $1.00 
share  price.  As  discussed  in  greater 
detail  in  the  Proposing  Release,  as  a 
result  of  concerns  about  exposure  to 
European  financial  institutions,  in  the 
summer  of  2011,  prime  money  market 
funds  began  experiencing  substantial 
redemptions. But  unlike  September 
2008,  money  market  funds  did  not 
experience  meaningful  capital  losses  in 
the  summer  of  2011  (or  as  discussed 


See  current  rule  2a-7(c)(10)(v). 

See  2009  Proposing  Release,  supra  note  66,  at 
section  II.C.3. 

See  Proposing  Release  supra  note  25,  at  section 
11. D. 2;  DERA  Study,  supra  note  24,  at  32.  Assets 
held  by  prime  money  market  funds  declined  by 
approximately  SI  00  billion  (or  6%)  during  a  three- 
week  period  beginning  June  14,  2011.  Some  prime 
money  market  funds  had  redemptions  of  almost 
20%  of  their  assets  in  each  of  June,  July,  and  August 
2011,  and  one  fund  had  redemptions  of  23%  of  its 
assets  during  that  period  after  articles  began  to 
appear  in  the  financial  press  that  warned  of  indirect 
exposure  of  money  market  funds  to  Greece. 

Investors  purchased  shares  of  government  money 
market  funds  in  late  June  and  early  July  in  response 
to  these  concerns,  but  then  began  redeeming 
government  money  market  fund  shares  in  late  July 
and  early  August,  likely  as  a  result  of  concerns 
about  the  U.S.  debt  ceiling  impasse  and  possible 
ratings  downgrades  of  government  securities.  See 
Proposing  Release  supra  note  25,  at  section  II. D. 2. 


below,  in  the  fall  of  2013),  and  the 
funds’  shadow  prices  did  not  deviate 
significantly  from  the  funds’  stable 
share  prices.  Also  unlike  in  2008, 
money  market  funds  had  sufficient 
liquidity  to  satisfy  investors’ 
redemption  requests,  which  were 
submitted  at  a  lower  rate  and  over  a 
longer  period  than  in  2008,  suggesting 
that  the  2010  amendments  acted  as 
intended  to  enhance  the  resiliency  of 
money  market  funds. 

In  2013,  another  debt  ceiling  impasse 
took  place,®2  although  over  a  longer 
time  period  and  without  the  Eurozone 
crisis  as  a  backdrop.  During  the  worst 
two-week  period  of  the  2013  crisis, 
October  3rd  through  October  16th, 
government  and  treasury  money  market 
funds  experienced  combined  outflows 
of  $54.4  billion,  which  was  6.1%  of  total 
assets,  with  approximately  1.5%  of 
assets  flowing  out  of  these  funds  on 
October  11th,  the  single  worst  day  for 
outflows  of  the  2013  impasse. 
Importantly,  despite  these  outflows, 
fund  shadow  prices  were  largely 
unaffected  during  this  time  period. 

Once  the  impasse  was  resolved,  assets 
flowed  back  into  these  funds,  returning 
government  and  treasury  money  market 
funds  to  a  pre-crisis  asset  level  before 
the  end  of  the  year,  indicating  their 

resiliency. 

Although  money  market  funds’ 
experiences  differed  in  2008  and  in  the 
Eurozone  crisis,  the  heavy  redemptions 
money  market  funds  experienced  in 
both  periods  appear  to  have  negatively 
affected  the  markets  for  short-term 
financing  in  similar  ways.  Academics 
researching  these  issues  have  found,  as 
detailed  in  the  DERA  Study,  that 
“creditworthy  issuers  may  encounter 
financing  difficulties  because  of  risk 
taking  by  the  funds  from  which  they 
raise  financing’’;  “local  branches  of 
foreign  banks  reduced  lending  to  U.S. 
entities  in  2011”;  and  that  “European 
banks  that  were  more  reliant  on  money 
funds  experienced  bigger  declines  in 


DERA  Study,  supra  note  24,  at  33-34.  We  note 
that  the  redemptions  in  the  summer  of  2011  also 
did  not  take  place  against  the  backdrop  of  a  broader 
financial  crisis,  and  therefore  may  have  reflected 
more  targeted  concerns  by  investors  (concern  about 
exposure  to  the  Eurozone  and  U.S.  government 
securities  as  the  debt  ceiling  impasse  unfolded). 
Money  market  funds’  experience  in  2008,  in 
contrast,  may  have  reflected  a  broader  range  of 
concerns  as  reflected  in  the  DERA  Study,  vi'hich 
discusses  a  number  of  possible  explanations  for 
redemptions  during  the  financial  crisis.  Id.  at  7-13. 

See,  e.g.,  Money-Market  Funds  Shine  During 
Debt  Limit  Crisis  (10/25/2013),  available  at  http:// 
li'Viw.  imoneynet.  com/news/280.aspx. 

93  These  statistics  are  based  on  an  analysis  of 
information  from  Crane  Data.  See  also  infra  section 
III.C.l. 


dollar  lending.”  Thus,  while  such 
redemptions  often  exemplify  rational 
risk  management  by  money  market  fund 
investors,  they  can  also  have  certain 
contagion  effects  on  the  short-term 
financing  markets.  Again,  despite  these 
similar  effects,  the  2010  reforms 
demonstrated  that  money  market  funds 
are  potentially  more  resilient  today  than 
in  2008. 

3.  Continuing  Consideration  of  the  Need 
for  Additional  Reforms 

As  discussed  in  greater  detail  in  the 
Proposing  Release,  when  we  adopted 
the  2010  amendments,  we 
acknowledged  that  money  market  funds’ 
experience  during  the  financial  crisis 
raised  questions  of  whether  more 
fundamental  changes  to  money  market 
funds  might  be  warranted.®^  The  DERA 
Study,  discussed  throughout  this 
Release,  has  informed  our  consideration 
of  the  risks  that  may  be  posed  by  money 
market  funds  and  our  formulation  of 
today’s  final  rules  and  rule 
amendments.  The  DERA  Study 
contains,  among  other  things,  a  detailed 
analysis  of  our  2010  amendments  to  rule 
2a-7  and  some  of  the  amendments’ 
effects  to  date,  including  changes  in 
some  of  the  characteristics  of  money 
market  funds,  the  likelihood  that  a  fund 
with  the  maximum  permitted  weighted 
average  maturity  (“WAM”)  would 
“break  the  buck”  before  and  after  the 
2010  reforms,  money  market  funds’ 
experience  during  the  2011  Eurozone 
sovereign  debt  crisis  and  the  2011  U.S. 
debt-ceiling  impasse,  and  how  money 
market  funds  would  have  performed 
during  September  2008  had  the  2010 
reforms  been  in  place  at  that  time. 


DERA  Study,  supra  note  24,  at  34-35  (“It  is 
important  to  note,  how'ever,  investor  redemptions 
has  a  direct  effect  on  short-term  funding  liquidity 
in  the  U.S.  commercial  paper  market.  Chernenko 
and  Sunderam  (2012)  report  that  ‘creditworthy 
issuers  may  encounter  financing  difficulties 
because  of  risk  taking  by  the  funds  from  which  they 
raise  financing.’  Similarly,  Correa,  Sapriza,  and 
Zlate  (2012)  finds  U.S.  branches  of  foreign  banks 
reduced  lending  to  U.S.  entities  in  2011,  while 
Ivashina,  Scharfstein,  and  Stein  (2012)  document 
European  banks  that  were  more  reliant  on  money 
funds  experienced  bigger  declines  in  dollar 
lending.’’)  (internal  citations  omitted);  Sergey 
Chernenko  &  Adi  Sunderam,  Frictions  in  Shadow 
Banking:  Evidence  from  the  Lending  Behavior  of 
Money  Market  Funds,  Fisher  College  of  Business 
Working  Paper  No.  2012—4  (Sept.  2012);  Ricardo 
Correa,  et  al..  Liquidity  Shocks,  Dollar  Funding 
Costs,  and  the  Bank  Landing  Channel  During  the 
European  Sovereign  Crisis,  Federal  Reserve  Board 
International  Finance  Discussion  Paper  No.  2012- 
1059  (Nov.  2012);  Victoria  Ivashina  et  al..  Dollar 
Funding  and  the  Lending  Behavior  of  Global  Banks, 
National  Bureau  of  Economic  Research  Working 
Paper  No.  18528  (Nov.  2012). 

93  See  2009  Proposing  Release,  supra  note  66,  at 
section  III;  2010  Adopting  Release,  supra  note  17, 
at  section  1. 

99  See  generally  DERA  Study,  supra  note  24,  at 
section  4. 
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In  particular,  the  DERA  Study  found 
that  under  certain  assumptions  the 
expected  probability  of  a  money  market 
fund  breaking  the  buck  was  lower  with 
the  additional  liquidity  required  by  the 

2010  reforms.^’’  For  example,  funds  in 

2011  had  sufficient  liquidity  to 
withstand  investors’  redemptions 
during  the  summer  of  2011.®®  The  fact 
that  no  fund  experienced  a  credit  event 
during  that  time  also  contributed  to  the 
evidence  that  funds  were  able  to 
withstand  relatively  heavy  redemptions 
while  maintaining  a  stable  $1.00  share 
price.  Finally,  using  actual  portfolio 
holdings  from  September  2008,  the 
DERA  Study  analyzed  how  funds  would 
have  performed  during  the  financial 
crisis  had  the  2010  reforms  been  in 
place  at  that  time.  While  funds  holding 
30%  weekly  liquid  assets  are  more 
resilient  to  portfolio  losses,  funds  will 
“break  the  buck’’  with  near  certainty  if 
capital  losses  of  the  fund’s  non-weekly 
liquid  assets  exceed  1%.®®  The  DERA 
Study  concludes  that  the  2010  reforms 
would  have  been  unlikely  to  prevent  a 
fund  from  breaking  the  buck  when  faced 
with  large  credit  losses  like  the  ones 
experienced  in  2008.^®®  Based  on  the 
DERA  Study,  we  believe  that,  although 
the  2010  reforms  were  an  important  step 
in  making  money  market  funds  better 
able  to  withstand  heavy  redemptions 
when  there  are  no  portfolio  losses  (as 
was  the  case  in  the  summer  of  2011  and 
the  fall  of  2013),  these  reforms  do  not 
sufficiently  address  the  potential  future 
situations  when  credit  losses  may  cause 
a  fund’s  portfolio  to  lose  value  or  when 
the  short-term  financing  markets  more 
generally  come  under  stress. 

After  consideration  of  this  data,  as 
well  as  the  comments  we  received  on 
the  proposal,  we  believe  that  the 
reforms  we  are  adopting  today  should 
further  help  lessen  money  market  funds’ 
susceptibility  to  heavy  redemptions, 
improve  their  ability  to  manage  and 
mitigate  potential  contagion  from  high 
levels  of  redemptions,  and  increase  the 
transparency  of  their  risks,  while 
preserving,  as  much  as  possible,  the 
benefits  of  money  market  funds. 


Id.  at  30. 
at  34. 

^Id.  at  38,  Table  5.  In  fact,  even  at  capital  losses 
of  only  0.75%  of  the  fund’s  non-weekly  liquid 
assets  and  no  investor  redemptions,  funds  are 
already  more  likely  than  not  (64.6%)  to  “break  the 
buck.”  Id. 

’““To  further  illustrate  the  point,  the  DERA  Study 
noted  that  the  Reserve  Primary'  Fund  “would  have 
broken  the  buck  even  in  the  presence  of  the  2010 
liquidity  requirements.”  Id.  at  37. 


III.  Discussion 

A.  Liquidity  Fees  and  Redemption  Gates 

Today,  we  are  adopting  amendments 
to  rule  2a-7  that  will  authorize  new 
tools  for  money  market  funds  to  use  in 
times  of  stress  to  stem  heavy 
redemptions  and  avoid  the  type  of 
contagion  that  occurred  during  the 
financial  crisis.  These  amendments 
provide  money  market  funds  with  the 
ability  to  impose  liquidity  fees  and 
redemption  gates  (generally  referred  to 
herein  as  “fees  and  gates’’)  in  certain 
circumstances.^®^  Today’s  amendments 
will  allow  a  money  market  fund  to 
impose  a  liquidity  fee  of  up  to  2%,  or 
temporarily  suspend  redemptions  (also 
known  as  “gate”)  for  up  to  10  business 
days  in  a  90-day  period,  if  the  fund’s 
weekly  liquid  assets  fall  below  30%  of 
its  total  assets  and  the  fund’s  board  of 
directors  (including  a  majority  of  its 
independent  directors)  determines  that 
imposing  a  fee  or  gate  is  in  the  fund’s 
best  interests. ^®2  Additionally,  imder 
today’s  amendments,  a  money  market 
fund  will  be  required  to  impose  a 
liquidity  fee  of  1%  on  all  redemptions 
if  its  weekly  liquid  assets  fall  below 
10%  of  its  total  assets,  unless  the  board 
of  directors  of  the  fund  (including  a 
majority  of  its  independent  directors) 
determines  that  imposing  such  a  fee 
would  not  be  in  the  best  interests  of  the 
fund.^®® 

These  amendments  differ  in  some 
respects  from  the  fees  and  gates  that  we 
proposed,  which  would  have  required 
funds  to  impose  a  2%  liquidity  fee  on 
all  redemptions,  and  would  have 
permitted  the  imposition  of  redemption 
gates  for  up  to  30  days  in  a  90-day 
period,  after  a  fund’s  weekly  liquid 
assets  fell  below  15%  of  its  total  assets. 

In  addition,  under  our  proposal,  a 
fund’s  board  (including  a  majority  of 
independent  directors)  could  have 
determined  not  to  impose  the  liquidity 
fee  or  to  impose  a  lower  fee.  A  large 
number  of  comment ers  supported,  to 
varjdng  degrees  and  with  varying 
caveats,  our  fees  and  gates  proposal. ^®^ 


Under  the  amendments  we  are  adopting  today, 
government  funds  are  permitted,  but  not  required, 
to  impose  fees  and  gates,  as  discussed  below.  See 
infra  section  III.C.l  of  this  Release. 

’“2  If,  at  the  end  of  a  business  day,  a  fund  has 
invested  30%  or  more  of  its  total  assets  in  weekly 
liquid  assets,  the  fund  must  cease  charging  the 
liquidity  fee  or  imposing  the  redemption  gate, 
effective  as  of  the  beginning  of  the  next  business 
day.  See  rule  2a-7(c)(2)(i)(A)  and  (B),  and  (ii)(B). 

’“3  The  board  also  may  determine  that  a  lower  or 
higher  fee  would  be  in  the  best  interests  of  the  fund. 
See  rule  2a-7(c)(2)(ii)(A):  see  also  infra  section 
ni.A.2.c. 

See,  e.g..  Form  Letter  Type  A;  Comment  Letter 
of  Fidelity  Investments  (Sept.  16,  2013)  (“Fidelity 
Comment  Letter”);  Comment  Letter  of  Federated 
Investors,  Inc.  (Re;  Alternative  2)  (Sept.  16,  2013) 


Many  other  commenters,  on  the  other 
hand,  expressed  their  opposition  to  fees 
and  gates.’®®  Comments  on  the  proposal 
are  discussed  in  more  detail  below. 

1.  Analysis  of  Certain  Effects  of  Fees 
and  Gates  ’®® 

a.  Background 

As  discussed  previously,  shareholders 
redeem  money  market  fund  shares  for  a 
number  of  reasons.’®^  Shareholders  may 
redeem  shares  because  the  current 
rounding  convention  in  money  market 
fund  valuation  and  pricing  can  create 
incentives  for  shareholders  to  redeem 
shares  ahead  of  other  investors  when 
the  market-based  NAV  per  share  of  a 
fund  is  lower  than  $1.00  per  share.’®® 
Shareholders  also  may  flee  to  quality, 
liquidity,  or  transparency  (or 
combinations  thereof)  during  adverse 
economic  events  or  financial  market 
conditions.’®®  Furthermore,  in  times  of 
stress,  shareholders  may  simply  need  or 
want  to  withdraw  funds  for  unrelated 
reasons.  In  any  case,  money  market 
funds  may  have  to  absorb  quickly  high 
levels  of  redemptions  that  exceed 
internal  sources  of  liquidity.  In  these 
instances,  funds  will  need  to  sell 
portfolio  securities,  perhaps  at  a  loss 
either  because  they  incur  transitory 
liquidity  costs  or  they  must  sell  assets 
at  “fire  sale”  prices.”®  If  fund  managers 
deplete  their  funds’  most  liquid  assets 
first,  this  may  impose  future  liquidity 
costs  (that  are  not  reflected  in  a  $1.00 
share  price  based  on  current  amortized 
cost  valuation)  on  the  non-redeeming 
shareholders  because  later  redemption 
requests  must  be  met  by  selling  less 
liquid  assets.  These  effects  may  be 
heightened  if  many  funds  sell  assets  at 
the  same  time,  lowering  asset  prices. 
During  the  financial  crisis,  for  example, 
securities  sales  to  meet  heavy 
redemptions  in  money  market  funds 
and  sales  of  assets  by  other  investors 


(“Federated  V  Comment  Letter”);  Comment  Letter 
of  Northern  Trust  Corporation  (Sept.  16,  2013) 
(“Northern  Trust  Comment  Letter”). 

’“®  See,  e.g..  Comment  Letter  of  Capital  Advisors 
Group  (Sept.  3,  2013)  (“Capital  Advisors  Comment 
Letter”);  Comment  Letter  of  Americans  for 
Financial  Reform  (Sept.  17,  2013)  (“Americans  for 
Fin.  Reform  Comment  Letter”);  Comment  Letter  of 
Edward  D.  Jones  and  Co.,  L.P.  (Sept.  20,  2013) 
(“Edward  Jones  Comment  Letter”). 

’““Seem/no  section  III.K  (discussing  further  the 
economic  effects  of  the  fees  and  gates  amendments). 

See  Proposing  Release,  supra  note  25,  at  156- 
172;  DERA  Study,  supra  note  24,  at  2—4. 

’““As  discussed  in  section  III.B,  the  floating  NAV 
amendments  help  mitigate  this  incentive  for 
institutional  prime  funds  by  causing  redeeming 
shareholders  to  receive  the  market  value  of 
redeemed  shares. 

’““See Proposing  Release,  supra  note  25,  at  n.340. 

’’“See Proposing  Release,  supra  note  25,  at  n.341. 
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created  downward  price  pressure  in  the 
market.ii^ 

Liquidity  fees  and  redemption  gates 
have  been  used  successfully  in  the  past 
by  certain  non-money  market  fund  cash 
management  pools  to  stem  redemptions 
during  times  of  stress.” ^  Liquidity  fees 
provide  investors  continued  access  to 
their  liquidity  (albeit  at  a  cost)  while 
also  reducing  the  incentives  for 
shareholders  to  redeem  shares. 

Liquidity  fees,  however,  will  not 
outright  stop  redemptions.  In  contrast  to 
fees,  redemption  gates  stop  redemptions 
altogether,  but  do  not  offer  the 
flexibility  of  fees.^^^  Because 
redemption  gates  prevent  investors  from 
accessing  their  investments  for  a  period 
of  time,  a  fund  may  choose  to  first 
impose  a  liquidity  fee  and  then,  if 
needed,  impose  a  redemption  gate. 

The  fees  and  gates  amendments  we 
are  adopting  today  are  designed  to 
address  certain  issues  highlighted  by  the 
financial  crisis.  In  particular,  the 
amendments  should  allow  funds  to 
moderate  redemption  requests  by 
allocating  liquidity  costs  to  those 


See  supra  section  II. D  herein  (discussing  the 
financial  crisis);  see  also  Proposing  Release,  supra 
note  25  at  32-33;  DERA  Memorandum  Regarding 
Liquidity  Cost  During  Crisis  Periods,  dated  March 
17,  2014  (“DERA  Liquidity  Fee  Memo”),  available 
at  http://\Mvw.sec.gov/cornments/s7-03-13/s70313- 
321.pdf. 

A  Florida  local  government  investment  pool 
experienced  heavy  redemptions  in  2007  due  to  its 
holdings  in  SIV  securities.  The  pool  suspended 
redemptions  and  ultimately  reopened  but  only  after 
the  pool  (and  each  shareholder's  interest)  had  been 
split  into  two  separate  pools:  one  holding  the  more 
illiquid  securities  previously  held  by  the  pool 
(“Fund  B”)  and  one  holding  the  remaining 
securities  of  the  pool  (“Fund  A”).  Fund  A 
reopened,  but  limited  redemptions  to  up  to  15%  of 
an  investor’s  holdings  or  S2  million  without 
penalty,  and  imposed  a  2%  redemption  fee  on  any 
additional  redemptions.  Fimd  B  remained  closed. 
When  Fund  A  reopened,  it  experienced 
withdrawals,  but  according  to  state  officials,  the 
withdrawals  were  manageable.  See  Dealbook,  NY 
Times,  Florida  Fund  Reopens,  and  Sl.l  Billion  is 
Withdrawn;  David  Evans  and  Darrell  Preston, 
Florida  Investment  Chief  Quits;  Fund  Rescue 
Approved,  Bloomberg  (Dec.  4,  2007);  Helen 
Huntley,  State  Wants  Fund  Audit,  Tampa  Bay 
Times  (Dec.  11,  2007);  see  also  infra  note  114 
(discussing  the  successful  use  by  some  European 
enhanced  cash  funds  of  fees  or  gates  during  the 
financial  crisis). 

See  Institutional  Money  Market  Funds 
Association,  IMMFA  Recommendations  for 
Redemption  Gates  and  Liquidity  Fees,  available  at 
http://www.immfa.org/publications/policy- 
positions.html  (“Redemption  gates  and/or  a 
liquidity  fee  are  methods  by  which  a  fund  manager, 
if  experiencing  difficulty  due  to  extreme  market 
circumstances,  can  control  redemptions  in  order  to 
ensure  that  all  investors  are  treated  fairly  and  that 
no  ‘first-mover’  advantage  exists.”);  cf.  G.W. 

Schwert  &  P.  J.  Seguin,  Securities  Transaction 
Taxes:  An  Overview  of  Costs,  Benefits  and 
Unresolved  Questions,  49  Financial  Analysts 
Journal  27  (1993);  K.A.  Froot  &  J.  Campbell, 
International  Experiences  with  Securities 
Tmnsaction  Taxes,  in  The  Internationalization  of 
Equity  Markets  (J.  Frankel,  ed.,  1994),  at  277-308. 


shareholders  who  impose  such  costs  on 
funds  through  their  redemptions  and,  in 
certain  cases,  stop  heavy  redemptions  in 
times  of  market  stress  by  providing  fund 
boards  with  additional  tools  to  manage 
heavy  redemptions  and  improve  risk 
transparency.  We  understand  that  based 
on  the  level  of  redemption  activity  that 
occurred  during  the  financial  crisis, 
many  money  market  funds  would  have 
faced  liquidity  pressures  sufficient  to 
cross  the  liquidity  thresholds  we  are 
adopting  today  that  would  allow  the  use 
of  fees  and  gates.  Although  no  one  can 
predict  with  certainty  what  would  have 
happened  if  money  market  funds  had 
operated  with  fees  and  gates  during  the 
financial  crisis,  we  believe  that  money 
market  funds  would  have  been  better 
able  to  manage  the  heavy  redemptions 
that  occurred  and  limit  contagion, 
regardless  of  the  reason  for  the 
redemptions.^^"* 

Fees  and  gates  are  just  one  aspect  of 
the  overall  package  of  reforms  we  are 
adopting  today.  We  recognize  that  fees 
and  gates  do  not  address  all  of  the 
factors  that  may  lead  to  heavy 
redemptions  in  money  market  funds. 

For  example,  fees  and  gates  do  not  fully 
eliminate  the  incentive  to  redeem  ahead 
of  other  investors  in  times  of  stress 
or  fully  prevent  investors  from 
redeeming  shares  (except  during  the 
duration  of  a  temporary  gate)  to  invest 
in  securities  with  higher  quality,  better 
liquidity,  or  increased  transparency.**® 


See,  e.g..  Comment  Letter  of  Mutual  Fund 
Directors  Forum  (Sept.  16,  2013)  (“MFDF  Comment 
Letter”)  (stating,  with  respect  to  the  proposed  fee 
and  gates  amendments,  “we  concur  that  this 
approach  has  the  potential  to  reduce  runs  during 
times  of  stress  or  crisis”);  UBS  Comment  Letter 
(“We  agree  that  liquidity  fees  and  gates  would  help 
money  funds  address  heavy  redemptions  in  an 
effective  manner  and  limit  the  spread  of  contagion 
.  .  .”);  Form  Letter  Type  D.  We  also  note  that  some 
European  enhanced  cash  funds  successfully  used 
fees  or  gates  during  the  financial  crisis  to  stem 
redemptions.  See  Elias  Bengtsson,  Shadow  Banking 
and  Financial  Stability:  European  Money  Market 
Funds  in  the  Global  Financial  Crisis  (2011) 
(“Bengtsson”),  available  at  http:// 
papers.ssrn.com/sol3/ 

papers.cfm?abstract_id='l7727466-download=yes-, 
Julie  Ansidei,  et  al..  Money  Market  Funds  in  Europe 
and  Financial  Stability,  European  Systemic  Risk 
Board  Occasional  Paper  No.  1,  at  36  (June  2012), 
available  at 

http:/ /wvi'w.esrb.europa.eu/pub/pdf /occasional/ 

201 20622  occasional jiaper  l  .pdf? 

46591 6d481 6580065dfafb92059615b6. 

However,  as  discussed  in  section  III.B  herein, 
under  today’s  amendments,  institutional  prime 
funds  will  be  required  to  float  their  NAV.  This 
reform  is  designed,  in  part,  to  address  the  incentive 
to  redeem  ahead  of  other  investors  in  certain  money 
market  funds  because  of  current  money  market  fund 
valuation  and  pricing  methods. 

”'*Fees  and  gates  lessen  but  do  not  fully 
eliminate  the  incentive  for  investors  to  redeem 
quickly  in  times  of  stress  because  redeeming 
shareholders  will  retain  an  economic  advantage 
over  shareholders  who  remain  in  a  fund  when 


Fees  and  gates  also  do  not  address  the 
shareholder  dilution  that  results  when  a 
shareholder  is  able  to  redeem  at  a  stable 
NAV  that  is  higher  than  the  market 
value  of  the  fund’s  underlying  portfolio 
securities.*  *7  Nonetheless,  for  the 
reasons  discussed  in  this  Release,  fees 
and  gates  provide  funds  and  their 
boards  with  additional  tools  to  stem 
heavy  redemptions  and  avoid  the  t)q)e 
of  contagion  that  occurred  during  the 
financial  crisis  by  allocating  liquidity 
costs  to  those  shareholders  who  impose 
such  costs  on  funds  and  by  stopping 
runs. 

i.  Liquidity  Fees 

During  the  financial  crisis,  some 
funds  experienced  heavy  redemptions. 
Shareholders  who  redeemed  shares 
early  bore  none  of  the  economic 
consequences  of  their  redemptions. 
Shareholders  who  remained  in  the 
funds,  however,  faced  a  declining  NAV 
and  an  increased  probability  that  their 
funds  would  “break  the  buck.’’  As 
discussed  in  the  Proposing  Release  and 
suggested  by  commenters,  investors  may 
have  re-assessed  their  redemption 
decisions  during  the  crisis  if  money 
market  funds  had  imposed  liquidity  fees 
because  they  would  have  been  required 
to  pay  at  least  some  of  the  costs  of  their 
redemptions.**®  It  is  possible  that  some 
investors  would  have  made  the 
economic  decision  not  to  redeem 
because  the  liquidity  fees  imposed  by 
the  fund  and  incurred  by  an  investor 
would  have  been  certain,  whereas 
potential  future  losses  would  have  been 
uncertain.**® 

In  addition,  liquidity  fees  would  have 
helped  offset  the  costs  of  the  liquidity 
provided  to  redeeming  shareholders  and 
potentially  protected  the  funds’  NAVs 
because  the  cash  raised  from  liquidity 


liquidity  costs  are  high,  but  before  the  fund  has 
imposed  fees  or  gates. 

’’^In  contrast,  the  floating  NAV  requirement  for 
institutional  prime  funds  will  address  this  issue. 
See  infra  section  IlI.B.l. 

”“See,  e.g..  Comment  Letter  of  U.S.  Chamber  of 
Commerce,  Center  for  Capital  Markets 
Competitiveness  (Sept.  17,  2013)  (“Chamber  II 
Comment  Letter”)  (“lljf  shareholders  were  to  be 
charged  a  fee  when  a  MMF’s  liquidity  costs  are  at 
a  premium,  they  may  be  discouraged  from 
redeeming  their  shares  at  that  time,  which  would 
have  the  effect  of  slowing  redemptions  in  the 
MMF.”):  Comment  Letter  of  Charles  Schwab 
Investment  Management,  Inc.  (Sept.  12,  2013) 
(“Schwab  Comment  Letter”)  (“[WJe  agree  that  the 
proposed  liquidity  fee  of  2%  would  be  a  strong 
disincentive  to  redeem  during  a  crisis  .  .  .”). 

See  HSBC  Comment  Letter;  see  also  infra  note 
152-153  and  accompanying  text.  We  acknowledge 
(as  we  did  in  the  Proposing  Release)  that  liquidity 
fees  may  not  always  effectively  stave  off  hi^  levels 
of  redemptions  in  a  crisis;  however,  liquidity  fees, 
once  imposed,  should  help  reduce  the  incentive  to 
redeem  shares  because  investors  will  pay  a  fee  in 
connection  with  their  redemptions.  See  Proposing 
Release,  supra  note  25,  at  161. 
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fees  would  create  new  liquidity  for  the 
funds. 120  Additionally,  to  the  extent  that 
liquidity  fees  imposed  during  the  crisis 
could  have  reduced  redemption 
requests  at  the  margin,  they  would  have 
allowed  funds  to  generate  liquidity 
internally  as  assets  matured.  By 
imposing  liquidity  costs  on  redeeming 
shareholders,  liquidity  fees,  as  noted  by 
comment ers,  also  treat  holding  and 
redeeming  shareholders  more 
equitably.^ 

Liquidity  fees,  which  we  believe 
would  rarely  be  imposed  under  normal 
market  conditions,  are  designed  to 
preserve  the  current  benefits  of 
principal  stability,  liquidity,  and  a 
market  yield,  but  reduce  the  likelihood 
that,  in  times  of  market  stress,  costs  that 
ought  to  be  attributed  to  a  redeeming 
shareholder  are  externalized  on 
remaining  shareholders  and  on  the 

wider  market. ^22  Even  if  a  liquidity  fee 

is  imposed,  fund  investors  continue  to 
have  the  flexibility  to  access  liquidity 
(albeit  at  a  cost).  The  Commission 
believes,  and  commenters  suggested, 
that  if  funds  could  have  imposed 
liquidity  fees  during  the  crisis,  they 
would  likely  have  been  better  able  to 
manage  redemptions,  thereby 
ameliorating  their  impact  and  reducing 
contagion  effects. 123 

ii.  Redemption  Gates 

We  believe  that  funds  also  could  have 
benefitted  from  the  ability  to  impose 


’2°  Fees  paid  by  investors  that  redeem  shares 
should  help  prevent  a  fund’s  NAV  from  becoming 
impaired  based  on  liquidity  costs,  as  long  as  the 
liquidity  fee  imposed  reflects  the  liquidity  cost  of 
redeeming  shares.  Fees  should  also  generate 
additional  liquidity  to  help  funds  meet  redemption 
requests. 

See,  e.g.,  Invesco  Comment  Letter  ("Liquidity 
fees  would  provide  an  appropriate  and  effective 
means  to  ensure  that  the  extra  costs  associated  with 
raising  liquidity  to  meet  fund  redemptions  during 
times  of  market  stress  are  borne  by  those 
responsible  for  them.”);  Comment  Letter  of  J.P. 
Morgan  Asset  Management  (Sept.  17,  2013)  (“J.P. 
Morgan  Comment  Letter’’);  UBS  Comment  Letter; 
but  see,  e.g..  Comment  Letter  of  U.S.  Bancorp  Asset 
Management,  Inc.  (Sept.  16,  2013)  (“U.S.  Bancorp 
Comment  Letter”)  (suggesting  that  liquidity  fees 
harm  those  that  redeem  after  the  fees  are  imposed 
and  that  gates  harm  those  that  remain  in  the  fund 
after  the  gate  is  in  place). 

’22  See  Proposing  Release,  supra  note  25,  at  n.343. 

’23  See  Proposing  Release,  supra  note  25,  at  155; 
see  also,  e.g..  Comment  Letter  of  Wells  Fargo  Funds 
Management,  LLC  (Sept.  16,  2013)  (“Wells  Fargo 
Comment  Letter”)  (“Prime  money  market  fund 
investors,  the  short-term  markets  and  businesses 
that  rely  on  funds  for  financing  would  each  benefit 
from  the  ability  of  |f]ees  and  Igjates,  during 
distressed  market  conditions,  to  reduce  the 
susceptibility  of  subject  funds  to  runs  and  blunt  the 
spread  of  deleterious  contagion  effects.”);  but  see, 
e.g.,  U.S.  Bancorp  Comment  Letter  (suggesting  that 
liquidity  fees  would  not  deter  redemptions  in  times 
of  market  stress  or  prevent  contagion  because 
“investors  will  choose  to  pay  the  [fee]  now  rather 
than  wait  for  the  wind-down  of  a  fund  to  be 
completed.”). 


redemption  gates  during  the  crisis. ^24 
Like  liquidity  fees,  gates  are  designed  to 
preserve  the  current  benefits  of  money 
market  funds  under  most  market 
conditions;  however,  if  approved  and 
monitored  by  their  boards,  funds  can 
use  gates  to  respond  to  a  run  by  directly 
halting  redemptions.  If  funds  had  been 
able  to  impose  redemption  gates  during 
the  crisis,  they  would  have  had 
available  to  them  a  tool  to  stop 
temporarily  mounting  redemptions,’ 25 
which  if  used  could  have  generated 
additional  internal  liquidity  while  gates 
were  in  place.’ 26  Jn  addition,  gates  may 
have  allowed  funds  to  invest  the 
proceeds  of  maturing  assets  in  short¬ 
term  secmities  for  the  duration  of  the 
gate,  protecting  the  short-term  financing 
market,  and  supporting  capital 
formation  for  issuers.  Gates  also  would 
have  allowed  funds  to  directly  and  fully 
control  redemptions  during  the  crisis, 
providing  time  for  funds  to  better 
communicate  the  nature  of  any  stresses 
to  shareholders  and  thereby  possibly 
mitigating  incentives  to  redeem 

shares. ’22 


’2‘»  See  Comment  Letter  of  Arnold  &  Porter  LLP 
on  behalf  of  Federated  Investors  [Ch'erview]  (Sept. 
11,  2013)  (“Federated  II  Comment  Letter”)  (noting 
that  gates  have  “been  demonstrated  to  address  runs 
in  a  crisis.  .  .  .”);  Comment  Letter  of  BlackRock, 
Inc.  (Sept.  12,  2013)  (“BlackRock  II  Comment 
Letter”)  (“Standby  liquidity  fees  and  gates  would 
“stop  the  run”  in  crisis  scenarios.”);  see  also  supra 
note  114  (noting  that  European  enhanced  cash 
funds  successfully  used  fees  or  gates  during  the 
financial  crisis  to  stem  redemptions);  The  Need  to 
Focus  a  Light  on  Shadow  Banking  is  Nigh,  Mark 
Carney,  Financial  Times  (June  15,  2014),  available 
at  http://www.ft.com/intl/cms/s/0/3aic5cbc-f08B- 
1 1  e3-6f3d-00144feabdc0.html?siteedition= 
intlttaxzz35rCMZLTy  (“Money  market  funds  are 
being  made  less  susceptible  to  runs.  .  .by 
establishing  an  ability  for  funds  to  use,  for  example, 
temporary  suspensions  of  withdrawals.  .  .  .”);  The 
Age  of  Asset  Management?,  Andrew  Haldane  (Apr. 
4,  2014),  available  at  http:// 
wvw.bankofengland.co.uk/publications/ 
Documents/speeches/2014/ speech  723.pdf 
(suggesting  gates  may  be  a  “suitable”  tool  to  “tackle 
market  failures’’);  but  see,  e.g..  Comment  Letter  of 
Deutsche  Investment  Management  Americas  (Sept. 
17,  2013)  (“Deutsche  Comment  Letter”)  (suggesting 
that  gates  can  exacerbate  a  run). 

’25  See,  e.g.,  U.S.  Bancorp  Comment  Letter 
(suggesting  that  redemption  gates  would  be  the 
“most  effective  option  in  addressing  run  risk”); 
Chamber  II  Comment  Letter  (stating  that  “a 
redemption  gate  would  stop  a  ‘run’  in  [its]  tracks”). 

’25  See,  e.g..  Chamber  II  Comment  Letter  (“|A] 
redemption  gate  also  gives  [a  money  market  fund] 
time  for  issues  in  the  market  to  subside  and  for 
securities  in  the  portfolio  to  mature,  which  would 
increase  the  (money  market  fund’s]  liquidity 
levels.”);  Form  Letter  Type  D  (suggesting  that 
redemption  gates  “would  give  funds  time  to 
stabilize”).  Internal  liquidity  generated  while  a  gate 
is  in  place  could  prevent  funds  from  having  to 
immediately  sell  assets  at  fire  sale  prices. 

’22  See,  e.g.,  Invesco  Comment  Letter 
(“Redemption  gates  have  been  proven  to  be  an 
effective  means  of  preventing  runs  and  providing  a 
‘cooling  off  period  to  mitigate  the  effects  of  short¬ 
term  investor  panic.”) 


b.  Benefits  of  Fees  and  Gates 

i.  Fees  and  Gates  Address  Goncerns 
Related  to  Heavy  Redemptions 

As  noted  above,  a  large  number  of 
commenters  supported  our  fees  and 
gates  proposal. ’28  The  primary  benefit 
cited  by  commenters  in  favor  of  fees 
and/or  gates  is  that  they  would  address 
run  risk  and/or  systemic  contagion 
risk. ’29  Gommenters  also  argued  that 
fees  and  gates  would  protect  the 
interests  of  all  fund  shareholders, 
particularly  non-  or  late-redeeming 
shareholders,  treating  them  more 
equitably.’ Gommenters  supported 
our  view  that  redemption  restrictions 
could  provide  a  “cooling  off’  period  to 
temper  the  effects  of  short-term  investor 
panic, ’2’  and  that  fees  or  gates  could 


’28  we  note  that  many  participants  in  the  money 
market  fund  industn.'  have  previously  expressed 
support  for  imposing  some  form  of  a  liquidity  fee 
or  redemption  gate  when  a  fund  comes  under  stress 
as  a  way  of  reducing,  in  a  targeted  fashion,  the 
fund’s  susceptibility  to  hea\w  redemptions.  See 
Proposing  Release,  supra  note  25,  at  n.358. 

’25  See,  e.g..  Form  Letter  Type  A;  U.S.  Bancorp 
Comment  Letter;  Comment  Letter  of  Davenport  & 
Company  LLC  (Sept.  13,  2013)  (“Davenport 
Comment  Letter’’);  MFDF  Comment  Letter; 
Comment  Letter  of  Treasury'  Strategies,  Inc.  (Mar. 

31,  2014)  (“Treasury  Strategies  III  Comment  Letter”) 
(“We  found  that  [fjees  and  [g]ates  can  stop  and 
prevent  runs.  .  .  .  We  find  that  highly  effective  run 
prevention  is  attainable  within  the  approaches 
contemplated  by  the  [Proposing]  Release,  while 
requiring  that  fund  boards  be  given  discretion  to 
take  protective  action.  This  is  the  mechanism  by 
which  lf]ees/[g]ates  cause  [money  market  funds]  to 
internalize  the  cost  of  investor  protection,  while 
preser\'ing  the  utility  of  current  CNAV  vehicles.”); 
see  also  The  Need  to  Focus  a  Light  on  Shadow 
Banking  is  Nigh,  Mark  Carney,  Financial  Times 
(June  15,  2014),  available  at  http://www.ft.com/intl/ 
cms/s/0/3alc5cbc-f088-l  Ie3-8f3d-00144feabdc0. 
html?siteedition=intlttaxzz35rCMZLTy  (“By 
establishing  common  policy  standards  and 
arrangements  for  co-operation,  the  reforms 
[including  temporary'  gates]  will  help  to  avoid  a 
fragmentation  of  the  global  financial  system.”);  hut 
see,  e.g.,  Boston  Federal  Reserv'e  Comment  Letter 
(suggesting  fees  or  gates  do  not  address  run  risk); 
Systemic  Risk  Council  Comment  Letter;  Comment 
Letter  of  American  Bankers  Association  (Sept.  17, 
2013)  (“American  Bankers  Ass’n  Comment  Letter”). 

’30 See,  e.g.,  Form  Letter  Type  D  (noting  that  gates 
would  “give  funds  time  to  stabilize  or,  in  the  event 
a  fund  cannot  resume  redemptions  without 
breaking  the  buck,  ensure  that  the  funds  [sic] 
shareholders  are  treated  equally  in  a  distribution  of 
the  funds  [sic]  assets  upon  dissolution”);  Invesco 
Comment  Letter  (“Liquidity  fees  would  provide  an 
appropriate  and  effective  means  to  ensure  that  the 
extra  costs  associated  with  raising  liquidity  to  meet 
fund  redemptions  during  times  of  market  stress  are 
borne  by  those  responsible  for  them.”);  Comment 
Letter  of  Independent  Directors  Council  (Sept.  17, 
2013)  (“IDC  Comment  Letter”);  J.P.  Morgan 
Comment  Letter.  We  recognize,  however,  that  our 
fees  and  gates  reform  does  not  address  other 
shareholder  equity  concerns,  including  shareholder 
dilution,  that  arise  as  a  result  of  the  structural 
features  in  current  rule  2a-7  that  promote  a  first- 
mover  advantage.  Our  floating  NAV  reform  is 
designed  to  address  this  concern  for  institutional 
prime  money  market  funds.  See  infra  section  III.B. 

’2’  See,  e.g..  Form  Letter  Type  D;  Invesco 
Comment  Letter;  Comment  Letter  of  Reich  &  Tang 

Continued 
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preserve  and  help  restore  the  liquidity 
levels  of  a  money  market  fund  that  has 
come  under  stress. 1^2  Commenters  also 
echoed  our  view  that  fees  and/or  gates 
could  reduce  or  eliminate  the  likelihood 
that  funds  would  be  forced  to  sell 
otherwise  desirable  assets  and  engage  in 
“fire  sales.”  ^^3  Additionally, 
commenters  noted  that  gates  would 
provide  boards  and  advisers  with 
crucial  additional  time  to  find  the  best 
solution  in  a  crisis,  instead  of  being 
forced  to  make  decisions  in  haste. ^24 
We  are  adopting  reforms  that  will  give 
a  fund  the  ability  to  impose  either  a 
liquidity  fee  or  a  redemption  gate 
because  we  believe,  and  some 
commenters  suggested,  that  fees  and 
gates,  while  both  aimed  at  helping  funds 
to  better  and  more  systematically 
manage  high  levels  of  redemptions,  do 
so  in  different  ways  and  thus  with 

somewhat  different  tradeoffs. 
Accordingly,  we  believe  that  both  fees 
and  gates  should  be  available  to  funds 
and  their  boards  to  provide  maximum 
flexibility  for  funds  to  manage  heavy 
redemptions. ^26  Liquidity  fees  are 

designed  to  reduce  shareholders’ 
incentives  to  redeem  shares  when  it  is 
abnormally  costly  for  funds  to  provide 
liquidity  by  requiring  redeeming 
shareholders  to  bear  at  least  some  of  the 
liquidity  costs  associated  with  their 
redemption  (rather  than  transferring  all 
of  those  costs  to  remaining 

Asset  Management,  LLC  (Sept.  17,  2013)  (“Reich  & 
Tang  Comment  Letter”). 

^32  See,  e.g.,  HSBC  Comment  Letter;  Deutsche 
Comment  Letter;  ICI  Comment  Letter. 

See,  e.g.,  MSCI  Comment  Letter;  Federated  V 
Comment  Letter;  Comment  Letter  of  Treasury’ 
Strategies,  Inc.  (Sept.  12,  2013)  (“Treasury 
Strategies  Comment  Letter”).  We  also  believe  that 
reducing  or  eliminating  the  likelihood  of  fire  sales 
would  in  turn  help  protect  other  market 
participants  that  need  to  sell  assets  in  the  market 
or  perhaps  mark  asset  values  to  market. 

’34  See,  e.g.,  ICI  Comment  Letter;  UBS  Comment 
Letter;  IDC  Comment  Letter;  Federated  V  Comment 
Letter. 

’35  See,  e.g.,  Invesco  Comment  Letter  (suggesting 
that  gates  provide  “the  most  direct,  simple  and 
effective  method”  to  prevent  runs  and  contagion  as 
well  as  “a  ‘cooling  off  period  to  mitigate  the  effects 
of  short-term  investor  panic,”  while  fees  “mitigate 
the  'first-mover  advantage’  ”  and  “provide  an 
appropriate  and  effective  means  to  ensure  that  the 
extra  costs  associated  with  raising  liquidity  to  meet 
fund  redemptions  during  times  of  market  stress  are 
borne  by  those  responsible  for  them.”) 

’30  566  Treasury  Strategies  III  Comment  Letter 
(“Fees  enable  investors  to  access  their  liquidity,  but 
at  a  price  .  .  .  ,  but  that  is  the  cost  of  being  able 
to  assure  that  a  stable  NAV  product  will  not  cause 
contagion  or  fire  sales  during  such  periods.  Gates 
do  not  impose  an  extra  [f|ee  on  shareholders,  which 
is  appealing  to  many  shareholders,  but  have  the 
undesirable  effect  of  restricting  access  to  liquidity 
during  critical  periods.  Together,  (fjees  and  |g]ates 
provide  fund  boards  with  powerful  tools  to  prevent 
a  run  from  materializing,  to  stop  a  run  in  progress, 
and  to  assure  that  a  stress  event  does  not  cause 
contagion  or  fire  sales.”). 


shareholders). 137  Liquidity  fees  increase 
the  cost  of  redeeming  shares,  which  may 
reduce  investors’  incentives  to  sell 
them.  Likewise,  fees  help  reduce 
investors’  incentives  to  redeem  shares 
ahead  of  other  investors,  especially  if 
fund  managers  deplete  their  funds’  most 
liquid  assets  first  to  meet  redemptions, 
leaving  later  redemption  requests  to  be 
met  by  selling  less  liquid  assets. 

Several  commenters  noted  that 
liquidity  fees  could  “re-mutualize”  risk¬ 
taking  among  investors  and  provide  a 
way  to  recover  costs  of  liquidity  in 
times  of  stress,  This  is  because 
liquidity  fees  allocate  at  least  some  of 
the  costs  of  providing  liquidity  to 
redeeming  rather  than  non-redeeming 
shareholders  and  protect  fund  liquidity 
by  requiring  redeeming  shareholders  to 
repay  funds  for  liquidity  costs 

incurred.^ 39  jo  the  extent  liquidity  fees 

exceed  such  costs,  they  also  can  help 
increase  the  fund’s  net  asset  value  for 
remaining  shareholders  which  would 
have  a  restorative  effect  if  the  fund  has 
suffered  a  loss.  As  one  commenter  has 
said,  a  liquidity  fee  can  “provide  a 
strong  disincentive  for  investors  to  make 
further  redemptions  by  causing  them  to 
choose  between  paying  a  premium  for 
current  liquidity  or  delaying  liquidity 
and  benefitting  from  the  fees  paid  by 
redeeming  investors.”  This  explicit 
pricing  of  liquidity  costs  in  money 
market  funds  should  offer  significant 
benefits  to  funds  and  the  broader  short¬ 
term  financing  market  in  times  of 
potential  stress  because  it  should  lessen 
both  the  frequency  and  effect  of 
shareholder  redemptions,  which  might 
otherwise  result  in  the  sale  of  fund 
securities  at  “fire  sale”  prices. 

’37  See,  e.g.,  Dreyfus  Comment  Letter  (“We  also 
agree  that  liquidity  fees  can  deter  net  redemption 
activity  while  also  providing  an  appropriate  “cost 
of  liquidity”  for  investors  choosing  to  exercise  the 
option  to  redeem  over  the  option  to  hold.  .  .  .);  see 
also  Comment  Letter  of  Wells  Fargo  Funds 
Management,  LLC  (]an.  17,  2013)  (available  in  File 
No.  FSOC-201 2-0003)  (“Wells  Fargo  FSOC 
Comment  Letter”)  (stating  that  a  liquidity  fee  would 
“provide  an  affirmative  reason  for  investors  to 
avoid  redeeming  from  a  distressed  fund”  and 
“those  who  choose  to  redeem  in  spite  of  the 
liquidity  fee  will  help  to  support  the  fund’s  market- 
based  NAV  and  thus  reduce  or  eliminate  the 
potential  harm  associated  with  the  timing  of  their 
redemptions  to  other  remaining  investors”). 

’38  See,  e.g.,  HSBC  Comment  Letter;  Invesco 
Comment  Letter;  IDC  Comment  Letter. 

139  We  note  that  investors  owning  securities 
directly — as  opposed  to  through  a  money  market 
fund — naturally  bear  liquidity  costs.  They  bear 
these  costs  both  because  they  bear  any  losses  if  they 
have  to  sell  a  security  at  a  discount  to  obtain  their 
needed  liquidity  and  because  they  directly  bear  the 
risk  of  a  less  liquid  investment  portfolio  if  they  sell 
their  most  liquid  holdings  first  to  obtain  needed 
liquidity. 

’40  See  Proposing  Release,  supra  note  25,  at  160 
n.352  (citing  ICI  Jan.  24  FSOC  Comment  Letter). 

’4’  See  Chamber  II  Comment  Letter  (“|I]f 
shareholders  were  to  be  charged  a  fee  when  an 


In  contrast,  redemption  gates  will 
provide  fund  boards  with  a  direct  and 
immediate  tool  for  stopping  heavy 
redemptions  in  times  of  stress. ^^2 
Unlike  liquidity  fees,  gates  are  designed 
to  directly  stop  a  run  %  delaying 
redemptions  long  enough  to  allow  (1) 
fund  managers  time  to  assess  the 
condition  of  the  fund  and  determine  the 
appropriate  strategy  to  meet 
redemptions,  (2)  liquidity  buffers  to 
grow  organically  as  securities  in  the 
portfolio  (many  of  which  are  very  short¬ 
term)  mature  and  produce  cash,  and  (3) 
shareholders  to  assess  the  liquidity  and 
value  of  portfolio  holdings  in  the  fund 
and  for  any  shareholder  or  market  panic 
to  subside.’‘*3  As  contemplated  by 
today’s  amendments,  gates  definitively 
stop  runs  for  funds  that  impose  them  by 
blocking  all  redemptions  for  their 
duration. 

We  recognize  that  redemption  gates,  if 
they  are  ever  imposed,  will  inhibit  the 
full,  unfettered  redeemability  of  money 
market  fund  shares,  a  principle 
embodied  in  section  22(e)  of  the 
Investment  Company  Act.^'^'*  However, 
as  discussed  in  section  III. A. 3  below, 
section  22(e)  of  the  Investment 
Company  Act  is  aimed  at  preventing 
funds  and  their  advisers  from  interfering 
with  shareholders’  redemption  rights  for 
improper  purposes,  such  as  preservation 
of  management  fees.  Consistent  with 
that  aim,  redemption  gates  vmder 
today’s  amendments  are  designed  to 
benefit  the  fund  and  its  shareholders 
and  may  be  imposed  only  when  a  fund’s 
board  determines  that  doing  so  is  in  the 
best  interests  of  the  fund.''^^  We  also 
note  that,  in  response  to  commenter 
concerns  regarding  investor  access  to 
their  investments  and  the  proposed 
duration  of  redemption  gates,  imder 
today’s  amendments,  gates  will  be 
limited  to  up  to  10  business  days  in  any 
90-day  period  (rather  than  30  days  in  a 
90-day  period  as  proposed). As  such, 
the  extent  to  which  today’s  amendments 
inhibit  the  redeemability  of  money 
market  fund  shares  is  limited. 

In  fact,  we  note  that  money  market 
funds  are  currently  permitted  to  delay 
payments  on  redemptions  for  up  to 

MMF’s  liquidity  costs  are  at  a  premium,  they  may 
be  discouraged  from  redeeming  their  shares  at  that 
time,  which  would  have  the  effect  of  slowing 
redemptions  in  the  MMF.”). 

’42  See,  e.g..  Chamber  II  Comment  Letter  ("lA] 
redemption  gate  would  stop  a  ‘run’  in  (its)  tracks, 
because  shareholders  would  be  prohibited  from 
redeeming  their  shares  while  the  gate  is  in  place.”) 

’■‘3  See  Proposing  Release,  supra  note  25,  at  n.348. 

’44  See  section  22(e). 

’'’®  See  rule  2a-7(c)(2)(i). 

’48  See  rule  2a-7(c)(2)(i)(B);  see  also,  infra  section 
III.  A. 2. d  (discussing  the  duration  of  redemption 
gates). 
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seven  days.^^^  In  addition,  money 
market  funds  currently  may  suspend 
redemptions  after  obtaining  an 
exemptive  order  from  the 
Commission, or  in  accordance  with 
rule  22e-3,  which  requires  a  fund’s 
board  of  directors  to  determine  that  the 
fund  is  about  to  “break  the  buck” 
(specifically,  that  the  extent  of  deviation 
between  the  fund’s  amortized  cost  price 
per  share  and  its  current  market-based 
NAV  per  share  may  result  in  material 
dilution  or  other  unfair  results  to 
investors). Under  today’s 
amendments,  money  market  fund 
boards  will  be  able  to  temporarily 
suspend  redemptions  after  a  fund  falls 
below  the  same  threshold  that  funds 
must  cross  for  boards  to  impose 
liquidity  fees.’^°  Accordingly,  we 
believe  that  the  gating  allowed  by 
today’s  amendments  extends  and 
formalizes  the  existing  gating 
framework,  clarifying  for  investors 
when  a  money  market  fund  potentially 
may  use  a  gate  as  a  tool  to  manage  heavy 
redemptions  and  thus  prevents  any 
investor  confusion  on  when  gating  may 
apply. 

Fees  and  gates  also  may  have  different 
levels  of  effectiveness  under  different 

stress  scenarios. ^51  pop  example,  we 

expect  that  the  imposition  of  liquidity 
fees  when  a  fund  faces  heavy 
redemptions  should  be  able  to  reduce 
the  harm  to  non-redeeming  shareholders 
and  thus  the  likelihood  of  additional 
redemptions  that  might  have  been  made 
in  response  to  that  harm.  To  the  extent 


See  section  22(e). 

’■*8  There  are  limited  exceptions  specified  in 
section  22(e)  of  the  Act  in  which  a  money  marlcet 
fund  (and  any  other  mutual  fund)  may  suspend 
redemptions  or  delay  payment  on  redemptions  for 
more  than  seven  days,  such  as  (i)  for  any  period  (A) 
during  which  the  New  York  Stock  Exchange  is 
closed  other  than  customari,'  week-end  and  holiday 
closings  or  (B)  during  which  trading  on  the  New 
York  Stock  Exchange  is  restricted,  or  (ii)  during  any 
period  in  which  an  emergency’  exists  (as  the 
Commission  determines  by  rule  or  regulation)  as  a 
result  of  which  (A)  disposal  by  the  fund  of 
seciu-ities  owmed  by  it  is  not  reasonably  practical  or 
(B)  it  is  not  reasonably  practical  for  the  hind  to 
determine  the  value  of  its  net  assets.  The 
Commission  also  has  granted  orders  in  the  past 
allowing  funds  to  suspend  redemptions.  See,  e.g., 

In  the  Matter  of  The  Reserv'e  Fund,  Investment 
Company  Act  Release  No.  28386  (Sept.  22,  2008) 

[73  FR  55572  (Sept.  25,  2008))  (order);  Reser\'e 
Municipal  Money-Market  Trust,  et  al..  Investment 
Company  Act  Release  No.  28466  (Oct.  24,  2008)  [73 
FR  64993  (Oct.  31,  2008))  (order). 

’•«0Rule  22e-3(a)(l).  Unlike  under  today’s 
amendments,  a  fund  that  imposes  redemptions 
gates  pursuant  to  rule  22e-3  must  do  so 
permanently  and  in  anticipation  of  liquidation. 

’80  See  rule  2a-7(c)(2)(i). 

’8’  We  note  that  under  today’s  amendments,  a 
fund’s  board  may  determine  that  it  is  in  the  best 
interests  of  a  fund  to  impose  a  fee  and  then  later 
determine  to  lift  the  fee  and  impose  a  gate,  or  vice 
versa,  subject  to  the  limitations  on  the  duration  of 
fees  and  gates.  See  rule  2a-7(c)(2)(i)  and  (ii). 


that  a  fund  does  not  need  to  engage  in 
fire  sales  and  depress  prices  because  of 
the  imposition  of  fees,  the  possibility  of 
broader  market  contagion  is  reduced. 

We  also  note  that  research  in  behavioral 
economics  suggests  that  liquidity  fees 
may  be  particularly  effective  in 
dampening  a  rim  because,  when  faced 
with  two  negative  options,  investors 
tend  to  prefer  the  option  that  involves 
only  possible  losses  rather  than  the 
option  that  involves  certain  losses,  even 
when  the  amount  of  possible  loss  is 
significantly  higher  than  the  certain 
loss.^52  Unlike  gates,  which  temporarily 
prevent  shareholders  from  redeeming 
shares  altogether,  once  imposed, 
liquidity  fees  will  present  investors  with 
an  economic  decision  as  to  whether  to 
redeem  or  remain  in  a  fund.  Investors 
fearing  that  a  money  market  fund  may 
suffer  losses  may  prefer  to  stay  in  the 
fund  and  avoid  paying  a  liquidity  fee 
(despite  the  possibility  that  the  hind 
might  suffer  a  future  loss)  rather  than 
redeem  and  lock  in  payment  of  the 
liquidity  fee.^^^ 

It  is  possible,  however,  that  liquidity 
fees  might  not  be  fully  effective  during 
a  market-wide  crisis  because,  for 
example,  shareholders  might  redeem 
shares  irrespective  of  the  level  of  their 
fund’s  true  liquidity  costs  and  the 
imposition  of  a  liquidity  fee.^^"*  In  those 
cases,  gates  will  be  able  to  function  as 
circuit  breakers,  creating  time  for  funds 
to  rebuild  their  owm  internal  liquidity 
and  shareholders  to  reconsider  whether 
redemptions  are  still  desired  or 
warranted. 

ii.  Management-Related  Advantages 

We  are  also  mindful  that  permitting 
fund  boards  to  impose  fees  and/or  gates 
after  a  fund  has  fallen  below  a  particular 
threshold,  and  requiring  funds  to 
impose  liquidity  fees  at  a  lower 


’82  See,  e.g..  Proposing  Release,  supra  note  25,  at 
n.355  (citing  Daniel  Kahnem£in,  Thinking,  Fast  and 
Slow  (2011),  at  278-288):  see  also  HSBC  Comment 
Letter;  Schwab  Comment  Letter  (“A  liquidity  fee 
would  force  early  redeemers  to  pay  for  the  costs  of 
their  redemption,  without  knowing  whether  the 
fund  was  actually  going  to  experience  losses  or  not. 
This  is  a  powerful  disincentive.”);  but  see  Comment 
Letter  of  Melanie  L.  Fein  Law  Offices  (Sept.  10, 
2013)  (“Fein  Comment  Letter”)  (suggesting  liquidity 
fees  are  unlikely  to  “prevent  institutional  [money 
market  fund]  investors  from  reallocating  their  assets 
in  a  crisis”). 

’83  See,  e.g..  Proposing  Release,  supra  note  25,  at 
n.355  (citing  Daniel  Kahneman,  Thinking,  Fast  and 
Slow  (2011),  at  278-288):  see  also  HSBC  Comment 
Letter;  Schwab  Comment  Letter. 

’8«  See  DERA  Study,  supra  note  24,  at  7-14 
(discussing  different  possible  explanations  for  why 
shareholders  may  redeem  from  money  market  funds 
in  times  of  stress). 

’85  See,  e.g..  Comment  Letter  of  Department  of  the 
Treasury,  Commonwealth  of  Virginia  (Sept.  17, 
2013)  (“Va.  Treasury'  Comment  Letter”);  Chamber  II 
Comment  Letter;  Dreyfus  Comment  Letter. 


designated  threshold  (absent  a  board 
finding  that  the  fee  is  not  in  the  best 
interests  of  the  fund),  may  offer  certain 
benefits  to  funds  with  respect  to 
management  of  liquidity  and 
redemption  activity.  Some  commenters 
suggested  that,  even  during  non-stress 
periods,  fees  and  gates  could  provide 
fund  managers  with  an  incentive  to 
carefully  monitor  shareholder 
concentration  and  shareholder  flow  to 
lessen  the  chance  that  the  fund  might 
have  to  impose  fees  or  gates  (because 
larger  redemptions  are  more  likely  to 
cause  the  fund  to  breach  the 
threshold).  156  7)^0  f00s  and  gates 
amendments  also  may  have  the 
additional  effect  of  encouraging 
portfolio  managers  to  more  closely 
monitor  fund  liquidity  and  hold  more 
liquid  securities  to  increase  the  level  of 
daily  and  weekly  liquid  assets  in  the 
fund,  as  it  would  tend  to  lessen  the 
likelihood  of  a  fee  or  gate  being 
imposed. 157  Such  an  approach  could 
also  lead  to  greater  investor 
participation  in  money  market  funds  to 
the  extent  investors  seek  to  invest  in  a 
product  with  low  liquidity  risk,  thereby 
increasing  the  supply  of  capital 
available  to  invest  in  commercial  paper. 
We  recognize,  however,  that  such  an 
approach  could  perhaps  shrink  the 
market  for  riskier  or  longer-term 
commercial  paper,  or  have  a  negative 
effect  on  yield. i55 
We  also  note  that  funds  may  take 
alternate  approaches  to  managing 
liquidity  and  imposing  fees  and  gates. 


’86  See,  e.g..  Comment  Letter  of  Securities 
Industry  and  Financial  Markets  Association  (Sept. 
17,  2013)  (”S1FMA  Comment  Letter”)  (stating  that 
some  members  “believe  the  existence  of  the 
liquidity  trigger  for  the  fee  and  gate  will  motivate 
fund  managers  to  maintain  fund  liquidity  well  in 
excess  of  the  trigger  level,  to  avoid  triggering  the  fee 
or  gate.  That  is  to  say,  the  mere  existence  of  the 
potential  for  the  fee  or  gate  will  result  in  enhanced 
liquidity  in  money  market  funds.”);  BlackRock  II 
Comment  Letter;  Comment  Letter  of  Hester  Peirce 
and  Robert  Greene  (Sept.  17,  2013)  (“Peirce  & 
Greene  Comment  Letter”);  see  also  HSBC  Global 
Asset  Management,  Liquidity  Fees;  a  proposal  to 
reform  money  market  funds  (Nov.  3,  2011)  (“HSBC 
2011  Liquidity  Fees  Letter”)  (a  liquidity  fee  “will 
result  in  more  effective  pricing  of  risk  (in  this  case, 
liquidity  risk) .  .  .  [and]  act  as  a  market-based 
mechanism  for  improving  the  robustness  and 
fairness”  of  money  market  funds);  Comment  Letter 
of  BlackRock,  Inc.  (Dec.  13,  2012)  (available  in  File 
No.  FSOC-201 2-0003)  (“BlackRock  FSOC 
Comment  Letter”)  (“A  fund  manager  will  focus  on 
managing  both  assets  and  liabilities  to  avoid 
triggering  a  gate.  On  the  liability  side,  a  fund 
manager  will  be  incented  to  know  the  underlying 
clients  and  model  their  behavior  to  anticipate  cash 
flow  needs  under  various  scenarios.  In  the  event  a 
fund  manager  sees  increased  redemption  behavior 
or  sees  reduced  liquidity  in  the  markets,  the  fund 
manager  will  be  incented  to  address  potential 
problems  as  early  as  possible.”). 

’52  See,  e.g..  Proposing  Release,  supra  note  25,  at 
n.365. 

’88  See  infra  section  III.K. 
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which  may  differentially  affect  the 
short-term  funding  markets.  For 
example,  a  fund  that  imposes  a  fee  or 
gate  may  decide  to  immediately  build 
liquidity  by  investing  all  maturing 
securities  in  highly  liquid  assets, 
particularly  if  the  fund  wants  to  remove 
the  fee  or  gate  as  soon  as  possible. 
Another  fund  may  plan  to  impose  a  fee 
or  gate  for  a  set  period  of  time,  in  which 
case,  there  would  be  no  reason  to  stop 
investing  in  less  liquid  short-term 
commercial  paper  provided  it  matured 
while  the  fee  or  gate  was  in  place.  The 
first  strategy  would  likely  have  the 
capital  formation  effect  of  lowering 
participation  in  short-term  funding 
markets,  whereas  the  second  strategy 
may  defer  the  impact  until  a  later  time, 
possibly  after  market  conditions  have 
improved. 

iii.  Transparency 

We  recognize,  and  certain 
commenters  noted, that  the  prospect 
of  fees  and  gates  being  implemented 
when  a  fund  is  under  stress  should  help 
make  the  risk  of  investing  in  money 
market  funds  more  salient  and 
transparent  to  investors,  which  may 
help  sensitize  them  to  the  risks  of 
investing  in  money  market  funds.  On 
the  other  hand,  we  note  that  other 
commenters  argued  that  fees  and  gates 
would  not  improve  transparency  of  risk 
for  investors. Having  considered 
these  comments,  however,  we  believe 
that  there  will  be  an  appreciable 
increase  in  transparency  as  a  result  of 
our  fees  and  gates  amendments.  The 
disclosure  amendments  we  are  adopting 
today  will  require  funds  to  provide 
disclosure  to  investors  regarding  the 
possibility  of  fees  and  gates  being 
imposed  if  a  fund’s  liquidity  is 
impaired.  We  believe  such  disclosure 
will  benefit  investors  by  informing  them 

’SB  See,  e.g.,  ICl  Comment  Letter;  Comment  Letter 
of  Myra  Page  (July  19,  2013)  (“Page  Comment 
Letter”). 

’00  See,  e.g..  Comment  Letter  of  Thrivent 
Financial  for  Lutherans  (Sept.  17,  2013)  (“Thrivent 
Comment  Letter)  (“The  imposition  of  a  liquidity  fee 
or  gate  will  always  be  a  surprise  to  the  investors 
that  do  not  redeem  quickly  enough  to  avoid  it.  The 
need  to  impose  such  a  fee  or  gate  will  not  be 
transparent  to  the  investor  unless  redemption 
activity  is  disclosed  in  a  timely  manner  providing 
sufficient  time  for  investors  to  react.”);  Capital 
Advisors  Comment  Letter.  Two  commenters  also 
expressed  concern  that  the  ability  to  impose  fees 
and  gates  would  perpetuate  shareholder  reliance  on 
sponsor  support.  See  Capital  Advisors  Comment 
Letter;  Thrivent  Comment  Letter.  As  discussed 
herein,  we  believe  fees  and  gates  and  the  disclosure 
associated  with  fees  and  gates  will  provide 
investors  certain  benefits,  including  informing 
investors  further  of  the  risks  associated  with  money 
market  funds.  We  further  believe  that  the  disclosure 
requirements  adopted  today  regarding  sponsor 
support  should  help  ameliorate  concerns  regarding 
shareholder  reliance  on  sponsor  support.  See  infra 
sections  IILE.7,  III.E.Q.g  and  IILF.3. 


further  of  the  risks  associated  with 
money  market  funds,  particularly  that 
money  market  funds’  liquidity  may,  at 
times,  be  impaired. In  addition,  as 
noted  above,  fees  and  gates  also  could 
encourage  shareholders  to  monitor 
funds’  liquidity  levels  and  exert  market 
discipline  over  the  fund  to  reduce  the 
likelihood  that  the  imposition  of  fees  or 
gates  will  become  necessary  in  that 

fund.^®2 

c.  Concerns  Regarding  Fees  and  Gates 

i.  Pre-Emptive  Runs  and  Broader  Market 
Concerns 

We  acknowledge  the  possibility  that, 
in  market  stress  scenarios,  shareholders 
might  pre-emptively  redeem  shares  if 
they  fear  the  imminent  imposition  of 
fees  or  gates  (either  because  of  the 
fund’s  situation  or  because  other  money 
market  funds  have  imposed  redemption 
restrictions).’^^  A  number  of 
commenters  suggested  investors  would 
do  so.’^^  Some  commenters  also 

’6’  We  recognize  that  the  level  of  board  discretion 
in  the  fees  and  gates  amendments  may  make  it  more 
difficult  for  investors  to  predict  when  fees  and/or 
gates  will  imposed;  however,  we  are  adopting 
certain  thresholds  and  maximums  that  we  believe 
will  provide  investors  with  notice  as  to  the  possible 
imposition  of  fees  and  gates.  Additionally,  today  we 
are  adopting  a  requirement  that  funds  disclose  their 
percentage  of  weekly  liquid  assets  on  a  daily  basis 
on  their  Web  sites  and,  thus,  shareholders  should 
be  aware  when  a  fund  is  approaching  these 
thresholds.  See  rule  2a-7(h)(10)(ii)(B). 

See  Proposing  Release,  supra  note  25,  at  n.366. 
The  disclosure  of  fees  and  gates  also  could 
advantage  larger  funds  and  fund  groups  if  the 
ability  to  provide  financial  support  reduces  or 
eliminates  the  need  to  impose  fees  and/or  gates 
(whose  imposition  may  be  perceived  to  be  a 
competitive  detriment). 

See,  e.g.,  Proposing  Release,  supra  note  25,  at 
163-167,  n.361. 

See,  e.g..  Comment  Letter  of  Novelis  (July,  16, 
2013)  (“Novelis  Comment  Letter”);  Comment  Letter 
of  State  Investment  Commission,  Commonwealth  of 
Kentucky  (Sept.  9,  2013)  (“Ky.  Inv.  Comm’n 
Comment  Letter”);  Boston  Federal  Reserve 
Comment  Letter;  Comment  Letter  of  Hester  Peirce 
and  Robert  Greene,  Working  Paper:  Opening  the 
Gate  to  Money  Market  Fund  Reform  (Apr.  8,  2014) 
(“Peirce  &  Greene  II  Comment  Letter”).  Some 
commenters  were  concerned  that  news  of  one 
money  market  fund  imposing  a  redemption 
restriction  could  trigger  a  system-wide  run  by 
investors  in  other  money  market  funds.  See,  e.g., 
Samuel  Hanson,  David  Scharfstein,  and  Adi 
Sunderam  (Sept.  16,  2013)  (“Hanson  et  al. 

Comment  Letter”);  Deutsche  Comment  Letter; 

Boston  Federal  Reserve  Comment  Letter  (suggesting 
further  that  “because  of  the  relative  homogeneity  in 
many  [money  market  funds’  holdings],  the 
imposition  of  a  liquidity  fee  or  redemption  gate  on 
one  fund  may  incite  runs  on  other  funds  which  are 
not  subject  to  such  measures”)  (citation  omitted).  In 
addition,  one  commenter,  drawing  an  analogy  to 
banks  prior  to  the  adoption  of  federally  insured 
deposits,  noted  that  although  withdrawal 
suspensions  were  commonly  used  by  banks  in 
response  to  fleeing  depositors,  the  specter  of 
suspensions  themselves  were  often  the  cause  of 
such  investor  flight.  See,  e.g..  Comment  Letter  of 
Committee  on  Capital  Markets  Regulation  (Sept.  17, 
2013)  (“Comm.  Cap.  Mkt.  Reg.  Comment  Letter”). 


suggested  that  sophisticated  investors  in 
particular  might  be  able  to  predict  that 
fees  and  gates  may  be  imposed  and  may 
redeem  shares  before  this  occurs.’®^ 

While  we  recognize  that  there  is  risk 
of  pre-emptive  redemptions,  the  benefits 
of  having  effective  tools  in  place  to 
address  runs  and  contagion  risk  leads  us 
to  adopt  the  proposed  fees  and  gates 
reforms,  with  some  modifications.  We 
believe  several  of  the  changes  we  are 
making  in  our  final  reforms  will 
mitigate  this  risk  and  dampen  the  effects 
on  other  money  market  funds  and  the 
broader  markets  if  pre-emptive 
redemptions  do  occur. 

As  discussed  below,  the  shorter 
maximum  time  period  for  the 
imposition  of  gates  and  the  smaller  size 
of  the  default  liquidity  fee  that  we  are 
adopting  in  these  final  amendments,  as 
compared  to  what  we  proposed,  are 
expected  to  lessen  former  the  risk  of 
pre-emptive  runs.’*’®  We  understand 
that  the  potential  for  a  longer  gate  or 
higher  liquidity  fee  before  a  restriction 
is  in  place  may  increase  the  incentive 
for  investors  to  redeem  at  the  first  sign 
of  any  potential  stress  at  a  fund  or  in  the 
markets.’®^  We  believe  that  by  limiting 
the  maximum  time  period  that  gates 
may  be  imposed  to  10  business  days  in 
any  90-day  period  (down  from  the 
proposed  30  days),  investor  concerns 
regarding  an  extended  loss  of  access  to 
cash  from  their  investment  should  be 
mitigated.  Indeed,  some  money  market 
funds  today  retain  the  right  to  delay 
payment  on  redemption  requests  for  up 
to  seven  days,  as  all  registered 
investment  companies  are  permitted  to 
do  under  the  Investment  Company  Act, 
and  we  are  not  aware  that  this 
possibility  has  led  to  any  pre-emptive 
runs  historically.’®®  In  addition,  we  note 
that  under  section  22(e),  the 
Commission  also  has  the  authority  to, 
by  order,  suspend  the  right  of 
redemption  or  allow  the  postponement 
of  payment  of  redemption  requests  for 
more  than  seven  days.  The  Commission 
used  this  authority,  for  example,  with 

’BsSee,  e.g.,  MFDF  Comment  Letter;  Va.  Treasury 
Comment  Letter;  Goldman  Sachs  Comment  Letter. 

’BB  See  Comment  Letter  of  Federated  Investors, 

Inc.  (Apr.  25.  2014)  (“Federated  XI  Comment 
Letter”). 

’B^SeeJ.P.  Morgan  Comment  Letter  (“The 
potential  of  total  loss  of  access  to  liquidity  for  up 
to  thirty  (30)  days  will  be  a  concern  for  investors, 
and  could  exacerbate  a  pre-emptive  run.”); 

Federated  V  Comment  Letter  (“Shareholders  will 
find  it  increasingly  difficult  to  compensate  for  their 
loss  of  liquidity  the  longer  the  suspension  of 
redemptions  continues.  It  is  therefore  important  for 
Alternative  2  to  limit  the  suspension  of 
redemptions  to  a  period  in  which  the  potential 
benefits  to  shareholders  of  delaying  redemptions 
outweigh  the  potential  disruptions  caused  by  the 
delay.”). 

’BB  See  section  22(e). 
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respect  to  the  Reser\'^e  Primary  Fund.  To 
our  knowledge,  this  authority  also  has 
not  historically  led  to  pre-emptive 
redemptions.  We  believe  that  the  gating 
allowed  by  today’s  amendments  extends 
and  formalizes  this  existing  gating 
framework,  clarifying  for  investors 
when  a  money  market  fund  potentially 
may  use  a  gate  as  a  tool  to  manage  heavy 
redemptions  and  thus  prevents  any 
investor  confusion  on  when  gating  may 
apply. 

We  believe  that  the  maximum  10 
business  day  gating  period  we  are 
adopting  today  is  a  similarly  short 
enough  period  of  time  (as  compared  to 
the  seven  days  a  fund  may  delay 
payment  on  redemption  requests)  that 
many  investors  may  not  be  unduly 
burdened  by  such  a  temporary  loss  of 
liquidity.^®^  Thus,  these  investors  may 
have  less  incentive  to  redeem  their 
investments  pre-emptively  before  the 
imposition  of  a  gate.  For  similar  reasons, 
the  reduction  in  the  default  liquidity  fee 
to  1%  (down  from  the  proposed  2%), 
discussed  further  below,  may  also 
lessen  shareholders’  incentives  to 
redeem  pre-emptively  as  fewer  investors 
may  consider  it  likely  that  a  liquidity 
fee  will  result  in  an  unacceptable  loss 
on  their  investment. 

In  addition,  we  expect  that  the 
additional  discretion  we  are  granting 
fund  boards  to  impose  a  fee  or  gate  at 
any  time  after  a  fund’s  weekly  liquid 
assets  have  fallen  below  the  30% 
required  minimum,  a  much  higher  level 
of  remaining  weekly  liquid  assets  than 
proposed,  should  mitigate  the  risk  of 
pre-emptive  redemptions.  This  board 
discretion  should  reduce  the  incentive 
of  shareholders  from  trying  to  pre¬ 
emptively  redeem  because  they  will  be 
able  to  less  accurately  predict 


’•^^See,  e.g.,  Federated  V  Comment  Letter  (stating 
that  10  calendar  days  “would  be  a  significantly 
shorter  period  than  proposed  by  the  Commission, 
while  still  allowing  prime  (money  market  funds) 
more  than  a  week  to  address  whatever  problem  led 
to  the  suspension  of  redemptions.  This  would  also 
be  consistent  with  the  comments  of  some  of  the 
investors  who  indicated  to  Federated  that  they 
probably  could  not  go  more  than  two  weeks  without 
access  to  the  cash  held  in  their  [money  market 
fund].”);  see  also  infra  section  III. A. 2. d  (discussing 
the  maximum  duration  of  temporary'  redemption 
gates  under  today’s  amendments). 

’7oWe  note  that  under  our  final  amendments,  the 
1  %  default  liquidity  may  be  raised  by  a  fund’s 
board  (up  to  2%)  if  it  is  in  the  best  interests  of  the 
fund.  See  rule  2a-7(c)(2)(ii)(A).  However,  given  the 
empirical  information  regarding  liquidity  costs  in 
money  market  fund  eligible  securities  in  the 
financial  crisis,  as  discussed  in  the  DERA  Liquidity 
Fee  Memo,  which  supported  the  reduction  in  the 
size  of  the  default  liquidity  fee  to  1%,  money 
market  fund  shareholders  may  estimate  that  a  fee 
as  high  as  2%  will  be  unlikely  and  that  depending 
on  the  circumstances,  a  fee  of  less  than  1%  could 
be  appropriately  determined  by  the  board  of 
directors.  See  DERA  Liquidity  Fee  Memo,  supra 
note  111. 


specifically  when,  and  under  what 
circumstances,  fees  and  gates  will  be 
imposed. 171  Board  discretion  also 
should  allow  boards  to  act  decisively  if 
they  become  concerned  liquidity  may 
become  impaired  and  to  react  to 
expected,  as  well  as  actual,  declines  in 
liquidity  levels,  given  their  funds’ 
investor  base  and  other  characteristics. 

Likewise,  increased  board  discretion 
should  lessen  the  likelihood  that 
sophisticated  investors  can 
preferentially  predict  when  a  fee  or  gate 
is  going  to  be  imposed  because 
sophisticated  investors,  like  any  other 
investor,  will  not  know  what  specific 
circumstances  a  fimd  board  will  deem 
appropriate  for  the  imposition  of  fees  or 
gates.  172  vVe  recognize  that 
sophisticated  investors  may  monitor  the 
weekly  liquid  assets  of  funds  and  seek 
to  redeem  before  a  fund  drops  below  the 
30%  weekly  liquid  asset  threshold.  We 
believe,  however,  that  a  sophisticated 
investor  may  be  dissuaded  from 
redeeming  in  these  circumstances 
because  the  fund  still  has  a  substantial 
amount  of  internal  liquidity.  In 
addition,  redemptions  when  the  fund 
still  has  this  much  internal  liquidity 
would  not  lead  to  fire  sales  or  other 
such  adverse  effects. 

We  also  believe  that  increased  board 
flexibility  will  reduce  the  occurrence  of 
pre-emptive  redemptions  by 
shareholders  who  seek  to  redeem 
because  another  money  market  fund  has 
imposed  a  fee  or  gate.  Increased  board 
flexibility  will  likely  result  in  different 
funds  imposing  different  redemption 
restrictions  at  different  times, 
particularly  considering  that  after 
crossing  the  30%  threshold  each  fund’s 
board  will  be  required  to  make  a  best 
interests  determination  with  respect  to 
the  imposition  of  a  fee  or  gate.  ^73 
such,  it  will  be  less  likely  that  investors 


See  Wells  Fargo  Comment  Letter  (“The  ability 
for  fund  investors  to  frequently  and  aggressively 
‘game’  and  avoid  the  potential  imposition  of  Fees 
or  Gates  is  undermined  by  the  element  of 
uncertainty  inherent  in  a  fund  board’s  discretion  to 
impose  a  Fee  or  a  Gate.”);  see  also  Proposing 
Release,  supra  note  25,  at  n.362.  Additionally,  we 
believe  that  requiring  investors  in  institutional 
prime  funds  to  redeem  their  shares  at  floating  NAV 
should  lower  the  incentive  to  run  pre-emptively 
when  investors  anticipate  that  a  gate  will  be 
imposed  as  a  result  of  a  credit  event.  See  infra 
section  III.B  for  a  discussion  of  the  floating  NAV 
requirement. 

’^2  Although  funds’  Web  site  disclosure  will 
indicate  when  a  fund  is  approaching  the  weekly 
liquid  asset  thresholds  for  imposing  a  fee  or  gate, 
investors  will  not  know  the  circumstances  imder 
which  a  board  will  deem  such  a  restriction  to  be 
in  the  best  interests  of  the  fund.  See  rule  2a- 
7(h)(10)(ii)(B). 

Boards  will  also  be  required  to  make  a  best 
interests  determination  if  they  determine  to  change 
the  level  of  the  default  liquidity  fee  or  to  not  impose 
the  default  fee.  See  rule  2a-7(c)(2)(ii). 


can  predict  whether  any  particular  fund 
will  impose  a  fee  or  gate,  even  if  another 
fund  has  done  so,  and  thus  perhaps  less 
likely  they  will  redeem  assuming  that 
one  fund  imposing  such  a  restriction 
means  other  funds  may  soon  do  so. 

Moreover,  we  believe  that  funds’ 
ability  to  impose  fees  and  gates  once 
weekly  liquid  assets  drop  below  30% 
will  substantially  mitigate  the  broader 
effects  of  pre-emptive  runs,  should  they 
occur.  A  money  market  fund  that 
imposes  a  fee  or  gate  with  substantial 
remaining  internal  liquidity  is  in  a 
better  position  to  bear  those 
redemptions  without  a  broader  market 
impact  because  it  can  satisfy  those 
redemption  requests  through  existing  or 
internally  generated  cash  and  not 
through  asset  sales  (other  than  perhaps 
sales  of  government  securities  that  tend 
to  increase  in  value  and  liquidity  in 
times  of  stress).  Thus,  pre-emptive  runs, 
if  they  were  to  occur,  under  these 
circumstances  are  less  likely  to  generate 
adverse  contagion  effects  on  other 
money  market  funds  or  the  short-term 
financing  markets. 

We  note  some  commenters  suggested 
that  concerns  about  pre-emptive  run 
risks  from  fees  and  gates  are  likely 

overstated.’ 74  commenter  noted 

that  the  “element  of  uncertainty 
inherent  in  a  board’s  discretion  to 
impose  a  fee  or  gate’’  would  diminish 
any  possible  gaming  by  investors.’ 75 
Another  commenter  further  noted  that 
“appropriate  portfolio  construction  and 
daily  transparency’’  would  reduce  the 
likelihood  of  anticipatory 
redemptions. ’76  For  example,  as 
discussed  below,  our  amendments 
require  that  each  money  market  fund 
disclose  daily  on  its  Web  site  its  level 
of  weekly  liquid  assets.  This  means  that 
if  one  money  market  fund  imposes  a  fee 
or  gate,  investors  in  other  money  market 
funds  will  have  the  benefit  of  full 
transparency  on  whether  the  money 
market  fund  in  which  they  are  invested 
is  similarly  experiencing  liquidity  stress 
and  thus  is  likely  to  impose  a  fee  or  gate. 
Pre-emptive  redemptions  and  contagion 
effects  due  to  a  lack  of  transparency 


’74  See,  e.g.,  SIFMA  Comment  Letter;  Wells  Fargo 
Comment  Letter;  Dreyfus  Comment  Letter;  see  also 
Chamber  II  Comment  Letter  (stating  that  “unlike 
with  the  current  conditions  of  [r]ule  22e-3  under 
the  (Investment  Company  Act),  a  redemption  gate 
would  allow  the  MMF  to  remain  in  operation  after 
the  gate  is  lifted.  This,  in  turn,  will  provide  MMF 
investors  with  comfort  regarding  the  ultimate 
redemption  of  their  investment  and  make  any  large- 
scale  redemptions  less  likely.”);  Comment  Letter  of 
Artie  Green  (Aug.  29,  2013)  (“Green  Comment 
Letter”)  (“Fund  shareholders  would  be  less  likely 
to  panic  if  they  know  they  will  have  access  to  their 
assets  when  the  fund  reopens  after  a  short 
suspension  of  redemptions.”). 

’75  See  Wells  Fargo  Comment  Letter. 

’75  See  Dreyfus  Comment  Letter. 
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(which  may  have  occiured  in  the  crisis) 
may  therefore  be  reduced.  Some 
commenters  also  have  previously 
indicated  that  a  liquidity  fee  or  gate 
should  not  accelerate  a  run,  stating  that 
such  redemptions  would  likely  trigger 
the  fee  or  gate  and  that,  once  triggered, 
the  fee  or  gate  would  then  lessen  or  halt 
redemptions. 

Additionally,  we  note  that  while 
many  European  money  market  funds  are 
able  to  suspend  redemptions  and/or 
impose  fees  on  redemptions,  we  are  not 
aware  that  their  ability  to  do  so  has 
historically  led  to  pre-emptive  runs. 

Most  European  money  market  funds  are 
subject  to  legislation  governing 
Undertakings  for  Collective  Investment 
in  Transferable  Securities  (“UCITS”), 
which  also  covers  other  collective 
investments,  and  which  permits  them  to 
suspend  temporarily  redemptions  of 
units. For  example,  in  Ireland,  UCITS 
are  permitted  to  temporarily  suspend 
redemptions  “in  exceptional  cases 
where  circumstances  so  require  and 
suspension  is  justified  having  regard  to 
the  interest  of  the  unit-holders.” 
Similarly,  many  money  market  funds  in 
Europe  are  also  permitted  to  impose  fees 
on  redemptions. 

We  also  note  that  a  commenter 
discussed  a  paper  by  the  staff  of  the 
Federal  Reserve  Bank  of  New  York 
(“FRBNY”)  entitled  “Gates,  Fees,  and 
Preemptive  Runs.”  The  FRBNY  staff 
paper  constructs  a  theoretical  model  of 
fees  or  gates  used  by  a  financial 
intermediary  and  finds  “that  rather  than 
being  part  of  the  solution,  redemption 
fees  and  gates  can  be  part  of  the 
problem.”  This  commenter  argued 


See,  e.g.,  Proposing  Release,  supra  note  25,  at 
n.364. 

‘‘^“See,  e.g.,  UCITS  IV  Directive,  Article  84 
(permitting  a  UCITS  to,  in  accordance  with 
applicable  national  law  and  its  instruments  of 
incorporation,  temporarily  suspend  redemption  of 
its  units);  Articles  L.  214-19  and  L.  214-30  of  the 
French  Monetary  and  Financial  Code  (providing 
that  under  exceptional  circumstances  and  if  the 
interests  of  the  UCITS  units  holders  so  demand, 
UCITs  may  temporarily  suspend  redemptions):  see 
also  Coll.  7.2R  United  Kingdom  Financial  Conduct 
Authority  Handbook  (allowing  the  temporary 
suspension  of  redemptions  "where  due  to 
exceptional  circumstances  it  is  in  the  interest  of  all 
the  unitholders  in  the  authorized  fund”). 

See  Regulation  104(2)(a)  of  S.I.  No.  352  of 

2011. 

’““See,  e.g.,  HSBC  Comment  Letter  (“We  are  in 
the  process  of  rolling  out  the  ability  for  the  Board 
of  Directors  to  impose  trigger  based  liquidity  fees 
in  our  [money  market  funds]  where  current 
regulation  allows.  At  this  time  we  are  working  on 
implementation  in  our  flagship  “Global  Liquidity 
Fund”  range  domiciled  in  Dublin.”). 

See  Federated  XI  Comment  Letter. 

See  Gates,  Fees  and  Preemptive  Runs,  Federal 
Reser\'e  Bank  of  New  York  Staff  Report  No.  670 
(Apr.  2014),  available  at  http:// 
\v\vw.newyorkfed.org/research/staff  reports/ 
sr670.pdf. 


that  this  paper  fails  to  consider 
numerous  restrictions  in  bank  products 
similar  to  fees  and  gates  that  do  not 
appear  to  have  triggered  pre-emptive 
runs  on  banks.  In  particular,  the 
commenter  noted  that  all  banks  are 
required  “to  retain  contractual  authority 
as  to  most  deposits  to  postpone 
withdrawals  (gating)  or  impose  early 
redemption  fees  and  to  reserve  the  right 
to  impose  restrictions — either  gates  or 
fees  or  both — on  redemptions  of  all  bank 
deposits  other  than  demand  deposit 
accounts..  .  .”i84 
We  note  that  the  model  of  fees  or 
gates  in  the  FRBNY  staff  paper  has  a 
number  of  features  and  assumptions 
different  than  the  reforms  we  are 
adopting  today.  For  example,  the 
paper’s  model  assumes  the  fees  or  gates 
are  imposed  only  when  liquid  assets  are 
fully  depleted.  In  contrast,  under  our 
reforms  fees  or  gates  may  be  imposed 
while  the  fund  still  has  substantial 
liquid  assets  and,  as  discussed  above, 
we  believe  investors  may  be  dissuaded 
from  pre-emptively  redeeming  from 
funds  with  substantial  internal  liquidity 
because  the  fund  is  more  likely  to  be 
able  to  readily  satisfy  redemptions 
without  adversely  impacting  the  fund’s 
pricing. 185  Moreover,  under  our  reforms 
(unlike  the  model),  a  fund  board  has 
discretion  in  the  decision  of  when  to 
impose  fees  or  gates,  which  as  discussed 
above  should  reduce  the  incentive  for 
investors  to  run,  because  they  will  be 
able  to  less  accurately  predict 
specifically  when,  and  under  what 
circumstances,  fees  or  gates  will  be 
imposed.! 55  Another  significant 
difference  is  that  our  reforms  include  a 
floating  NAV  for  institutional  prime 
money  market  funds,  which  constitute  a 
sizeable  portion  of  all  money  market 
funds,  but  the  model  assumes  a  stable 
NAV.  As  discussed  below,  we  believe 
the  floating  NAV  requirement  may 
encourage  those  investors  who  are  least 
able  to  bear  risk  of  loss  to  redirect  their 
investments  to  other  investment 
opportunities  [e.g.,  government  money 
market  funds),  and  this  may  have  the 
secondary  effect  of  removing  from  the 
funds  those  investors  most  prone  to 


See  Federated  XI  Comment  Letter. 

See  id.  (citations  omitted).  The  commenter 
states  that,  other  than  with  respect  to  demand 
deposit  accounts,  “banks  (1)  are  required  ...  to 
reserve  the  right  to  require  seven  days’  advance 
notice  of  a  withdrawal  from  [money  market  deposit 
accounts],  NOW  accounts  and  other  savings 
accounts;  (2)  are  not  required  to  allow  early 
withdrawal  from  [certificates  of  deposit)  and  other 
time  deposits;  and  (3)  are  allowed  to  impose  early 
withdrawal  fees  on  time  deposits  if  they  choose  to 
permit  an  early  withdrawal  from  a  time  deposit.” 

See  supra  at  text  following  note  172. 

See  supra  notes  171-173  and  accompanying 

text. 


redeem  should  a  liquidity  event  occur 
for  which  fees  or  gates  could  be 
imposed.  Furthermore,  the  paper  also 
assumes  that  no  investor  could  foresee 
the  possibility  of  a  shock  to  a  money 
market  fund  that  reduces  the  fund’s 
value  or  liquidity  despite  the  events  of 
2008  that  should  have  informed 
investors  that  fund  NAVs  can  change 
over  time  and  that  liquidity  levels  may 
fluctuate.  In  addition,  under  our  floating 
NAV  reforms,  price  levels  of 
institutional  prime  money  market  funds 
likely  will  fluctuate,  and  today’s  reforms 
will  also  require  additional  disclosures 
that  will  convey  important  information 
to  investors  about  the  fund’s  value 
which  in  turn  may  help  prevent  run 
behavior  to  the  extent  it  is  based  on 
uninformed  decision-making. 

These  differences  in  our  reforms  as 
compared  to  the  model  in  the  FRBNY 
staff  paper,  along  with  the  additional 
disclosures  that  we  are  adopting  today 
that  will  convey  important  information 
to  investors  about  the  fund’s  value, 
should  in  our  view  significantly 
mitigate  any  potential  for  substantial 
investor  runs  before  fees  and  gates  are 
imposed.  Accordingly,  the  FRBNY  staff 
paper’s  findings  regarding  the  risks  of 
pre-emptive  redemptions,  because  they 
rely  on  different  facts  and  assumptions 
than  are  being  implemented  in  today’s 
reforms,  are  not  likely  to  apply  to 
money  market  funds  following  today’s 
reforms. 

As  noted  above,  the  new  daily 
transparency  to  shareholders  on  funds’ 
levels  of  weekly  liquid  assets  should 
provide  additional  benefits,  including 
helping  shareholders  to  understand  if 
their  fund’s  liquidity  is  at  risk  and  thus 
a  fee  or  gate  more  likely  and,  therefore, 
should  lessen  the  chance  of  contagion 
from  shareholders  redeeming 
indiscriminately  in  response  to  another 
fund  imposing  a  fee  or  gate.  Investors 
will  be  able  to  benefit  from  this 
disclosure  when  assessing  each  fund’s 
circumstances,  rather  than  having  to 
infer  information  from,  or  react  to,  the 
problems  observed  at  other  funds. 
Nevertheless,  investors  might  mimic 
other  investors’  redemption  strategies 
even  when  those  other  investors’ 
decisions  are  not  necessarily  based  on 
superior  information. i87  General  stress 


’“7  See  Proposing  Release,  supra  note  25,  at  n.363: 
see  also  Hanson  et  al.  Gomment  Letter  (“news  that 
one  [money  market  fund]  has  initiated  redemption 
restrictions  could  set  off  a  system-wide  run  by 
investors  who  are  anxious  to  redeem  their  shares 
before  other  funds  also  initiate  such  fees  or 
restrictions”);  Boston  Federal  Reserve  Comment 
Letter  (“[B]ecause  of  the  relative  homogeneity  in 
many  [money  market  funds’]  holdings,  the 
imposition  of  a  liquidity  fee  or  redemption  gate  on 
one  fund  may  incite  runs  on  other  funds  which  are 
not  subject  to  such  measures”  (citation  omitted)). 
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in  the  short-term  markets  or  fear  of 
stress  at  a  particular  fund  could  trigger 
redemptions  as  shareholders  try  to 
avoid  a  fee  or  gate.  As  noted  above, 
however,  even  if  investors  redeem,  their 
redemptions  eventually  could  cause  a 
fee  or  gate  to  come  dovm,  thereby 
lessening  or  halting  redemptions  and 
mitigating  contagion  risk.^®^  In  sum,  we 
are  persuaded  that  fees  and  gates  are 
important  tools  that  can  be  used  to  halt 
redemptions  and  prevent  contagion 
during  periods  of  market  stress. 

ii.  Impact  on  a  Fund  After  Imposing  a 
Fee  or  Gate 

Commenters  have  suggested  that  once 
fees  and  gates  are  imposed,  they  may 
not  be  easily  lifted  without  triggering  a 
run.i®®  Similarly,  other  commenters 
warned  that  imposing  a  fee  or  gate 
would  not  help  a  fund  recover  from  a 
crisis  but  rather  force  it  into  liquidation 
because  investors  would  lose  trust  in 
the  fund  and  seek  to  invest  in  a  money 
market  fund  that  has  not  imposed  a  fee 
or  gate.^®°  We  acknowledge  that  there  is 
a  risk  that  investors  may  redeem  from  a 
fund  after  a  fee  or  gate  is  lifted.  We 
believe  this  is  less  likely  following  the 
imposition  of  a  fee,  however,  because 
investors  will  continue  to  have  the 
ability  to  redeem  while  a  fee  is  in  place 
and,  therefore,  may  experience  less 
disruption  and  potentially  less  loss  in 
trust.  In  any  event,  we  believe  that  it  is 
important  Aat  money  market  funds 
have  these  tools  to  give  funds  the  ability 
to  obtain  additional  liquidity  in  an 
orderly  fashion  if  a  liquidity  crisis 
occurs,  notwithstanding  the  risk  that  the 
imposition  of  a  fee  or  gate  may  cause 
some  subsequent  loss  in  trust  in  a  fund 
or  may  lead  to  a  resumption  in  heavy 
redemptions  once  a  fee  or  gate  is  lifted. 
Further,  we  think  it  is  important  to 
observe  that  whenever  a  fee  or  gate  is 
imposed,  the  fund  may  already  be  under 
stress  from  heavy  redemptions  that  are 
draining  liquidity,  and  the  purpose  of 
the  fees  and  gates  amendments  is  to  give 
the  fund’s  board  additional  tools  to 
address  this  external  threat  when  the 
board  determines  that  using  one  or  both 


’““See SIFMA  Comment  Letter  (“[Some] 
members  point  out  that  if  a  fund’s  liquiditj' 
breaches  the  trigger  level,  the  gate  and  fee, 
themselves,  will  stem  any  exodus  and  damper  its 
effect.’’). 

See,  e.g.,  Comment  Letter  of  T.  Rowe  Price 
Associates,  Inc.  (Sept.  17,  2013)  ("T.  Rowe  Price 
Comment  Letter”). 

■'^“See,  e.g.,  Schwab  Comment  Letter  (“|W]e  have 
a  hard  time  seeing  how  any  fund  that  actually 
imposed  fees  and/or  redemption  gates  would  ever 
be  able  to  recover  and  be  a  viable  fund  again. 
Investor  trust  in  that  fund  would  be  lost.”); 
Goldman  Sachs  Comment  Letter;  J.P.  Morgan 
Comment  Letter. 


of  the  tools  is  in  the  fund’s  best 
interests. 

Further,  to  the  extent  that 
commenters’  concerns  about  potential 
loss  in  trust  or  risk  of  a  run  when  a  fee 
or  gate  is  lifted  is  tied  to  investor 
concerns  about  the  sufficiency  of  the 
fund’s  liquidity  levels,  we  note  that, 
under  today’s  amendments,  funds  will 
be  required  to  disclose  information 
regarding  their  liquidity  (e.g.,  daily  and 
weekly  liquid  assets)  on  a  daily  basis. 
Such  disclosure,  assuming  adequate 
liquidity,  may  help  ameliorate  concerns 
that  investors  will  run  or  shift  their 
investment  elsewhere  after  a  fund  lifts 
its  redemption  restrictions  because 
investors  will  be  able  to  see  that  a  fund 
is  sufficiently  liquid.  To  the  extent 
heavy  redemptions  resume  after  a  fund 
lifts  a  fee  or  gate,  we  also  note  that  a 
fund  board  may  again  impose  a  fee,  or 
gate  if  the  fund  has  not  yet  exceeded  the 
10  business  day  maximum  gating 
period,  if  it  is  in  the  best  interests  of  the 
fund.’si  Additionally,  while  we 
recognize  that  fees  and  gates  may  cause 
some  investors  to  leave  a  fund  once  it 
has  lifted  a  fee  or  gate  (or,  in  the  case 
of  a  fee,  while  the  fee  is  in  place),  which 
may  affect  efficiency,  competition,  and 
capital  formation,  we  believe  it  is 
possible  that  some  investors, 
particularly  those  that  were  not  seeking 
to  redeem  during  the  imposition  of  the 
fee  or  gate,  may  choose  to  stay  in  the 
fund.  In  this  regard,  we  note  that,  as 
discussed  above,  a  liquidity  fee  would 
benefit  those  investors  who  were  not 
seeking  to  redeem  while  a  fund’s 
liquidity  was  under  stress  by  more 
equitably  allocating  liquidity  costs 
among  redeeming  and  non-redeeming 

shareholders. In  addition,  to  the 

extent  a  fund’s  drop  in  weekly  liquid 
assets  was  the  result  of  an  external 
event,  if  such  event  resolves  while  a  fee 
or  gate  is  place,  some  investors  may 
choose  to  stay  in  the  fund  after  the  fee 
or  gate  is  lifted. 

In  addition,  we  recognize  that  a  fund 
board  may  determine  to  close  a  fund 
and  liquidate  after  the  fund  has  imposed 
a  fee  or  temporary  gate  (or  instead  of 
imposing  a  fee  or  temporary  gate) 
pursuant  to  amended  rule  22e-3.^®®  We 
note,  however,  that  even  if  a  fund 
ultimately  liquidates,  its  disposition  is 
likely  to  be  more  orderly  and  efficient 
if  it  previously  imposed  a  fee  or  gate.  In 
fact,  imposing  a  fee  or  gate  should  give 


See  rule  2a-7(c)(2)(i)(B)  (limiting  the 
imposition  of  gates  to  10  business  days  in  any  90- 
day  period). 

See  supra  note  121  and  accompanying  text. 

See  infra  section  III.A.4  herein  discussing 
amendments  to  rule  22e-3  that  will  allow  a  board 
to  close  and  liquidate  a  fund  if  the  fund’s  weekly 
liquid  assets  have  dropped  below  10%. 


a  fund  more  time  to  generate  greater 
liquidity  so  that  it  will  be  able  to 
liquidate  with  less  harm  to 
shareholders.  Additionally,  to  the  extent 
a  fund’s  board  determines  to  close  the 
fund  and  liquidate  after  the  fund  has 
imposed  a  fee  or  temporary  gate,  we 
anticipate  that  this  would  more 
commonly  occur  because  the  imposition 
of  the  fee  or  gate  was  the  result  of 
idiosyncratic  stresses  on  the  fund.^®^  In 
this  regard,  we  note  that  at  least  one 
commenter  who  suggested  that  a  money 
market  fund  would  likely  be  forced  to 
liquidate  after  imposing  a  fee  or  gate, 
also  noted  that  “in  a  systemic  crisis” 
where  many  funds  may  be  faced  with 
heavy  redemptions  and  thus  the 
possibility  of  imposing  fees  and  gates, 
money  market  funds  “may  have  a 
greater  likelihood  of  avoiding 
liquidation  after  the  systemic  crisis  [has] 
subsided.” 

iii.  Investors’  Liquidity  Needs 

A  number  of  commenters  expressed 
concern  that  fees  or  gates  could  impair 
money  market  funds’  use  as  liquid 
investments,  in  particular  because 
redemption  restrictions  (especially 
gates)  would  limit  or  deny  shareholders 
ready  access  to  their  funds.’®® 
Commenters  noted  such  a  lack  of 
liquidity  could  have  detrimental 
consequences  for  investors,  including, 
for  example,  corporations  and 
institutions  using  liquidity  accounts  for 
cash  management,’®’’  retail  investors 
needing  immediate  access  to  cash  such 
as  in  a  medical  emergency  or  when 
purchasing  a  home,’®®  and  state  and 
local  governments  that  need  to  make 
payroll  or  service  bond  payments  when 
due.’®® 

We  recognize  that  liquidity  fees  and 
redemption  gates  could  affect 
shareholders  by  potentially  limiting, 
partially  or  fully  (as  applicable),  the 
redeemability  of  money  market  fund 
shares  under  certain  conditions,  a 
principle  embodied  in  the  Investment 


See  infra  note  195  and  accompanying  text. 

’“5See).P.  Morgan  Comment  Letter. 

”*'*See,  e.g.,  Comment  Letter  of  the  Boeing 
Company  (Sept.  9,  2013)  (“Boeing  Comment 
Letter”);  Boston  Federal  Reserve  Comment  Letter; 
BlackRock  II  Comment  Letter. 

’‘*7  See,  e.g.,  Boeing  Comment  Letter;  Capital 
Advisors  Comment  Letter. 

See,  e.g..  Comment  Letter  of  the  SPARK 
Institute,  Inc.  (Sept.  16,  2013)  (“SPARK  Comment 
Letter”);  Comment  Letter  of  Vanguard  (Sept.  17, 
2013)  (“Vanguard  Comment  Letter”). 

See,  e.g..  Comment  Letter  of  Chief  Financial 
Officer,  State  of  Florida  (Sept.  12,  2013)  (“Fla.  CFO 
Comment  Letter”);  Comment  Letter  of  Treasurer 
and  Comptroller,  St.  Louis,  Missouri  (Sept.  17, 
2013)  (“St.  Louis  Treasurer  Comment  Letter”). 
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Company  Act.^oo  In  our  view,  however, 
these  reforms  should  not  unreasonably 
impede  the  use  of  money  market  funds 
as  liquid  investments.  First,  under 
normal  circumstances,  when  a  fund’s 
liquidity  is  not  under  stress,  the  fees 
and  gates  amendments  will  not  affect 
money  market  funds  or  their 
shareholders.  Fees  and  gates  are  tools 
for  funds  to  use  in  times  of  severe 
market  or  internal  stress.  Second,  even 
when  a  fund  experiences  stress,  the  fees 
and  gates  amendments  we  are  adopting 
today  do  not  require  money  market 
funds  to  impose  fees  and  gates  when  it 
is  not  in  the  best  interests  of  the  fund. 
Accordingly,  we  believe  these  tools  can 
assist  funds  facing  liquidity  shortages 
during  periods  of  unusual  stress,  while 
preserving  the  benefits  of  money  market 
funds  for  investors  and  the  short-term 
funding  markets  by  not  affecting  the 
day-to-day  operations  of  a  fund  in 
periods  without  stress.  In  fact,  a  number 
of  commenters  observed  that  fees  and 
gates  would  be  the  most  effective  option 
of  achieving  the  Commission’s  reform 
goals, and  would  preserve  as  much  as 
possible  the  current  benefits  of  money 
market  funds  and/or  be  less  onerous 
day-to-day  on  funds  and  investors. 

With  respect  to  liquidity  fees,  we  also 
note  that  investors  will  not  be 
prohibited  from  redeeming  their 
investments:  rather,  they  may  access 
their  investments  at  any  time,  but  their 
redemptions  will  be  subject  to  a  fee  that 
is  designed  to  make  them  bear  at  least 
some  of  the  costs  associated  with  their 
access  to  liquidity  rather  than 
externalizing  those  costs  to  the 
remaining  fund  shareholders.  With 
respect  to  gates,  we  recognize  that  they 
will  temporarily  prevent  investors  from 
redeeming  their  investments  when 
imposed.  However,  we  believe  gates  (as 
well  as  fees)  will  rarely  be  imposed  in 
normal  market  conditions.  In  our  view, 
in  those  likely  rare  situations  where  a 
gate  would  be  imposed,  investors  would 
(in  the  absence  of  the  gating 
mechanism)  potentially  be  left  in  worse 
shape  if  the  fund  were,  for  example, 
forced  to  engage  in  the  sale  of  assets  and 
thus  incur  permanent  losses;  or  worse, 
if  the  fund  were  forced  to  liquidate 
because  of  a  severe  liquidity  crisis. 

Thus,  we  believe  that  allowing  fund 
boards  to  impose  gates  should  not  be 

'■‘00  See  infra  Section  III. A. 3  (discussing  the 
rationale  for  the  exemptions  from  the  Investment 
Company  Act). 

2“’  See,  e.g.,  Fidelity  Comment  Letter;  Deutsche 
Comment  Letter;  Comment  Letter  of  SunTrust  Bank 
and  SunTrust  Investment  Ser\'ices  (Sept.  16,  2013) 
(“SunTrust  Comment  Letter”). 

'■‘02  See,  e.g..  Comment  Letter  of  Plan  Investment 
Fund,  Inc.  (Sept.  16,  2013)  (“Plan  Inv.  Fund 
Comment  Letter”);  IDC  Comment  Letter;  HSBC 
Comment  Letter. 


viewed  as  detrimental  to  funds,  but 
rather  should  be  viewed  as  an  interim 
measure  boards  can  employ  in  worse 
case  scenarios  where  the  alternative 
would  likely  be  a  result  potentially 
more  detrimental  to  investors’  overall 
interests.  To  the  extent  that  some 
investors  may  be  sufficiently  concerned 
about  their  ability  to  access  their 
investment  to  meet  certain  obligations, 
such  as  payroll  or  bills,  we  believe  they 
may  choose  to  manage  their  money 
market  fund  investments  so  as  to  be  able 
to  meet  these  obligations  if  a 
redemption  gate  should  be  imposed. 

While  we  recognize  these  commenter 
concerns  regarding  liquidity,  we  believe 
that  the  overall  benefits  and  protections 
that  are  provided  by  the  fees  and  gates 
amendments  to  all  investors  in  these 
money  market  funds  outweigh  these 
concerns.  Furthermore,  we  note  that  the 
final  amendments  have  been  modified 
and  tailored  to  mitigate  some  potentially 
disruptive  consequences  of  fees  and 
gates.  For  example,  under  the  final 
amendments,  gates  cannot  be  imposed 
for  more  than  10  business  days  in  any 
90-day  period,  so,  to  the  extent  an 
investor’s  access  to  his/her  money  is 
inhibited,  it  is  for  a  limited  period  of 
time,  which  may  allow  an  investor  to 
better  prepare  for  and  withstand  a 
possible  gate.  We  also  note,  as  discussed 
above,  that  funds  are  currently 
permitted  to  impose  permanent 
redemption  gates  in  certain 
circumstances. Therefore,  we  believe 
that  the  gating  allowed  by  today’s 
amendments  extends  and  formalizes  the 
existing  gating  framework,  clarifying  for 
investors  when  a  money  market  fund 
potentially  may  use  a  gate  as  a  tool  to 
manage  heavy  redemptions  and  thus 
prevents  any  investor  confusion  on 
when  gating  may  apply.  While  we 
recognize  that  the  permanent 
redemption  gates  allowed  under  rule 
22e-3  have  not  yet  been  used  by  money 
market  funds,  we  note  that  investors 
have  widely  utilized  money  market 
funds  as  cash  management  vehicles 
even  with  the  possibility  of  these 
permanent  gates  under  an  existing  rule. 
Moreover,  to  the  extent  an  investor 
wants  to  invest  in  a  money  market  fund 
without  the  possibility  of  fees  and/or 
gates,  it  may  choose  to  invest  in  a 
government  money  market  fund,  which 
is  not  subject  to  the  fees  and  gates 

requirements. 205 

203  We  recognize  that  some  investors  may  choose 
to  move  their  money  out  of  affected  money  market 
funds  due  to  concern  that  a  fee  or  gate  may  he 
imposed  in  the  future.  For  a  discussion  of  investor 
movement  out  of  money  market  funds,  see  infra 
section  III.K. 

^04  See  rule  22e-3. 

^0^  See  infra  section  III.C.l . 


iv.  Investor  Movement  Out  of  Money 
Market  Funds 

Some  commenters  expressed  concern 
that  the  possibility  of  fees  and  gates 
being  imposed  could  result  in 
diminished  investor  appeal  and/or 
utility  of  affected  money  market  funds, 
and  could  cause  investors  to  either 
abandon  or  severely  restrict  use  of 
affected  money  market  fimds.206  For 
example,  commenters  suggested  that 
fees  and  gates  would  drive  sweep 
account  money  out  of  money  market 
funds.  202  Commenters  warned  that  fees 
and  gates  may  cause  investors  to  shift 
investments  into  other  assets, 
government  money  market  funds,  FDIC- 
insured  accounts  and  other  bank 
products,  riskier  and/or  less  regulated 
investments,  or  other  alternative  stable 
value  products. 208  Conversely,  other 
commenters  predicted  only  minor 
effects  on  investor  demand  and/or  that 
investor  demand  would  decrease  less 
under  the  proposed  fees  and  gates 
alternative  than  under  the  proposed 
floating  NAV  alternative. 209 

We  recognize  that,  as  suggested  by 
certain  commenters,  our  amendments 
could  cause  some  shareholders  to 
redeem  their  prime  money  market  fund 
shares  and  move  their  assets  to 
alternative  products  that  do  not  have  the 
ability  to  impose  fees  or  gates  because 
the  potential  imposition  of  a  fee  or  gate 
could  make  investment  in  a  money 
market  fund  less  attractive  due  to  less 

'■‘00  Sec,  e.g.,  Ky.  Inv.  Comm’n  Comment  Letter; 
Boeing  Comment  Letter;  Schwab  Comment  Letter; 
American  Bankers  Ass’n,  Comment  Letter. 

See  Fin.  Info.  Forum  Comment  Letter 
(“Charging  a  liquidity  fee  and  imposing  gates 
effectively  removes  money  market  funds  as  a  sweep 
vehicle  since  these  accounts  are  designed  to  be  a 
liquidity  product  and  firms  will  no  longer  be  able 
to  guarantee  liquidity.”);  Comment  Letter  of  M&T 
Banking  Corporation  (Oct.  1,  2013)  (“M&T  Bank 
Comment  Letter”)  (suggesting  fees  and  gates  would 
“drive  most  commercial  banking  clients  from  prime 
money  market  fund  sweep  accounts”);  SIFMA 
Comment  Letter. 

'■‘00  See,  e.g..  Northern  Trust  Comment  Letter; 

M&T  Bank  Comment  Letter;  Schwab  Comment 
Letter;  but  see  Invesco  Comment  Letter  (suggesting 
that  investor  opposition  to  fees  and  gates  could  be 
addressed  in  part  by  greater  education  regarding  the 
circumstances  in  which  the  gates  would  be 
imposed);  Peirce  and  Greene  Comment  Letter 
(suggesting  that  to  the  extent  gates  in  particular 
make  money  market  funds  less  attractive  to  certain 
investors,  this  would  be  “a  positive  step  toward 
helping  them  find  appropriate  investments  for  their 
needs.”);  see  also  Comment  Letter  of  Fidelity 
Investments  (Apr.  22,  2014)  (“Fidelity  DERA 
Comment  Letter”);  Comment  Letter  of  BlackRock, 
Inc.  (Apr.  23,  2014)  (“BlackRock  DERA  Comment 
Letter”). 

'■‘00  See,  e.g..  Comment  Letter  of  Cathy  Santoro 
(Sept.  17,  2013)  (“Santoro  Comment  Letter”); 
Comment  Letter  of  Arnold  &  Porter  LLP  on  behalf 
of  Federated  Investors  (Costs  of  Implementing  the 
Proposals)  (Sept.  17,  2013)  ("Federated  X  Comment 
Letter”). 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


47757 


certain  liquidity.^^o  As  noted  above,  this 
could  affect  efficiency,  competition,  and 
capital  formation.  We  agree  with  one 
commenter  that  suggested  it  is  difficult 
to  estimate  the  extent  to  which  assets 
might  shift  from  prime  funds  to 
government  funds  or  other 
alternatives. As  discussed  above, 
some  investors  may  determine  they  are 
comfortable  investing  in  money  market 
funds  that  may  impose  fees  and  gates, 
because  fees  and  gates  will  likely  be 
imposed  only  during  times  of  stress  and 
should  not  affect  the  daily  operations  of 
money  market  funds  during  normal 
market  conditions. 2  Other  investors, 


^’“See  Comment  Letter  of  SunGard  Institutional 
Brokerage  Inc.  (Sept.  13.  2013)  (“SunGard  Gomment 
Letter”)  (finding  in  a  survey  of  its  corporate, 
government  and  pension  plan  customers  that  76% 
of  respondents  would  decrease  their  use  of  money 
market  funds  substantially  or  entirely,  but  that  only 
22%  of  respondents  would  stop  using  money 
market  funds  entirely):  Comment  Letter  of  Fidelity 
(Feb.  3,  2012)  (available  in  File  No.  4-619) 

(“Fidelity  Feb.  3  Comment  Letter”)  (finding  in  a 
survey  of  their  retail  money  market  fund  customers 
that  43%  would  stop  using  a  money  market  fund 
with  a  1  %  non-refundable  redemption  fee  charged 
if  the  fund’s  NAV  per  share  fell  below  SO. 9975  and 
27%  would  decrease  their  use  of  such  a  fund); 
Comment  Letter  of  Federated  Investors,  Inc.  on  the 
IOSCO  Consultation  Report  on  Money  Market  Fund 
Systemic  Risk  Analysis  and  Reform  Options  (May 
25,  2012)  available  at  http://www.iosco.OTg/IibTary/ 
pubdocs/pdf/10SCOPD392.pdf  (“Federated  IOSCO 
Comment  Letter”)  (stating  that  they  anticipate  “that 
many  investors  will  choose  not  to  invest  in  MMFs 
that  are  subject  to  liquidity  fees,  and  will  redeem 
existing  investments  in  MMFs  that  impose  a 
liquidity  fee”  but  noting  that  “Isjhareholder 
attitudes  to  redemption  fees  on  MMFs  are 
untested’’);  buf  see  Invesco  Comment  Letter 
(suggesting  that  investor  opposition  to  fees  and 
gates  could  be  addressed  in  part  by  greater 
education  regarding  the  circumstances  in  which  the 
gates  w’ould  be  imposed). 

See  Comment  Letter  of  Federated  Investors, 
Inc.  (Demand  and  Supply  of  Safe  Assets)  (Apr.  23, 
2014)  (“Federated  DERA  I  Comment  Letter”) 
(suggesting  an  “inability  to  predict  how  many  assets 
might  shift  from  prime  and  municipal  MMFs  to 
government  MMFs  in  response  to  adoption  [of] 
jajlternative  1  or  2,  or  a  combination  thereof’  and 
recommending  that  the  Commission  consider  a 
“range  of  outcomes”  when  analyzing  a  possible 
shift  out  of  prime  money  market  funds  and  into 
government  money  market  funds).  The  commenter 
also  noted  that  it  has  “not  found  any  basis  for 
estimating  the  extent  to  which  prime  and  municipal 
MMF  shareholders  would  prefer  bank  instruments 
to  government  MMFs.”  See  id. 

^■‘2  See,  e.g.,  Invesco  Comment  Letter  (“|W]e 
believe  that  additional  education  about  the  purpose 
and  operation  of  the  proposed  liquidity  fees  and 
redemptions  gates  and  the  circumstances  in  which 
they  might  be  implemented  would  increase  greatly 
MMF  investors’  willingness  to  accept  them.”); 
Goldman  Sachs  Comment  Letter  (“[Sjome  of  our 
investors  have  told  us  that  they  could  accept  the 
prospect  of  liquidity  fees  and  gates.  .  .  .”); 

Comment  Letter  of  Tom  Garst  (Aug.  30,  2013) 

(“Garst  Comment  Letter”)  (suggesting  that  gates 
would  be  the  “most  acceptable  alternative”  out  of 
those  proposed);  Capital  Advisors  Comment  Letter 
(“|W]e  think  shareholders  may  accept  a  cost  of 
liquidity  in  a  stressful  situation. .  .  .”).  We  note 
that,  under  today’s  amendments,  institutional  prime 
funds  will  be  subject  to  the  fees  and  gates 
requirements  as  well  as  a  floating  NAV 


however,  may  reallocate  their  assets  to 
investment  alternatives  that  are  not 
subject  to  fees  and  gates,  such  as 
government  money  market  funds. 

One  potential  issue  related  to  market 
efficiency  that  several  commenters 
raised  was  a  potential  shortage  of 
eligible  government  securities  if 
investors  reallocate  assets  from  fimds 
that  are  subject  to  fees  and  gates  into 
government  funds. We  anticipate  that 
any  increase  in  demand  for  eligible 
government  securities  because  of  the 
fees  and  gates  requirement  would  likely 
be  accompanied  by  an  additional 
increase  in  demand  arising  from 
investors  that  reallocate  assets  from 
institutional  prime  funds  because  of  the 
floating  NAV  requirement.  As  such,  we 
discuss  the  reforms’  joint  impact  on  the 
demand  for  eligible  government 
securities  and  possible  repercussions  on 
the  economy  and  capital  formation  in 
section  III.K  below. 

In  addition,  a  number  of  commenters 
noted  that  a  possible  shift  out  of  affected 
money  market  funds  could  ultimately 
lead  to  a  decrease  in  the  funding  of,  or 
other  adverse  effects  on,  the  short-term 
financing  markets. The  Commission 
recognizes  the  expected  benefits  from 
today’s  amendments  may  be 
accompanied  by  adverse  effects  on 
issuers  that  access  the  short-term 
financing  markets  with  consequent 
effects  on  competition  and  capital 
formation.  As  discussed  in  greater  detail 
in  section  III.K  below,  the  magnitude  of 
these  effects,  including  any  effects  on 
competition,  efficiency,  and  capital 
formation,  will  depend  on  the  extent  to 
which  investors  reallocate  their 
investments  within  or  outside  the 
money  market  fund  industry  and  which 
alternatives  investors  choose. 

Some  commenters  also  suggested  that 
fees  and  gates  could  motivate  money 
market  funds  to  hold  securities  of  even 


requirement,  and  that  investor  acceptance  of  fees 
and  gates  for  these  funds  may  be  different.  See,  e.g., 
ICI  Comment  Letter  (suggesting  a  fund  that  is 
subject  to  fees  and  gates  and  a  floating  NAV  will 
be  “a  fund  which  nobody  will  want”);  see  also  infra 
section  III.B  for  a  discussion  of  the  floating  NAV 
requirement  and  any  investor  movement  out  of 
money  market  funds  as  result  of  such  requirement. 

Government  money  market  funds  also  will  not 
be  subject  to  the  floating  NAV  requirement  adopted 
today.  See  infra  section  IIl.C.l.  In  addition,  as  noted 
above,  all  money  market  funds  today  have  the 
option  to  impose  a  permanent  redemption  gate  and 
liquidate  under  rule  22e-3  under  the  Investment 
Company  Act.  While  we  recognize  that  these 
permanent  redemption  gates  have  not  yet  been  used 
by  money  market  funds,  we  note  that  they  have  not 
led  to  the  migration  of  investors  away  from  money 
market  funds. 

See,  e.g..  Fidelity  DERA  Comment  Letter. 

See,  e.g.,  MFDF  Comment  Letter;  Comment 
Letter  of  Arizona  Association  of  County  Treasurers 
(Sept.  16,  2013)  (“Ariz.  Ass’n  of  County  Treasurers 
Comment  Letter”);  Northern  Trust  Comment  Letter. 


shorter-term  duration,  which  could 
encourage  issuers  to  fund  themselves 
with  shorter-term  debt.^ie  Shortening 
debt  maturity  would  increase  the 
frequency  at  which  issuers  would  need 
to  refinance,  leaving  both  issuers  and 
the  broad  financial  system  more 
vulnerable  to  refinancing  risk. 21 7  One 
such  commenter  further  noted  that 
basing  the  threshold  for  fees  and  gates 
on  weekly  liquid  assets  will 
“discourage[e]  prime  money  market 
funds  from  drawing  down  on  their 
buffers  of  liquid  assets  [due  to  fear  of 
crossing  below  the  fees  and  gates 
thresholds]  precisely  when  they  should 
do  so  from  a  system-wide  perspective, 

1. e.,  in  a  system-wide  liquidity  and 
funding  crisis.”  In  addition,  some 
commenters  were  concerned  about  a 
loss  of  funding  or  other  adverse  impacts 
on  state  and  local  governments  as  a 
result  of  the  fees  and  gates 
amendments. 21 9  We  discuss  these 
concerns  in  section  III.K  below. 

2.  Terms  of  Fees  and  Gates 

As  discussed  above,  we  are  adopting 
provisions  that,  unlike  the  proposal, 
will  allow  a  money  market  fund  the 
flexibility  to  impose  fees  (up  to  2%)  ^20 
and/or  gates  (up  to  10  business  days  in 
a  90-day  period)  221  after  the  fund’s 
weekly  liquid  assets  have  crossed  below 
30%  of  its  total  assets,  if  the  fund’s 
board  of  directors  (including  a  majority 
of  its  independent  directors)  determines 
that  doing  so  is  in  the  best  interests  of 
the  fund. 222  We  are  also  adopting 
amendments  that  will  require  a  money 
market  fund,  if  its  weekly  liquid  assets 
fall  helow  10%  of  its  total  assets,  to 
impose  a  1%  liquidity  fee  on  each 
shareholder’s  redemption,  unless  the 
fund’s  board  of  directors  (including  a 


See  Hanson  et  al.  Comment  Letter;  Deutsche 
Comment  Letter. 

See  generally  Hanson  et  al.  Comment  Letter; 
Deutsche  Comment  Letter. 

2’®  See,  e.g.,  Hanson  et  al.  Comment  Letter. 

See,  e.g..  Comment  Letter  of  Governor, 
Commonwealth  of  Massachusetts  (Deval  L.  Patrick) 
(Sept.  17,  2013)  (“Mass.  Governor  Comment 
Letter”);  Comment  Letter  of  Office  of  the  Governor, 
State  of  New  Hampshire  (Oct.  4,  2013)  (“NH 
Governor  Letter”);  Comment  Letter  of  Treasurer, 
State  of  North  Carolina  (Sept.  19,  2013)  (“NC 
Treasurer  Comment  Letter”);  Comment  Letter  of  42 
Members  of  U.S.  Congress  (Oct.  28,  2013)  (“42 
Members  of  U.S.  Congress  Comment  Letter”).  Some 
commenters  cited  the  role  of  municipal  money 
market  funds  as  a  funding  mechanism  for  state  and 
local  governments,  arguing  such  role  might  be 
endangered  by  the  proposed  reforms.  See,  e.g.. 
Fidelity  Comment  Letter;  J.P.  Morgan  Comment 
Letter. 

See  infra  notes  300-302  and  accompanying 

text. 

22’  Rule  2a-7(c)(2)(i)(B). 

222  Rule  2a-7(c)(2)(i).  The  fund  must  reject  any 
redemption  requests  it  receives  while  the  fund  is 
gated.  See  rule  2a-7(c)(2)(i)(B). 
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majority  of  its  independent  directors) 
determines  that  such  a  fee  would  not  be 
in  the  best  interests  of  the  fund,  or 
determines  that  a  lower  or  higher  fee 
(not  to  exceed  2%)  would  be  in  the  best 
interests  of  the  fund. 223  The  proposal 
would  have  required  funds  (absent  a 
board  determination  otherwise)  to 
impose  a  2%  liquidity  fee  on  all 
redemptions,  and  would  have  permitted 
the  imposition  of  redemption  gates  for 
up  to  30  days  in  a  90-day  period,  after 
a  fund’s  weekly  liquid  assets  fell  below 
15%  of  its  total  assets.  In  addition, 
unlike  in  the  proposal,  today’s 
amendments  will  allow  a  fund  to 
impose  a  fee  or  gate  at  any  point 
throughout  the  day  after  a  fund’s  weekly 
liquid  assets  have  dropped  below 

30%. 224 

As  in  the  proposal,  any  fee  or  gate 
imposed  under  today’s  amendments 
must  be  lifted  automatically  after  the 
money  market  fund’s  level  of  weekly 
liquid  assets  rises  to  or  above  30%,  and 
it  can  be  lifted  at  any  time  by  the  board 
of  directors  (including  a  majority  of 
independent  directors)  if  the  board 
determines  to  impose  a  different 
redemption  restriction  (or,  with  respect 
to  a  liquidity  fee,  a  different  fee)  or  if  it 
determines  that  imposing  a  redemption 
restriction  is  no  longer  in  the  best 
interests  of  the  fund. 225  As  amended, 
rule  22e-3  also  will  permit  the 
permanent  suspension  of  redemptions 
and  liquidation  of  a  money  market  fund 
if  the  fund’s  level  of  weekly  liquid 
assets  falls  below  10%  of  its  total 

assets. 226 

a.  Thresholds  for  Fees  and  Gates 

i.  Discretionary  Versus  Mandatory 
Thresholds 

As  proposed,  a  fund  would  have  been 
required  (unless  the  board  determined 
otherwise)  to  impose  a  default  liquidity 
fee,  and  would  have  been  permitted  to 
impose  a  gate,  after  the  fund’s  weekly 
liquid  assets  dropped  below  15%  of  its 
total  assets.  In  addition,  a  fund  would 
have  had  to  wait  to  impose  a  fee  or  gate 
until  the  next  business  day  after  it 
crossed  below  the  15%  threshold. 

^23  Rule  2a-7(c)(2)(ii).  If  a  fund  imposes  a 
liquidity  fee,  a  fund’s  board  can  later  vary  the  level 
of  the  liquidity  fee  (subject  to  the  2%  limit)  if  the 
board  determines  that  a  different  fee  level  is  in  the 
best  interests  of  the  fund.  Rule  2a-7(c)(2)(i)(A)  and 
(ii){B). 

^24  See  rule  2a-7(c)(2)(i). 

225  Rule  2a-7(c)(2)(i)(A)-(B)  and  (ii)(B). 

225  See  rule  22e-3(a)(l).  To  mirror  the  proposed 
fees  and  gates  amendments  to  rule  2a-7,  the 
proposed  amendments  to  rule  22e-3  would  have  set 
a  threshold  of  below  15%  weekly  liquid  assets  for 
a  fund  to  permanently  close  and  liquidate.  For  a 
discussion  of  amended  rule  22e-3,  see  infra  section 
1II.A.4. 


Commenters  ranged  widely  over 
whether  and  to  what  extent  the  trigger 
for  fees  and  gates  should  be  an  objective 
test  or  left  to  the  discretion  of  fund 
boards.  On  one  hand,  a  group  of 
commenters  expressed  concern  about 
giving  money  market  fund  boards 
discretion  to  impose  fees  and  gates. 227 
For  example,  some  commenters  noted 
that  board  discretion  could  create 
uncertainty  among  investors, 228  and  that 
boards  might  be  reticent,  due  to  the 
possible  impact  of  the  decision,  to  act  in 
a  time  of  crisis. 220 

On  the  other  hand,  a  large  group  of 
commenters  generally  argued  in  favor  of 
giving  boards  more  discretion  over 
whether  to  impose  a  fee  or  gate. 230  For 
example,  a  number  of  commenters 
expressly  noted  that  fees  should  be  at 
the  discretion  of  fund  boards  instead  of 
being  automatically  triggered  at  a 
particular  liquidity  threshold. 231  A 
number  of  other  commenters  argued 
more  generally  that,  when  heavy 
redemptions  are  already  underway  or 
clearly  foreseeable,  boards  should  be 
able  to  impose  fees  and  gates  even 
before  a  set  liquidity  threshold  or  some 
other  objective  threshold  has  been 

crossed. 232 

We  continue  to  believe  that  a  hybrid 
approach  that  at  some  point  imposes  a 
default  fee  that  boards  can  opt  out  of  or 
change  best  ensures  that  fees  and  gates 
will  be  imposed  when  it  is  appropriate. 
Based  on  commenter  feedback, 
however,  we  believe  that  such  a  hybrid 
approach  could  benefit  from  the  default 
fee  acting  more  as  a  floor  for  board 
consideration  when  liquidity  has  been 
significantly  depleted  and  from 

222  See,  e.g.,  BlackRock  II  Comment  Letter;  Capital 
Advisors  Comment  Letter;  Fidelity  Comment  Letter; 
HSBC  Comment  Letter;  cf.  Comment  Letter  of  The 
Independent  Trustees  of  the  Fidelity  Fixed-Income 
and  Asset  Allocation  Funds  (Sept.  10,  2013) 
("Fidelity  Trustees  Comment  Letter”)  (suggesting 
that  the  Commission  should  have  the  ability  to 
impose  a  fee  on  prime  money  market  funds  when 
a  fund’s  weekly  liquid  assets  fall  below  15%). 

228  See,  e.g.,  BlackRock  II  Comment  Letter; 

Fidelity  Comment  Letter. 

229  See,  e.g..  Capital  Advisors  Comment  Letter; 
HSBC  Comment  Letter  ('‘|S]ome  commentators  have 
suggested  that  a  fund  board  may  be  too 
commercially  conflicted  to  decide  whether  to 
impose  a  liquidity  fee.”). 

229  See,  e.g..  Chamber  II  Comment  Letter;  Dreyfus 
Comment  Letter;  Invesco  Comment  Letter. 

23’  See,  e.g..  Federated  V  Comment  Letter;  HSBC 
Comment  Letter;  T.  Rowe  Price  Comment  Letter; 
Peirce  &  Green  Comment  Letter;  cf.,  BlackRock 
Comment  Letter  (advocating  a  mandatory  gate  after 
assets  dropped  below  15%  weekly  liquid  assets,  but 
also  allowing  money  market  fund  boards  "the 
ability  to  impose  a  gate  before  weekly  liquid  assets 
fell  below  15%  of  total  assets  if  the  |b]oard  believed 
this  was  in  the  best  interest  of  the  [money  market 
fund]”). 

232  See.,  e.g.,  BlackRock  II  Comment  Letter; 
Chamber  II  Comment  Letter;  Federated  V  Comment 
Letter. 


additional  board  discretion  to  impose 
fees  and  gates  in  advance  of  that 
point. 233  Thus,  our  final  approach — 
while  still  a  hybrid  approach — is 
significantly  more  discretionary  than 
under  our  proposal.  As  we  indicated  in 
the  Proposing  Release,  we  believe  a 
hybrid  approach  offers  the  possibility  of 
achieving  many  of  the  benefits  of  both 
a  purely  discretionary  trigger  and  a  fully 
automatic  trigger.  We  recognize  that  a 
discretionary  trigger  allows  a  fund  board 
the  flexibility  to  determine  when  a 
restriction  is  necessary,  and  thus  allows 
the  board  to  trigger  the  fee  or  gate  based 
on  current  market  conditions  and  the 
specific  circumstances  of  the  fund. 

A  purely  discretionary  trigger, 
however,  creates  the  risk  that  a  fund 
board  may  be  reluctant  to  impose 
restrictions,  even  when  they  would 
benefit  the  fund  and  the  short-term 
financing  markets.  As  commenters 
indicated, 234  a  board  may  choose  not  to 
impose  a  fee  or  gate  for  commercial 
reasons — for  example,  out  of  fear  that 
doing  so  would  signal  trouble  for  the 
individual  fund  or  fund  complex  (and 
thus  may  incur  significant  negative 
business  and  reputational  effects)  or 
could  incite  redemptions  in  other 
money  market  funds  in  the  fund 
complex  in  anticipation  that  fees  may  be 
imposed  in  those  funds  as  well.  We  are 
also  concerned  that  purely  discretionary 
triggers  could  cause  some  funds  to  use 
fees  and  gates  when  they  are  not  under 
stress  and  in  contravention  of  the 
principles  underlying  the  Investment 
Company  Act.  If,  for  example,  a  fund’s 
NAV  began  to  fall  due  to  losses  incurred 
in  the  portfolio,  a  board  with  full 
discretion  to  impose  fees  on  fund 
redemptions  could  impose  a  fee  solely 
to  recover  those  losses  and  repair  the 
fund’s  NAV,  even  if  that  fund’s  liquidity 
is  not  being  stressed. 

As  discussed  in  the  Proposing 
Release,  we  recognize  that  although  an 
automatic  trigger  set  by  the  Commission 
may  mitigate  some  of  the  potential 
concerns  associated  with  a  fully 
discretionary  trigger,  it  also  may  create 
the  risk  of  imposing  costs  on 
shareholders,  such  as  those  related  to 
board  meetings  or  liquidity  fees 
themselves,  when  funds  are  not  truly 
distressed  or  when  liquidity  is  not 
abnormally  costly.  As  indicated  by  a 
number  of  commenters  and  discussed 
above,  an  automatic  trigger  also  could 
result  in  shareholders  pre-emptively 
redeeming  their  shares  to  avoid  a  fee  or 

233  See  supra  section  III.A.l.c.i  (discussing  the 
impact  of  board  discretion  on  possible  pre-emptive 
runs);  see  also  Wells  Fargo  Comment  Letter. 

234  See  supra  note  229. 
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gate. 235  In  addition,  commenters 
suggested  that  a  fund’s  liquidity  could 
quickly  evaporate  once  heavy 
redemptions  begin  and  that  a  fund 
board  should  not  have  to  wait  until  the 
fund’s  weekly  liquid  assets  breach  the 
default  liquidity  fee  threshold  or  until 
the  next  business  day  in  order  to  act.^^^ 

In  light  of  these  risks  and  in  response 
to  the  comments  discussed  above,  we 
have  determined  to  increase  the  amount 
of  board  discretion  under  the  fees  and 
gates  amendments  so  that  funds  may 
impose  fees  or  gates  before  the  default 
liquidity  fee  threshold  is  reached  and  so 
they  can  better  tailor  the  redemption 
restrictions  to  their  particular 
circumstances.  Additionally,  the 
amendments  will  allow  fund  boards  to 
impose  fees  and  gates  the  same  day  that 
a  fund  experiences  or  foresees  heavy 
redemptions  and,  thus,  funds  will  not 
have  to  wait  until  the  next  day  to  act.^^^ 
This  increased  flexibility  should  better 
allow  fund  boards  to  prevent  or  stem 
heavy  redemptions  before  they  occur,  or 
as  soon  as  possible  after  they  begin  or 
are  anticipated. 23® 

ii.  Threshold  Levels 

As  discussed  above,  funds  will  be 
permitted  to  impose  fees  and  gates  after 
a  fund’s  weekly  liquid  assets  have 
dropped  below  30%,  and  will  be 
required  to  impose  a  liquidity  fee  after 
a  fund’s  weekly  liquid  assets  drop 
below  10%,  unless  the  fund’s  board 
determines  such  fee  is  not  in  the  best 
interests  of  the  fund.  As  proposed,  the 
threshold  for  the  imposition  of  fees  and 
gates  would  have  been  a  drop  below 
15%  weekly  liquid  assets  and  a  fund’s 
board  could  have  determined  that  a  fee 
would  not  be  in  the  best  interests  of  the 
fund. 

Various  commenters  proposed 
modifications  or  substitutes  to  the 
proposed  15%  weekly  liquid  assets 
threshold.  For  example,  one  commenter. 


See  supra  section  III.A.l.c.i  for  a  discussion 
regarding  pre-emptive  run  risk  and  increased  board 
discretion. 

^^^See,  e.g..  Federated  II  Comment  Letter;  Dreyfus 
Comment  Letter. 

237  Although  funds  will  have  to  wait  until  a 
fund's  weekly  liquid  assets  drop  below  30%  in 
order  to  impose  a  fee  or  gate,  we  believe  the  higher 
threshold  of  30%  for  discretionary  fees  and  gates 
should  assuage  concerns  about  having  to  wait  to 
impose  redemption  restrictions  until  a  fund’s 
weekly  liquid  assets  breach  the  default  liquidity  fee 
threshold. 

238  See,  e.g..  Treasury'  Strategies  111  Comment 
Letter  (“We  found  that  |f]ees  and  Igjates  can  stop 
and  prevent  runs,  provided  that  they  are 
implemented  effectively  through  policy  and 
preemptive  action  by  fund  boards.’’).  For  example, 
if  a  fund  board  believes  that  a  fund’s  weekly  liquid 
assets  are  likely  to  fall  below  the  10%  weekly  liquid 
asset  threshold  for  a  default  liquidity  fee,  it  could 
choose  to  impose  a  liquidity  fee  prior  to  the  fund 
breaching  this  threshold. 


citing  a  survey  of  its  members, 
suggested  fund  boards  be  given 
discretion  to  impose  a  liquidity  fee 
when  weekly  liquid  assets  fall  below  a 
specified  threshold,  and  that  a  default 
liquidity  fee  could  be  imposed  at  a 
specified  lower  level  of  weekly  liquid 
assets  (unless  the  board  determines 
otherwise). 230  Another  commenter 
proposed  a  blended  trigger  for  the 
imposition  of  gates  at  30%  weekly 
liquid  assets  or  a  drop  in  NAV  below 
$0,995,  whichever  comes  first. 2-^0 

As  discussed  in  this  section,  we  have 
been  persuaded  by  commenters  that 
boards  should  be  allowed  some 
flexibility  to  impose  a  fee  or  gate  when 
heavy  redemptions  are  underway  or 
clearly  foreseeable.  As  was  suggested  by 
a  commenter, 241  we  are  adopting  a 
tiered  threshold  for  the  imposition  of 
fees  and  gates,  with  a  higher  threshold 
for  discretionary  fees  and  gates  and  a 
lower  threshold  for  default  liquidity 
fees.  We  believe  this  tiered  approach 
will  allow  boards  to  determine  with 
greater  flexibility  the  best  line  of 
defense  against  heavy  redemptions  and 
to  tailor  that  defense  to  the  specific 
circumstances  of  the  fund.  We  also 
believe  this  tiered  approach  will  allow 
boards  to  act  quickly  to  stem  heavy 
redemptions.  This  approach  also 
recognizes,  however,  that  at  a  certain 
point  (under  the  amended  rule,  a  drop 
below  10%  weekly  liquid  assets),  boards 
should  be  required  to  consider  what,  if 
any,  action  should  be  taken  to  address 
a  fund’s  liquidity. 

We  are  adopting  a  threshold  of  less 
than  30%  weekly  liquid  assets  at  which 
fund  boards  will  be  able  to  impose 
discretionary  fees  and  gates,  as  was 
suggested  by  a  commenter. 242  As  30% 
weekly  liquid  assets  is  the  minimum 
required  under  rule  2a-7,  we  believe  it 
is  an  appropriate  threshold  at  which 
fund  boards  should  be  able  to  consider 
fees  and  gates  as  measures  to  stop  heavy 
redemption  activity  that  may  be 
building  in  a  fund. 243  a  drop  in  weekly 


230  See  SIFMA  Comment  Letter. 

2‘'o  See  Capital  Advisors  Comment  Letter. 

2'’'‘  See  SIFMA  Comment  Letter;  but  see,  e.g., 
Peirce  &  Greene  Comment  Letter  (suggesting  the 
Commission  should  adopt  entirely  discretionary 
gates). 

2'*2  See  Capital  Advisors  Comment  Letter.  As 
discussed  below,  we  have  not  included  an  NAV 
trigger  along  with  the  weekly  liquid  assets  trigger 
(as  suggested  by  the  commenter)  because  we  do  not 
believe  that  a  fund’s  NAV  is  an  appropriate  trigger 
for  liquidity  fees  and  redemption  gates.  See  infra 
note  253  and  accompanying  text. 

2'«3  As  was  discussed  in  the  Proposing  Release,  we 
considered  a  threshold  based  on  the  level  of  daily 
liquid  assets  rather  than  weekly  liquid  assets.  We 
noted  in  the  Proposing  Release  that  we  expect  that 
a  money  market  fund  would  meet  heightened 
shareholder  redemptions  first  by  depleting  the 
fund’s  daily  liquid  assets  and  next  by  depleting  its 


liquid  assets  below  the  regulatory 
minimum  could  indicate  current  or 
future  liquidity  problems  or  forecast 
impending  heavy  redemptions,  or  it 
could  be  the  result  of  idiosyncratic 
stresses  that  may  be  resolved  without 
intervention — in  either  case,  the  money 
market  fund’s  board,  in  consultation 
with  the  fund’s  investment  adviser,  is 
best  suited  to  determine  whether  fees 
and  gates  can  address  the  situation. 244 
Some  commenters  recommended  that 
the  default  liquidity  fee  threshold  be 
lowered  to  10%  weekly  liquid  assets. 245 
These  commenters  generally  argued  that 
a  10%  threshold,  rather  than  a  15% 
threshold,  would  produce  fewer  “false 
positives” — instances  when  a  money 
market  fund  is,  in  fact,  not  experiencing 
stress  on  its  liquidity  but  is  nonetheless 
required  (absent  a  board  finding)  to 
impose  a  liquidity  fee — which  should 
prevent  unnecessary  board  meetings 
that  would  not  be  in  the  interest  of 
shareholders  or  market  stability. 246  As 
was  discussed  in  the  Proposing  Release, 
the  threshold  for  a  default  liquidity  fee 
should  indicate  distress  in  a  fund  and 
be  a  threshold  few  funds  would  cross  in 
the  ordinary  course  of  business. 
Commission  staff  analysis  shows  that 
from  March  2011  through  October  2012, 
there  was  only  one  month  that  any 
funds  reported  weekly  liquid  assets 
below  15%  and  only  one  month  that  a 
fund  reported  weekly  liquid  assets 
below  10%. 247 


weekly  liquid  assets,  as  daily  liquid  assets  tend  to 
be  the  most  liquid.  Thus,  we  believe  that  basing  the 
threshold  on  weekly  liquid  assets  rather  than  daily 
liquid  assets  provides  a  better  picture  of  the  fund’s 
overall  liquidity  position.  In  addition,  a  fund’s 
levels  of  daily  liquid  assets  may  be  more  volatile 
because  they  are  typically  used  first  to  satisfy  day- 
to-day  shareholder  redemptions,  and  thus  more 
difficult  to  use  as  a  gauge  of  fund  distress. 
Commenters  did  not  specifically  suggest  a  threshold 
based  on  daily  liquid  assets. 

2'»'»  For  a  discussion  of  the  factors  a  board  may 
wish  to  consider  in  determining  whether  to  impose 
fees  and  gates,  see  infra  section  III. A. 2. b  herein.  For 
a  discussion  of  the  factors  a  board  may  wish  to 
consider  in  determining  the  level  of  a  liquidity  fee, 
see  infra  section  III.A.2.C  herein. 

2'’3See,  e.g..  Federated  V  Comment  Letter; 
Comment  Letter  of  Chairman,  Federated  Funds 
Board  of  Directors  (on  behalf  of  Independent 
Trustees  of  Federated  Funds)  (Sept.  16,  2013) 
(“Federated  Funds  Trustees  Comment  Letter’’); 
HSBC  Comment  Letter. 

2‘'8See  Federated  II  Comment  Letter;  HSBC 
Comment  Letter. 

2'’7  See  Proposing  Release  supra  note  25,  at  177. 
Our  staff  conducted  an  analysis  of  Form  N-MFP 
data  that  showed  that  if  the  default  fee  triggering 
threshold  was  between  25-30%  weekly  liquid 
assets,  funds  would  have  crossed  this  threshold 
ever}'  month  except  one  during  the  period,  and  if 
it  was  set  at  between  20-25%  weekly  liquid  assets, 
some  funds  would  have  crossed  it  nearly  ever}' 
other  month.  The  analysis  further  showed  that 
during  the  period,  there  was  one  month  in  which 
funds  reported  weekly  liquid  assets  below  15% 

(four  funds  in  June  2011)  and  one  month  in  which 

Continued 
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In  light  of  commenters’  concerns  and 
the  Commission  staff  analysis,  and  in 
recognition  of  the  increased  board 
discretion  to  impose  fees  and  gates  that 
we  are  adopting  in  today’s  amendments, 
we  have  determined  that  a  threshold  of 
10%  weekly  liquid  assets  (down  from 
the  proposed  15%)  is  an  appropriate 
threshold  for  the  imposition  of  a  default 
liquidity  fee.  We  believe  that  the 
flexibility  in  today’s  amendments 
justifies  a  decrease  in  the  default 
liquidity  fee  threshold,  particularly 
because  fund  boards  will  be  allowed  to 
impose  discretionary  fees  and  gates,  if  it 
is  in  the  best  interests  of  a  fund,  at  any 
time  after  a  fund’s  weekly  liquid  assets 
drop  below  30% — i.e.,  before  the  default 
liquidity  fee  threshold  is  reached. 

Our  proposal,  which,  as  noted  above,  set 
a  higher  threshold  for  the  default 
liquidity  fee  or  the  imposition  of  a  gate, 
did  not  include  board  discretion  to  use 
these  tools  prior  to  reaching  this 
threshold.  Under  today’s  amendments, 
however,  the  10%  default  liquidity  fee 
threshold  is  designed  effectively  as  a 
floor  to  require  fund  boards  to  focus  on 
a  fund’s  liquidity  and  to  consider  what 
action  to  take,  if  any,  before  liquidity  is 
further  depleted.  Additionally, 
Commission  staff  analysis  shows  that  a 
10%  threshold  for  the  default  liquidity 
fee  is  also  a  threshold  few  funds  would 
cross  in  the  ordinary  course  of 

business. 249 

Some  commenters  on  the  fees  and 
gates  threshold  suggested  moving  away 
from  weekly  liquid  asset  levels  as  the 
triggering  mechanism.^so  One 


a  fund  reported  weekly  liquid  assets  below  10% 

(one  fund  in  May  2011).  Based  on  this  data  and 
industry  comment,  we  proposed  a  default  fee 
threshold  of  15%  weekly  liquid  assets. 

^■‘“See  rule  2a-7(c)(2)(i):  cf.  Treasury  Strategies  III 
Comment  Letter  (suggesting  that  fees  and  gates  will 
better  prevent  a  run  if  they  are  imposed  intraday). 

See  Proposing  Release  supra  note  25,  at  1 77 
(setting  forth  a  chart  that  show  from  March  201 1 
through  October  2012,  there  was  only  one  month 
that  any  funds  reported  weekly  liquid  assets  below 
15%  and  only  one  month  that  a  fund  reported 
weekly  liquid  assets  below  10%).  Because  liquidity 
data  reported  to  the  Commission  is  as  of  month  end, 
it  could  be  the  case  that  more  than  one  money 
market  fund’s  level  of  weekly  liquid  assets  fell 
below  10%  on  other  days  of  the  month  during  our 
period  of  study.  However,  this  number  may 
overestimate  the  percentage  of  funds  that  are 
expected  to  impose  a  default  liquidity  fee  because 
funds  may  increase  their  risk  management  around 
their  level  of  weekly  liquid  assets  in  response  to  the 
default  liquidity  fee  to  avoid  breaching  the  default 
liquidity  fee  threshold,  or  that  many  funds  may 
impose  fees  and/or  gates  after  they  cross  the  30% 
threshold,  allowing  them  to  repair  their  liquidity 
prior  to  reaching  the  10%  threshold. 

'•‘^°But  see  Fidelity  Comment  Letter  (“We  also 
favor  using  the  weekly  liquid  asset  level  as  the 
measure  because  it  is  the  best  indicator  of  liquidity 
and  is  less  susceptible  to  extraneous  factors.  In 
addition,  the  weekly  liquidity  structure  reflects 
daily  liquidity  within  its  calculation.”).  As  noted  in 
section  III.  A. 2. a. i,  a  number  of  commenters  argued 


commenter  noted  that  the  most 
appropriate  rules-based  threshold 
would  be  if  the  shadow  price  fell  to 
$0.9975  or  below. 251  Another 
commenter  also  suggested  that,  to  the 
extent  the  Commission  moved  forward 
with  a  rules-based  threshold,  “defaults, 
acts  of  insolvency,  significant 
downgrades  or  determinations  that  a 
portfolio  security  no  longer  presents 
minimum  credit  risk’’  should  be  added 
to  the  situations  in  which  a  board  could 
impose  a  fee  or  gate. 252 

We  do  not  believe  a  drop  in  a  fund’s 
NAV  (or  shadow  price,  to  the  extent  the 
money  market  fund  is  a  stable  value 
fund),  or  a  default,  act  of  insolvency, 
significant  downgrade  or  determination 
that  a  portfolio  security  no  longer 
presents  minimum  credit  risk,  would  be 
the  appropriate  threshold  for  the 
imposition  of  fees  and  gates.  First,  as  we 
discussed  in  the  Proposing  Release,  we 
are  concerned  that  a  money  market  fund 
being  able  to  impose  a  fee  only  when 
the  fund’s  NAV  or  shadow  price  has 
fallen  by  some  amount  may  in  certain 
cases  come  too  late  to  mitigate  the 
potential  consequences  of  heavy 
redemptions  on  a  fund’s  liquidity  and  to 
fully  protect  investors. 253  Heavy 
redemptions  can  impose  adverse 
economic  consequences  on  a  money 
market  fund  even  before  the  fund 
actually  suffers  a  loss.  They  can  deplete 
the  fund’s  most  liquid  assets  so  that  the 
fund  is  in  a  substantially  weaker 
position  to  absorb  further  redemptions 
or  losses.  Second,  the  thresholds  we  are 
adopting  today  are  just  that — thresholds. 
If  it  is  not  in  the  best  interests  of  a  fund, 
a  board  is  not  required  to  impose  a 
liquidity  fee  or  redemption  gate  when 


for  giving  boards  the  discretion  to  impose 
redemption  restrictions.  See  supra  note  230. 

251  See  HSBC  Comment  Letter;  see  also  Comment 
Letter  of  HSBC  Global  Asset  Management  Ltd  (Feb. 
15,  2013)  (available  in  File  No.  FSOC-20 12-0003) 
(“HSBC  FSOC  Comment  Letter”)  (suggesting  setting 
the  market-based  NAV  trigger  at  SO.  9975).  This 
commenter  asserted  that  such  a  trigger  would 
ensure  that  shareholders  only  pay  a  fee  when 
redemptions  would  actually  cause  the  fund  to  suffer 
a  loss  and  thus  redemptions  clearly  disadvantage 
remaining  shareholders. 

252  See  Federated  II  Comment  Letter. 

255  As  we  also  discussed  in  the  Proposing  Release, 
a  threshold  based  on  shadow  price  raises  questions 
about  whether  and  to  what  extent  shareholders 
differentiate  between  realized  (such  as  those  from 
security  defaults)  and  market-based  losses  (such  as 
those  from  market  interest  rate  changes)  when 
considering  a  money  market  fund’s  shadow  price. 

If  shareholders  do  not  redeem  in  response  to 
market-based  losses  (as  opposed  to  realized  losses), 
it  may  be  inappropriate  to  base  a  fee  on  a  fall  in 
the  fund’s  shadow  price  if  such  a  fall  is  only 
temporary.  On  the  other  hand,  a  temporary  decline 
in  the  shadow  price  using  market-based  factors  can 
lead  to  realized  losses  from  a  shareholder’s 
perspective  if  redemptions  cause  a  fund  with  an 
impaired  NAV  to  “break  the  buck.”  See  Proposing 
Release  supra  note  25,  at  179-180. 


the  fund’s  weekly  liquid  assets  have 
fallen  below  30%  or  10%,  respectively. 
Moreover,  once  a  fund  has  crossed 
below  a  weekly  liquid  asset  threshold, 
a  board  is  not  prevented  from  taking 
into  account  whether  the  fund’s  NAV  or 
shadow  price  has  deteriorated  in 
considering  whether  to  impose  fees  or 
gates.  Finally,  the  fees  and  gates 
amendments  are  intended  to  address  the 
liquidity  of  the  fund  and  its  ability  to 
meet  redemptions,  not  to  address  every 
possible  circumstance  that  may 
adversely  affect  a  money  market  fund 
and  its  holdings.  However,  if  a 
particular  circumstance,  such  as  a 
default,  act  of  insolvency,  significant 
downgrade,  or  increased  credit  risk, 
affects  the  liquidity  of  a  fund  such  that 
its  weekly  liquid  assets  drop  below  the 
30%  threshold  for  imposition  of  fees 
and  gates,  a  fund  could  then  impose  a 
fee  or  gate. 

Another  commenter  suggested  basing 
the  threshold  for  redemption  gates  on 
the  level  at  which  a  money  market 
fund’s  liquidity  would  force  it  to  sell 
assets.  254  This  particular  commenter 
was  concerned  that  a  threshold  based  on 
15%  weekly  liquid  assets  might 
otherwise  cause  funds  close  to  the 
threshold  to  start  selling  assets  to  avoid 
crossing  the  threshold,  which  could 
have  a  larger  destabilizing  effect  on  the 
markets. 255  We  appreciate  the 
commenter’s  concerns  and  believe  that 
the  higher  weekly  liquid  asset  threshold 
for  the  imposition  of  fees  and  gates  and 
the  increased  board  flexibility  included 
in  today’s  amendments  should  lessen 
such  a  risk.  In  particular,  as  discussed 
above  in  section  III.A.l.c.i,  we  believe 
that  the  30%  weekly  liquid  assets 
threshold  will  allow  a  money  market 
fund  to  impose  a  fee  or  gate  while  it  still 
has  substantial  remaining  internal 
liquidity,  thus  putting  it  in  better 
position  to  bear  redemptions  without  a 
broader  market  impact  because  it  can 
satisfy  redemption  requests  through 
internally  generated  cash  and  not 
through  asset  sales  (other  than  perhaps 
sales  of  government  securities  that  tend 
to  increase  in  value  and  liquidity  in 
times  of  stress).  In  addition,  the  board 
flexibility  in  today’s  amendments  could 
result  in  funds  imposing  gates  at 
different  times  and,  thus,  to  the  extent 
funds  determine  to  dispose  of  their 
assets  to  raise  liquidity,  it  could  also 
result  in  funds  disposing  assets  at 
different  times,  lessening  any  potential 
strain  on  the  markets. 


254  Comment  Letter  of  James  Angel  (Georgetown/ 
Wharton)  (Sept.  17,  2013)  (“Angel  Comment 
Letter”). 

255  Angel  Comment  Letter. 
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b.  Board  Determinations 

In  the  Proposing  Release,  we 
discussed  a  number  of  factors  that  a 
fund’s  board  of  directors  may  want  to 
consider  in  determining  whether  to 
impose  a  liquidity  fee  or  redemption 
gate. 256  We  received  a  variety  of 
comments  related  to  these  factors  and, 
more  generally,  about  board 
determinations  regarding  fees  and  gates. 
Some  commenters  suggested  that  the 
Commission  provide  additional 
guidance  on  the  nature  and  scope  of  the 
findings  that  boards  can  make.  257  a 
commenter  asked  the  Commission  to 
provide  an  expanded  list  of  examples 
and  a  non-exclusive  list  of  factors  to  be 
considered  by  boards  with  respect  to 
imposing  a  fee  or  gate. 258  The 
commenter  added  that  the  Commission 
should  clarify  that  boards  need  to 
consider  only  those  factors  they 
reasonably  believe  to  be  relevant,  not  all 
factors  or  examples  that  the  Commission 
might  generally  suggest.  259 

In  contrast,  another  commenter,  an 
industry  group  representing  fund 
directors,  supported  the  Commission 
providing  only  minimal  guidance  on 
what  factors  boards  might  consider. 260 
This  commenter  argued  that  “providing 
any  guidance  on  what  factors  boards 
should  consider  (beyond  the  very 
general  and  non-exclusive  examples  in 
the  Proposing  Release)  is  likely  to  be 
counter-productive.’’ 261  The  commenter 
also  suggested  that  the  Commission 
clarify  that  a  “best  interests  of  the  fund” 
standard  would  not  demand  that  boards 
place  significant  emphasis  on  the 
broader  systemic  effects  of  their 

decision. 262 

The  “best  interests”  standard  in 
today’s  amendments  recognizes  that 
each  fund  is  different  and  that,  once  a 
fund’s  weekly  liquid  assets  have 
dropped  below  the  minimum  required 
by  rule  2a-07,  a  fund’s  board  is  best 
suited,  in  consultation  with  the  fund’s 
adviser,  to  determine  when  and  if  a  fee 
or  gate  is  in  the  best  interests  of  the 
fund. 263  The  factors  we  set  forth  in  the 
Proposing  Release  were  intended  only 
as  possible  factors  a  board  may  consider 


256  See  Proposing  Release,  supra  note  25,  at  178- 
179. 

252  See,  e.g.,  ABA  Business  Law  Section  Comment 
Letter;  Comment  Letter  of  New  York  City  Bar 
Committee  on  Investment  Management  Regulation 
(Sept.  26,  2013)  (“NYC  Bar  Committee  Comment 
Letter”):  Federated  X  Comment  Letter;  but  see,  e.g., 
MFDF  Comment  Letter. 

258  See  NYC  Bar  Committee  Comment  Letter. 

260  See  MFDF  Comment  Letter. 

261  Id. 

262  See  id. 

263  For  a  discussion  of  why  the  Commission  is 
adopting  a  hybrid  approach  to  the  imposition  of 
fees  and  gates,  see  supra  section  III. A. 2. a. i. 


when  making  a  best  interests 
determination.  They  were  not  meant  to 
be  a  one-size-fits-all  or  exhaustive  list  of 
factors.  We  agree  with  the  commenter 
who  suggested  an  exclusive  list  of 
factors  could  be  counter-productive.  We 
recognize  that  there  are  differences 
among  funds  and  that  the  markets  are 
dynamic,  particularly  in  a  crisis 
situation.  Accordingly,  an  exhaustive 
list  of  factors  may  not  address  each 
fund’s  particular  circumstances  and 
could  quickly  become  outdated.  Instead, 
we  believe  a  fund  board  should  consider 
any  factors  it  deems  appropriate  when 
determining  whether  fees  and/or  gates 
are  in  the  best  interests  of  a  fund.  We 
note  that  these  factors  may  include  the 
broader  systemic  effects  of  a  board’s 
decision,  but  point  out  that  the 
applicable  standard  for  a  board’s 
determination  under  the  amended  rule 
is  whether  a  fee  or  gate  is  in  the  fund’s 
best  interests. 

Nonetheless,  we  believe  it  is 
appropriate  to  provide  certain 
guideposts  that  boards  may  want  to 
keep  in  mind,  as  applicable  and 
appropriate,  when  determining  whether 
a  fund  should  impose  fees  or  gates  and 
are  providing  such  guidance  in  this 
Release.  As  recognized  in  the  Proposing 
Release,  there  are  a  number  of  factors  a 
board  may  want  to  consider.  These  may 
include,  but  are  not  limited  to:  relevant 
indicators  of  liquidity  stress  in  the 
markets  and  why  the  fund’s  weekly 
liquid  assets  have  fallen  [e.g.,  Have 
weekly  liquid  assets  fallen  because  the 
fund  is  experiencing  mounting 
redemptions  during  a  time  of  market 
stress  or  because  a  few  large 
shareholders  unexpectedly  redeemed 
shares  for  idiosyncratic  reasons 
unrelated  to  current  market  conditions 
or  the  fund?):  the  liquidity  profile  of  the 
fund  and  expectations  as  to  how  the 
profile  might  change  in  the  immediate 
future,  including  any  expectations  as  to 
how  quickly  a  fund’s  liquidity  may 
decline  and  whether  the  drop  in  weekly 
liquid  assets  is  likely  to  be  very  short¬ 
term  [e.g.,  Will  the  decline  in  weekly 
liquid  assets  be  cured  in  the  next  day  or 
two  when  securities  currently  held  in 
the  fund’s  portfolio  qualify  as  weekly 
liquid  assets?);  264  for  retail  and 
government  money  market  funds, 
whether  the  fall  in  weekly  liquid  assets 
has  been  accompanied  by  a  decline  in 
the  fund’s  shadow  price;  265  the  make- 


264  As  discussed  in  the  Proposing  Release,  many 
money  market  funds  “ladder”  the  maturities  of 
their  portfolio  securities,  and  thus  it  could  be  the 
case  that  a  fall  in  weekly  liquid  assets  will  be 
rapidly  cured  by  the  portfolio’s  maturity  structure. 
See  Proposing  Release,  supra  note  25,  at  179, 

265  Likewise,  a  floating  NAV  fund’s  board  may 
wish  to  consider  any  drops  in  the  fund’s  NAV. 


up  of  the  fund’s  shareholder  base  and 
previous  shareholder  redemption 
patterns;  and/or  the  fund’s  experience, 
if  any,  with  the  imposition  of  fees  and/ 
or  gates  in  the  past. 

Some  commenters  urged  the 
Commission  to  affirm  that  a  board’s 
deliberations  would  be  protected  by  the 
business  judgment  rule. 266  One 
commenter  was  particularly  concerned 
about  the  threat  of  litigation  if  boards 
were  not  protected  by  the  rule,  as  it 
could  “chill  the  board’s  ability  to  act  in 
a  manner  that  would  be  highly 
counterproductive  in  times  of  market 
stress.”  267  While  sensitive  to  this 
commenter’s  concerns,  we  do  not 
believe  it  would  be  appropriate  for  us  to 
address  the  application  of  the  business 
judgment  rule  because  the  business 
judgment  rule  is  a  construct  of  state  law 
and  not  the  federal  securities  laws. 

Other  commenters  proposed  that 
boards  should  be  permitted  to 
reasonably  determine  and  commit 
themselves  in  advance  to  a  policy  to  not 
allow  a  fee  or  gate  to  ever  be  imposed 
on  a  fund. 268  We  disagree.  A  blanket 
decision  on  the  part  of  a  fund  board  to 
not  impose  fees  or  gates,  without  any 
knowledge  or  consideration  of  the 
particular  circumstances  of  a  fund  at  a 
given  time,  would  be  flatly  inconsistent 
with  the  fees  and  gates  amendments  we 
are  adopting  today,  which,  at  a 
minimum,  require  a  fund  to  impose  a 
liquidity  fee  when  its  weekly  liquid 
assets  have  dropped  below  10%,  unless 
the  fund’s  board  affirmatively  finds  that 
such  fee  is  not  in  the  best  interests  of 
the  fund.  As  discussed  above,  we 
believe  that  when  a  fund  falls  below 
10%  weekly  liquid  assets,  its  liquidity 
is  sufficiently  stressed  that  its  board 
should  be  required  to  consider,  based  on 
the  facts  and  circumstances  at  that  time, 
what,  if  any,  action  should  be  taken  to 
address  a  fund’s  liquidity.  We  regard 
fees  and  gates  as  additional  tools  for 
boards  to  employ  when  necessary  and 
appropriate  to  protect  the  fund  and  its 
shareholders.  We  note,  however,  that 
our  amendments  do  not  require  funds  to 
impose  fees  and  gates  when  it  is  not  in 
a  fund’s  best  interests. 

Certain  commenters  cited  operational 
challenges  with  respect  to  fees  and  gates 
and  board  quorum  requirements,  given 
that  in  a  crisis  a  board’s  independent 


266  See,  e.g.,  Dreyfus  Comment  Letter;  Chamber  II 
Comment  Letter;  MFDF  Comment  Letter;  IDC 
Comment  Letter. 

262  See  MFDF  Comment  Letter. 

268  See  Goldman  Sachs  Comment  Letter;  ABA 
Business  Law  Section  Comment  Letter.  These 
commenters  were  concerned  that  uncertainties  over 
a  fee  or  gate  could  lead  to  pre-emptive  runs.  We 
discuss  pre-emptive  runs  in  section  IlI.A.l.c.i  of 
this  Release. 
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board  members  may  not  be  readily 
available  on  short  notice. 

Commenters  thus  proposed  that  the 
quorum  requirement  be  relaxed  to 
require  only  the  approval  of  a  majority 
of  independent  directors  available 
rather  than  of  all  independent 

directors. 270 

We  have  not  made  the  requested 
change.  The  requirement  that  a  majority 
of  independent  directors  make  a 
determination  with  respect  to  a  fund 
matter  is  not  unique  to  today’s 
amendments.  This  requirement  is 
widely  used  in  the  Investment  Company 
Act  and  its  rules,  including  a  number  of 
other  exemptive  rules. 27i  As  we  have 
emphasized,  independent  directors  are 
the  “independent  watchdogs”  of  a  fund, 
and  the  Investment  Company  Act  and 
its  rules  rely  on  them  to  protect  investor 
interests. 272  a  determination  with 
respect  to  fees  and  gates  by  less  than  a 
majority  of  independent  directors  would 
not  provide  the  level  of  independent 
oversight  we  are  seeking  in  today’s 
amendments,  or  in  carrying  out  the 
purposes  of  the  Investment  Company 
Act.  The  decision  to  impose  redemption 
restrictions  on  a  fund’s  investors  has 
significant  ramifications  for 
shareholders,  and  it  is  one  that  we 
believe  should  be  entrusted  only  to  a 
fund’s  board,  including  its  independent 
directors.  We  note,  however,  that 
today’s  amendments  do  not  require  a 
best  interests  determination  to  be  made 
at  an  in-person  meeting  and,  thus,  fund 
boards,  including  their  independent 
directors,  could  hold  meetings 
telephonically  or  through  any  other 
technological  means  by  which  all 
directors  could  be  heard. 273 

Some  commenters  asserted  that  a 
fund’s  adviser  or  sponsor  should  have 
greater  input  regarding  the  imposition  of 
a  fee  or  gate. 274  For  example,  one 
commenter  urged  the  Commission  to 

^•*4  See  Comment  Letter  of  PFM  Asset 
Management,  LLC  (Sept.  17,  2013)  (“PFM  Asset 
Mgmt.  Comment  Letter”);  ABA  Business  Law 
Section  Comment  Letter;  Comment  Letter  of  Ropes 
&  Gray  LLP  (Sept.  17,  2013)  (“Ropes  &  Gray 
Comment  Letter”). 

270  See  id. 

271  See,  e.g.,  rule  12b-l  and  rule  15a— 4. 

272  See  Role  of  Independent  Directors  of 
Investment  Companies,  Investment  Company  Act 
Release  No.  24082  (Oct.  15,  1999). 

273  The  Commission  has  previously  recognized 
that  fund  boards  can  hold  meetings  telephonically 
or  through  other  technological  means  by  which  all 
directors  can  be  heard  simultaneously.  See,  e.g., 
rule  15a— 4  (permitting  the  approval  of  an  interim 
advisory  contract  by  a  fund  board  at  a  meeting  in 
which  directors  may  participate  by  any  means  of 
communication  that  allows  all  directors 
participating  to  hear  each  other  simultaneously 
during  the  meeting). 

274  See,  e.g.,  NYC  Bar  Committee  Comment  Letter; 
Ropes  &  Gray  Comment  Letter;  PFM  Asset  Mgmt. 
Comment  Letter. 


recognize  that  “the  primary  role  of  the 
board  is  oversight”  and  acknowledge 
“both  the  ability  and  practical  necessity 
of  delegating  day-to-day  decision¬ 
making  functions  to  a  fund’s  officers 
and  investment  adviser/administrator 
pursuant  to  procedures  approved  by  the 
board.”  275  a  few  other  commenters 
suggested  that  the  Commission  provide 
guidance  that  an  adviser  must  provide 
the  board  certain  information,  guidance 
or  a  recommendation  on  whether  to 
impose  a  fee  or  gate. 276 

We  believe  that  a  fund’s  board,  and 
not  its  adviser,  is  the  appropriate  entity 
to  determine  (within  the  constructs  of 
the  rule)  when  and  how  a  fund  will 
impose  liquidity  fees  and/or  redemption 
gates.  As  discussed  above,  given  the  role 
of  independent  directors,  a  fund’s  board 
is  in  the  best  position  to  determine 
whether  a  fee  or  gate  is  in  the  best 
interests  of  the  fund. 277  xhe  Investment 
Company  Act  and  its  rules  require  many 
other  fund  fees  and  important  matters  to 
be  approved  by  a  fund’s  board, 
including  a  majority  of  independent 
directors,  and  we  do  not  believe  that 
liquidity  fees  and  redemption  gates 
should  be  treated  differently. 278 
We  note  that  although  the  final  rule 
amendments  contemplate  that 
information  from  a  fund’s  adviser  will 
inform  the  board’s  determination 
involving  a  fee  or  gate, 279  we  are  not 
charging  a  fund’s  adviser  with  specific 
duties  under  today’s  amendments.  As 
the  board  is  the  entity  charged  with 
overseeing  the  fund  and  determining 
whether  a  fee  or  gate  is  in  the  fund’s 
best  interests,  we  believe  the  board 
should  dictate  the  information  and 
analysis  it  needs  from  the  adviser  in 
order  to  inform  its  decision. 

Nonetheless,  as  a  matter  of  course  and 
in  light  of  its  fiduciary  duty  to  the  fund, 
an  adviser  should  provide  the  board 
with  necessary  and  relevant  information 

275  See  Ropes  &  Gray  Comment  Letter. 

276  See  NYC  Bar  Committee  Comment  Letter; 
Comment  Letter  of  the  Independent  Trustees  of  the 
Wilmington  Funds  (Sept.  17,  2013)  (“Wilmington 
Trustees  Comment  Letter”);  ABA  Business  Law 
Section  Comment  Letter. 

277  If  a  fund's  adviser  was  charged  with 
determining  when  to  impose  fees  and  gates,  it  could 
choose,  irrespective  of  its  fiduciary  duty,  to  act  in 
its  own  interests  rather  than  the  interests  of  fund 
shareholders  by,  for  example,  not  imposing  a  fee  or 
gate  for  fear  that  it  would  negatively  impact  the 
adviser’s  reputation.  We  note  that  the  role  of 
independent  directors  on  a  fund  board  should 
counteract  any  similar  concerns  on  the  part  of 
interested  directors. 

278  See,  e.g.,  section  15(a)-(c);  rule  12b-l  and  rule 
22C-2. 

279  Because  a  fund’s  adviser  is  responsible  for 
managing  the  portfolio,  it  is  the  entity  that  will  have 
direct  access  to  information  on  the  fund’s  liquidity. 
As  noted  below,  a  fund’s  adviser  should  provide  the 
board  with  all  necessary  and  relevant  information 
to  make  the  determinations  under  the  rule. 


to  enable  the  board  to  make  the 
determinations  under  the  rule. 

c.  Size  of  Liquidity  Fee 

Today’s  amendments  will  permit  a 
money  market  fund  to  impose  a 
discretionary  liquidity  fee  of  up  to  2% 
after  its  weekly  liquid  assets  drop  below 
30%  of  its  total  assets.  We  are  also 
adopting  a  default  liquidity  fee  of  1% 
that  must  be  imposed  if  a  fund  drops 
below  10%  weekly  liquid  assets,  unless 
a  fund’s  board  determines  not  to  impose 
such  a  fee,  or  to  impose  a  lower  or 
higher  fee  (not  to  exceed  2%)  because  it 
is  in  the  best  interests  of  the  fund.28o  As 
proposed,  the  amendments  would  have 
required  funds  to  impose  a  default 
liquidity  fee  of  2%  after  a  fund’s  weekly 
liquid  assets  dropped  below  15%  of  its 
total  assets,  although  (as  under  our  final 
amendments)  fund  boards  could  have 
determined  not  to  impose  the  fee  or  to 
lower  the  fee. 

We  received  a  wide  range  of 
comments  on  the  size  and  structure  of 
the  proposed  liquidity  fee.28i  A  few 
commenters  expressly  supported  a 
default  fee  of  2%. 282  One  commenter 
expressed  concern  that  a  maximum  2% 
fee  may  be  insufficient  in  times  of  crisis 
and  urged  the  Commission  to  permit 
greater  flexibility  in  setting  an  even 

higher  fee  if  necessary. 283 

Other  commenters  explicitly  argued 
against  a  default  fee  of  2%. 284  One 
commenter  noted  that  2%  would  be 
excessive  “since  it  is  far  higher  than  the 
actual  cost  of  liquidity  paid  by  money 
market  funds  even  at  the  height  of  the 
financial  crisis.”  285  Other  commenters 
described  a  2%  fee  as  punitive  286  and 
arbitrary. 287  a  number  of  commenters 
favored  instead  a  default  fee  of  1% 
while  also  allowing  boards  discretion  to 
set  a  higher  or  lower  fee.  26® 

280  See  rule  2a-7(c)(2)(ii)(A). 

281  We  note  that  prior  to  issuing  the  proposal, 
commenters  had  suggested  liquidity  fee  levels 
ranging  from  1%  to  3%  could  be  effective.  See,  e.g.. 
Comment  Letter  of  Vanguard  0an.  15,  2013) 
(available  in  File  No.  FSOC-201 2-0003) 

(“Vanguard  FSOC  Comment  Letter”) 

(recommending  a  fee  of  between  1  and  3%); 
BlackRock  FSOC  Comment  Letter  (recommending  a 
standby  liquidity  fee  of  1%);  ICI  Jan.  24  FSOC 
Comment  Letter  (recommending  a  1%  fee). 

282See  J.P.  Morgan  Comment  Letter;  Ropes  &  Gray 
Comment  Letter;  Schwab  Comment  Letter;  Wells 
Fargo  Comment  Letter. 

283  See  Ropes  &  Gray  Comment  Letter. 

284  See,  e.g..  Fidelity  Trustees  Comment  Letter; 
Fidelity  Comment  Letter;  Invesco  Comment  Letter; 
Comment  Letter  of  Financial  Services  Roundtable 
(Sept.  17,  2013)  (“Fin.  Sves.  Roundtable  Comment 
Letter”). 

285  See  Invesco  Comment  Letter. 

266  See,  e.g..  Fidelity  Trustees  Comment  Letter; 
Fidelity  Comment  Letter. 

287  See,  e.g..  Fin.  Sves.  Roundtable  Comment 
Letter. 

288  See  Dreyfus  Comment  Letter;  SIFMA 
Comment  Letter;  Northern  Trust  Comment  Letter; 
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As  suggested  by  commenters,  the 
amendments  we  are  adopting  today  will 
impose  a  default  liquidity  fee  of  1%, 
that  may  be  raised  or  lowered  (or  not 
imposed  at  all)  by  a  fund’s  board.  As 
discussed  below,  we  are  persuaded  by 
commenters  that  2%  may  be  higher  than 
most  liquidity  costs  experienced  when 
selling  money  market  securities  in  a 
crisis,  and  may  thus  result  in  a  penalty 
for  redeeming  shareholders  over  and 
above  paying  for  the  costs  of  their 
liquidity. 289  We  are  also  persuaded  by 
commenters  that  fund  boards  may  be 
reluctant  to  impose  a  fee  that  is  lower 
than  the  default  liquidity  fee  for  fear  of 
being  second-guessed — by  the  market, 
the  Commission,  or  otherwise. 290 
Accordingly,  commenters  supporting 
the  1%  default  fee  have  persuaded  us 
that  1%  is  the  correct  default  fee  level. 

Furthermore,  analysis  by  Commission 
staff  of  liquidity  costs  of  certain 
corporate  bonds  dvning  the  financial 
crisis  further  confirms  that  a  reduced 
default  fee  of  1%  is  appropriate.  291 
DERA  staff  estimated  increases  in 
transaction  spreads  for  certain  corporate 
bonds  that  occurred  during  the  financial 
crisis. 292  Relative  to  transaction  spreads 
observed  during  the  pre-crisis  period 
from  Januar}^  2,  2008  to  September  11, 
2008,  average  transaction  spreads 
increased  by  54.1  bps  for  Tier  1  eligible 
securities  and  by  104.4  bps  for  Tier  2 
eligible  securities  during  the  period 
from  September  12,  2008  to  October  20, 
2008.  These  estimates  indicate  that 
market  stress  increases  the  average  cost 
of  obtaining  liquidity  by  an  amount 
closer  to  1%  than  2%. 293 


BlackRock  II  Comment  Letter;  Fidelity  Comment 
Letter. 

289  5ee,  e.g.,  SIFMA  Comment  Letter  ("Our 
members’  consensus  is  that  a  redemption  fee  of  100 
basis  points  will  adequately  compensate  a  money 
market  fund  for  the  costs  of  liquidating  assets  to 
honor  redemptions  in  times  of  market  stress,  and 
avoid  imposing  a  punitive  charge  on 
shareholders.”);  Fidelity  Comment  Letter  (“We  have 
examined  the  liquidation  costs  for  our  money 
market  funds  that  sold  securities  during  the  period 
immediately  following  the  bankruptcy  of  Lehman 
Brothers  and  determined  that  the  highest 
liquidation  cost  was  less  than  50  basis  points  of  face 
value.  Recognizing  that  liquidation  costs  in  a  future 
market  stress  scenario  may  be  greater,  we  think  it 
is  reasonable  to  set  a  liquidation  fee  at  100  basis 
points  or  one  percent.”). 

See  SIFMA  Comment  Letter. 

291  See  DERA  Liquidity  Fee  Memo,  supra  note 

111. 

292  See  id. 

293  DERA  obtained  information  on  trades  in  Tier 
1  and  Tier  2  eligible  securities,  as  defined  in  rule 
2a-7  from  TRACE  (Trade  Reporting  and 
Compliance  Engine)  betw'een  january  2,  2008 
through  December  31,  2009,  and  formed  a  Tier  1 
and  a  Tier  2  sample.  TRACE  provides  transaction 
records  for  TRACE  eligible  securities  that  have  a 
maturity  of  more  than  a  year  at  issuance.  Money 
market  instruments,  sovereign  debt,  and  debt 
securities  that  have  a  maturity  of  less  than  a  year 


We  received  a  number  of  comments 
on  DERA’s  analysis  of  liquidity  costs. 294 
Some  commenters  agreed  that  DERA’s 
analysis  supports  a  default  liquidity  fee 
of  1%  and  that  1%  is  the  appropriate 
level  for  the  fee. 295  Other  commenters, 
however,  took  issue  with  DERA’s 
methodology  in  examining  liquidity 
costs  and,  one  commenter  suggested  a 
default  fee  “as  low  as”  0.50%  may  be 

appropriate. 296 


at  issuance  are  not  reported  in  TRACE  and  hence 
DERA’s  sample  differs  from  what  money  market 
funds  hold.  Nevertheless,  the  samples  constructed 
from  TRACE  provide  estimates  for  costs  of  liquidity 
during  market  stress  since  the  selected  securities 
have  similar  time-to-maturitj'  and  credit  risk 
characteristics  as  those  permitted  under  rule  2a-7. 
DERA  included  in  the  samples  only  trades  of  bonds 
with  fewer  than  1 20  days  to  maturity  and  with  a 
trade  size  of  at  least  $100,000.  DERA  classified 
bonds  with  credit  ratings  equal  to  AAA,  AA+,  AA, 
or  AA  -  as  Tier  1  eligible  securities.  The  average 
days  to  maturit)’  for  Tier  1  securities  in  the  sample 
is  67  days,  which  roughly  reflects  the  60-day 
weighted  average  maturity  limit  specified  in  rule 
2a-7.  Bonds  with  credit  ratings  equal  to  A+,  A,  or 
A  -  represent  Tier  2  eligible  securities.  The  average 
days  to  maturity  for  Tier  2  securities  in  the  sample 
is  28  days,  which  is  somewhat  lower  than  the  45- 
day  weighted  average  maturity  limit  required  by 
rule  2a-7. 

294  See,  e.g.,  Comment  Letter  of  SIFMA  (Apr.  23, 
2014)  (“SIFMA  II  Comment  Letter”);  Comment 
Letter  of  Dreyfus  Corporation  (Apr.  23,  2014) 
(“Dreyfus  DEIRA  Comment  Letter”);  Comment  Letter 
of  Invesco  (Apr.  23,  2014)  (“Invesco  DERA 
Comment  Letter”). 

295  See  SIFMA  II  Comment  Letter  (“Data  in  the 
(DERA)  Liquidity  (Fee  Memo]  support  that  a  lower 
default  level  [from  the  level  proposed)  will 
effectively  compensate  money  market  funds  for  the 
cost  of  liquidity  during  market  turmoil.  ...  A  100 
basis  point  (1%)  default  level  for  the  liquidity  fee 
will  more  closely  approximate  the  fund’s  cost  of 
providing  liquidity  during  a  crisis  period  for  a 
portfolio  comprised  largely  of  Tier  1  securities.”); 
Dreyfus  DERA  Comment  Letter  (“We  read  (DERA’s 
analysis]  and  interpret  the  average  spread 
calculations  contained  (in  the  DERA  Liquidity  Fee 
Memo]  to  support  a  (default  liquidity  fee]  of  1% 
and  not  2%,  as  proposed.”);  Fidelity  DERA 
Comment  Letter  (supporting  a  1  %  liquidity  fee  and 
suggesting  the  empirical  market  data  examined  by 
DE^  in  its  Liquidity  Fee  Memo  is  “critical  in 
order  for  the  SEC  to  determine  the  size  of  a  liquidity 
fee,”  but  noting  that  the  methodology  in  DERA’s 
analysis  “overstates  the  estimates  of  absolute 
spreads.”) 

296  See  Invesco  DERA  Comment  Letter  (suggesting 
concerns  with  the  data  and  methodologj'  used  in 
DERA’s  analysis);  BlackRock  DERA  Comment  Letter 
(suggesting  the  methodology  used  in  DERA’s 
analysis  was  not  “the  appropriate  methodology  to 
measure  the  true  cost  of  liquidity  in  MMFs,” 
particularly  the  use  of  TRACE  data);  Comment 
Letter  of  Federated  Investors  Inc.  (Liquidity  Fee) 
(Apr.  23,  2014)  (“Federated  DERA  II  Comment 
Letter”)  (suggesting  it  generally  agrees  with  DERA’s 
methodology,  but  believes  that  a  more  appropriate 
default  liquidity  fee  may  be  “as  low  as”  0.50% 
because  “use  of  [TRACE]  bond  data  as  tbe  basis  for 
spread  analysis  led  DERA  to  find  significantly 
larger  spreads  than  it  would  have  found  had  it 
based  its  anatysis  on  the  short-term  instruments  in 
which  MMFs  actually  invest”);  see  also  Fidelity 
DERA  Comment  Letter  (supporting  a  1%  default 
liquidity  fee,  but  suggesting  that  the  spreads  cited 

in  DERA’s  analysis  are  higher  than  those  it  has  seen 
it  its  experience  and  that  its  independent  analysis 
reflects  average  spreads  between  0.12%  and  0.57% 


As  discussed  in  the  Proposing 
Release,  we  have  attempted  to  set  the 
default  liquidity  fee  high  enough  to 
deter  shareholder  redemptions  so  that 
funds  can  recoup  costs  of  providing 
liquidity  to  redeeming  shareholders  in  a 
crisis  and  so  that  the  fund’s  liquidity  is 
not  depleted,  but  low  enough  to  permit 
investors  who  wish  to  redeem  despite 
the  cost  to  receive  their  proceeds 
without  bearing  disproportionate 
costs. 297  Based  on  the  comments  we 
received  on  the  proposal,  we  believe 
that  a  default  fee  of  1%  strikes  this 
balance.  Although  we  have  looked  to 
the  DERA  study  as  confirming  our 
decision  based  on  comments  we 
received  supporting  the  1%  fee,  we 
recognize  commenters’  critiques  of  the 
methodology  used  in  the  DERA 
analysis.  We  also  note,  however,  that 
DERA  acknowledged  in  its 
memorandum  that  its  samples  were  not 
perfectly  analogous  to  money  market 
fund  holdings,  but  that  the  samples 
nevertheless  “provide  estimates  for 
costs  of  liquidity  during  market  stress 
since  the  selected  securities  have 
similar  time-to-maturity  and  credit  risk 
characteristics  as  those  permitted  under 
Rule  2a-7.”  298  Moreover,  at  least  one 
commenter  who  took  issue  with  DERA’s 
samples  agreed,  based  on  its  own 
independent  analysis,  that  a  default 
liquidity  fee  of  1%  is  appropriate. 298 
Furthermore,  because  we  recognize  that 
establishing  any  fixed  fee  level  may  not 
precisely  address  the  circumstances  of  a 
particular  fund  in  a  crisis,  we  are 
permitting  (as  in  the  proposal)  fund 
boards  to  alter  the  level  of  the  default 
liquidity  fee  and  to  tailor  it  to  the 
specific  circumstances  of  a  fund.  As 
amended,  rule  2a-7  will  permit  fund 
boards  to  increase  (up  to  2%),  decrease 
(to,  for  example,  0.50%  as  suggested  by 
a  commenter),  or  not  impose  the  default 


during  the  week  immediately  following  the  Lehman 
Brothers  bankruptcy). 

297  See,  e.g.,  SIFMA  Comment  Letter;  Fidelity 
Trustees  Comment  Letter;  Fidelity  Comment  Letter 
(suggesting  a  2%  fee  would  be  punitive);  see  also 
supra  note  281. 

^“8  See  DERA  Liquidity  Fee  Memo,  supra  note 
111.  Some  commenters  suggested  we  should 
analyze  liquidity  spreads  in  actual  money  market 
fund  portfolios.  See  Federated  DERA  II  Comment 
Letter;  BlackRock  DERA  Comment  Letter;  Fidelity 
DERA  Comment  Letter.  However,  as  one  commenter 
acknowledged,  this  information  is  not  publicly 
available,  and  we  note  that  only  one  commenter  on 
the  DERA  Liquidity  Fee  Memo  provided  specific 
information  in  this  area.  See  BlackRock  DERA 
Comment  Letter;  Fidelity  DERA  Comment  Letter 
(providing  specific  information  on  spreads  during 
the  financial  crisis  and  stating  that  a  1%  default 
liquidity  fee  is  appropriate).  We  believe  one  data 
point  is  not  adequate  for  us  to  draw  conclusions  on 
liquidity  costs  in  money  market  funds  during  the 
crisis. 

2“®See  Fidelity  DERA  Comment  Letter. 
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1%  liquidity  fee  if  it  is  in  the  best 
interests  of  the  fund. 

As  proposed  and  supported  by 
commenters,3"°  we  are  limiting  the 
maximum  liquidity  fee  that  may  be 
imposed  by  a  fund  to  2%.  As  with  the 
default  fee,  we  seek  to  balance  the  need 
for  liquidity  costs  to  be  allocated  to 
redemptions  with  shareholders’  need  to 
redeem  absent  disproportionate  costs. 
We  also  believe  setting  a  limit  on  the 
level  of  a  liquidity  fee  provides  notice 
to  investors  about  the  extent  to  which  a 
liquidity  fee  could  impact  their 
investment.  In  addition,  as  recognized 
by  at  least  one  commenter,^^^  the  staff 
has  noted  in  the  past  that  fees  greater 
than  2%  raise  questions  regarding 
whether  a  fund’s  securities  remain 
"redeemable.”  \/\Jq  note  that  if  a  fund 
continues  to  be  under  stress  even  with 
a  2%  liquidity  fee,  the  fund  board  may 
consider  imposing  a  temporary 
redemption  gate  under  amended  rule 
2a-7  or  liquidating  the  fund  pursuant  to 
amended  rule  22e-3. 

As  recognized  in  the  Proposing 
Release,  there  are  a  number  of  factors  a 
board  may  want  to  consider  in 
determining  the  level  of  a  liquidity  fee. 
These  may  include,  but  are  not  limited 
to:  changes  in  spreads  for  portfolio 
securities  (whether  based  on  actual 
sales,  dealer  quotes,  pricing  vendor 
mark-to-model  or  matrix  pricing,  or 
otherwise);  the  maturity  of  the  fund’s 
portfolio  securities;  changes  in  the 
liquidity  profile  of  the  fund  in  response 
to  redemptions  and  expectations 
regarding  that  profile  in  the  immediate 
future;  whether  the  fund  and  its 
intermediaries  are  capable  of  rapidly 
putting  in  place  a  fee  of  a  different 
amount  from  a  previously  set  liquidity 
fee  or  the  default  liquidity  fee;  if  the 
fund  is  a  floating  NAV  fund,  the  extent 
to  which  liquidity  costs  are  already  built 
into  the  NAV  of  the  fund;  and  the  fund’s 
experience,  if  any,  with  the  imposition 
of  fees  in  the  past.  We  note  that  fund 
boards  should  not  consider  our  1% 


See,  e.g.,  SIFMA  Comment  Letter. 

See  NYC  Bar  Assoc.  Comment  Letter. 

Section  2(a)(32)  defines  the  term  “redeemable 
security’’  as  a  security  that  entitles  the  holder  to 
receive  approximately  his  proportionate  share  of 
the  fund’s  net  asset  value.  The  Division  of 
Investment  Management  informally  took  the 
position  that  a  fund  may  impose  a  redemption  fee 
of  up  to  2%  to  cover  the  administrative  costs 
associated  with  redemption,  “but  if  that  charge 
should  exceed  2  percent,  its  shares  may  not  be 
considered  redeemable  and  it  may  not  be  able  to 
hold  itself  out  as  a  mutual  fund.”  See  John  P.  Reilly 
&  Associates,  SEC  Staff  No-Action  Letter  (July  12, 
1979).  This  position  is  currently  reflected  in  rule 
23c-3(b)(l),  which  permits  a  maximum  2% 
repurchase  fee  for  interval  funds  and  rule  22c- 
2(a)(l)(i), which  similarly  permits  a  maximum  2% 
redemption  fee  to  deter  frequent  trading  in  mutual 
funds. 


default  liquidity  fee  as  creating  the 
presumption  that  a  liquidity  fee  should 
be  1%.  If  a  fund  board  believes  based  on 
market  liquidity  costs  at  the  time  or 
otherwise  that  a  liquidity  fee  is  more 
appropriately  set  at  a  lower  or  higher 
(up  to  2%)  level,  it  should  consider 
doing  so.  Once  a  liquidity  fee  has  been 
imposed,  the  fund’s  board  would  likely 
need  to  monitor  the  imposition  of  such 
fee,  including  the  size  of  the  fee,  and 
whether  it  continues  to  be  in  the  best 
interests  of  the  fund.^oa 

Other  commenters  argued  for  even 
more  flexible  approaches  and/or 
entirely  different  standards  for  setting  a 
fee. 3°'*  For  example,  a  commenter 
argued  against  having  any  default  fee 
and  instead  supported  allowing  the 
board  to  tailor  the  fee  to  encompass  the 
cost  of  liquidity  to  the  fund.^^s  Different 
commenters  similarly  argued  that 
liquidity  fees  should  be  carefully 
calibrated  in  relation  to  a  fund’s  actual 
cost  of  liquidity. 306  a  commenter  noted 
this  calibration  could  be  achieved  by, 
rather  than  setting  a  fixed  fee  in 
advance,  delaying  redemptions  for  up  to 
seven  days  to  allow  the  fund  to 
determine  the  size  of  the  fee  based  on 
actual  transaction  costs  incurred  on 
each  day’s  redemptions. 307  Finally,  a 
commenter  proposed  a  flexible 
redemption  fee  whereby  redemptions 
would  occur  at  basis  point  NAV  {i.e., 
NAV  to  the  fourth  decimal  place)  plus 

1%.308 

As  discussed  above,  the  amendments 
we  are  adopting  today  incorporate 
substantial  flexibility  for  a  fund  board  to 
determine  when  and  how  it  imposes 
liquidity  fees.  We  believe  that  including 
in  the  amended  rule  a  1%  default  fee 
that  may  be  modified  by  the  board  is  the 
best  means  of  directing  fund  boards  to 
a  liquidity  fee  that  may  be  appropriate 
in  stressed  market  conditions,  while  at 
the  same  time  providing  flexibility  to 
boards  to  lower  or  raise  the  liquidity  fee 
if  a  board  determines  that  a  different  fee 
would  better  and  more  fairly  allocate 
liquidity  costs  to  redeeming 
shareholders.  We  would  encourage  a 
fund  board,  if  practicable  given  any 
timing  concerns,  to  consider  the  actual 


303  A  board  may  change  the  level  of  a  liquidity 
fee  at  any  time  if  it  determines  it  is  in  the  best 
interests  of  the  fund  to  do  so.  Similarly,  once  a  gate 
is  imposed,  the  fund’s  board  would  likely  monitor 
the  imposition  of  the  gate  and  whether  it  remains 
in  the  best  interests  of  the  fund  to  continue 
imposing  the  gate. 

304  See,  e.g..  Fin.  Svcs.  Roundtable  Comment 
Letter;  Schwab  Comment  Letter;  Santoro  Comment 
Letter;  Invesco  Comment  Letter. 

305  See  Fin.  Svcs.  Roundtable  Comment  Letter. 

3oe  See  Invesco  Comment  Letter;  Ropes  &  Gray 

Comment  Letter. 

307  Sec  Ropes  &  Gray  Comment  Letter. 

308  See  Capital  Advisors  Comment  Letter. 


cost  of  providing  liquidity  when 
determining  if  the  default  liquidity  fee 
is  in  the  fund’s  best  interests.  In 
addition,  we  note  that  under  today’s 
amendments,  a  fund  board  also  could, 
as  suggested  by  a  commenter,  determine 
that  the  default  fee  is  not  in  the  best 
interests  of  the  fund  and  instead  gate  the 
fund  for  a  period  of  time,  possibly  later 
imposing  a  liquidity  fee. 

Furthermore,  we  have  determined  not 
to  explicitly  tie  the  default  liquidity  fee 
to  market  indicators.  As  discussed  in 
the  Proposing  Release,  we  believe  there 
are  certain  drawbacks  to  such  a 
“market-sized”  liquidity  fee.309  First,  it 
may  be  difficult  for  money  market  funds 
to  rapidly  determine  precise  liquidity 
costs  in  times  of  stress  when  the  short¬ 
term  financing  markets  may  generally  be 
illiquid. 3^0  Similarly,  the  additional 
burdens  associated  with  computing  a 
market-sized  liquidity  fee  could  make  it 
more  difficult  for  funds  and  their  boards 
to  act  quickly  and  proactively  to  stem 
heavy  redemptions.  Second,  a  market¬ 
sized  liquidity  fee  does  not  signal  in 
advance  the  size  of  the  liquidity  fee 
shareholders  may  have  to  pay  if  the 
fund’s  liquidity  is  significantly 
stressed. 31^  This  lack  of  transparency 
may  hinder  shareholders’  ability  to 
make  well-informed  investment 
decisions  because  investors  may  invest 
funds  without  realizing  the  extent  of  the 
costs  they  could  incur  on  their 
redemptions. 

Finally,  commenters  proposed  various 
potential  exemptions  from  the  default 


388  See  Proposing  Release,  supra  note  25,  at  183; 
see  also  HSBC  FSOC  Comment  Letter  (suggesting 
that  the  amount  of  the  liquidity  fee  charged  could 
be  based  on  the  anticipated  change  in  the  market- 
based  NAV  of  the  fund’s  portfolio  from  the 
redemption,  assuming  a  horizontal  slice  of  the 
fund’s  portfolio  was  sold  to  meet  the  redemption 
request). 

3’80ur  staff  gave  no-action  assurances  to  money 
market  funds  relating  to  valuation  during  the 
financial  crisis  because  determining  pricing  in  the 
then-illiquid  markets  was  so  difficult.  See 
Investment  Company  Institute,  SEC  Staff  No- Action 
Letter  (Oct.  10,  2008)  (not  recommending 
enforcement  action  through  January  12,  2009,  if 
money  market  funds  used  amortized  cost  to  shadow 
price  portfolio  securities  with  maturities  of  60  days 
or  less  in  accordance  with  Commission  interpretive 
guidance  and  noting:  “You  state  that  under  current 
market  conditions,  the  shadow  pricing  provisions  of 
rule  2a-7  are  not  working  as  intended.  You  believe 
that  the  markets  for  short-term  securities,  including 
commercial  paper,  may  not  necessarily  result  in 
discoven,'  of  prices  that  reflect  the  fair  value  of 
securities  the  issuers  of  which  are  reasonably  likely 
to  be  in  a  position  to  pay  upon  maturity.  You 
further  assert  that  pricing  vendors  customarily  used 
by  money  market  funds  are  at  times  not  able  to 
provide  meaningful  prices  because  inputs  used  to 
derive  those  prices  have  become  less  reliable 
indicators  of  price.”). 

3’^  A  liquidity  fee  based  on  market  indicators 
would  not  provide  notice  to  shareholders  of  the 
potential  level  of  a  liquidity  fee  like  our  maximum 
2%  fee  and  default  fee  level  of  1%  provide. 
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liquidity  fee.  For  example,  a  commenter 
suggested  an  exemption  for  all 
shareholders  to  redeem  up  to  $1  million 
for  incidental  expenditures  without  a 
fee. 2  Other  commenters  argued  that  a 
fee  should  not  be  imposed  on  newly 
purchased  shares.  3i  3  Por  several 
independent  reasons,  we  do  not 
currently  believe  that  there  should  be 
exemptions  to  the  default  liquidity  fee. 
First,  because  the  circumstances  under 
which  liquidity  becomes  expensive 
historically  have  been  infrequent,  we 
believe  the  imposition  of  fees  and  gates 
will  also  be  infrequent.  As  long  as 
funds’  weekly  liquid  assets  are  above 
the  regulatory  threshold  (j.e.  30%),  fund 
shareholders  should  continue  to  enjoy 
unfettered  liquidity  for  money  market 
fund  shares.  314  The  likely  limited  and 
infrequent  use  of  liquidity  fees  leads  us 
to  believe  exemptions  are  generally 
unnecessary.  Second,  liquidity  fees  are 
meant  to  impose  at  least  some  of  the 
cost  of  liquidity  on  those  investors  who 
are  seeking  liquidity  by  redeeming  their 
shares.  Allowing  exemptions  to  the 
default  liquidity  fee  would  run  counter 
to  this  purpose  and  permit  some 
investors  to  avoid  bearing  at  least  some 
of  their  own  costs  of  obtaining  liquidity 
and  could  seiA^e  to  further  harm  the 
liquidity  of  the  fund,  potentially 
requiring  the  imposition  of  a  liquidity 
fee  for  longer  than  would  otherwise  be 
necessar}^.  Third,  as  suggested  by 
commenters  and  discussed  in  section 
III. C. 7. a  below,  exemptions  to  the 
default  liquidity  fee  would  increase  the 
cost  and  complexity  of  the  amendments 
for  funds  and  intermediaries  because 
funds  would  have  to  develop  the 
systems  and  policies  to  track,  for 
example,  the  amount  of  each 
shareholder’s  redemption,  and  could 
facilitate  gaming  on  the  part  of  investors 
because  investors  could  attempt  to  fit 
their  redemptions  within  the  scope  of 

an  exemption. 31 5 


See  Capital  Advisors  Comment  Letter. 

3’ 3  See  ABA  Business  Law  Section  Comment 
Letter;  Wilmington  Trustees  Comment  Letter; 
Federated  V  Comment  Letter. 

3’-*  See  Proposing  Release,  supra  note  25,  at  n.342. 

3’ 5  See,  e.g.,  Federated  V  Comment  Letter  (“Any 
attempt  to  create  exceptions,  such  as  allowing 
redemptions  free  of  any  liquidity  fee  up  to  a  set 
dollar  amount  or  percentage  of  the  shareholder’s 
account  balance,  would  add  significant  operational 
hurdles  to  the  proposed  reform.  In  order  to  be 
applied  equitably,  prime  [money  market  funds] 
would  have  to  take  steps  to  assure  that 
intermediaries  were  implementing  the  exceptions 
on  a  consistent  basis.”);  Fidelity  Comment  Letter 
(urging  the  Commission  not  to  adopt  partial  gates, 
which  like  an  exception  to  a  liquidity  fee,  would, 
for  example,  except  a  certain  amoimt  of 
redemptions  (e.g.,  up  to  8250,000  per  shareholder) 
from  a  gate  that  has  been  imposed).  The  commenter 
stated  “that  the  challenges  and  costs  associated 
with  [partial  gates]  outweigh  the  benefits.  The 
systems  enhancements  necessary  to  track  holdings 


d.  Duration  of  Fees  and  Gates 

We  are  adopting,  as  proposed,  a 
requirement  that  any  fee  or  gate  be  lifted 
automatically  once  the  fund’s  weekly 
liquid  assets  have  risen  to  or  above  30% 
of  the  fund’s  total  assets.  We  are  also 
adopting,  with  certain  modifications 
from  the  proposal  as  discussed  below,  a 
requirement  that  a  money  market  fund 
must  lift  any  gate  it  imposes  within  10 
business  days  and  that  a  fund  cannot 
impose  a  gate  for  more  than  10  business 
days  in  any  90-day  period.  As  proposed, 
the  amendments  would  have  allowed 
funds  to  impose  a  gate  for  up  to  30  days 
in  any  90-day  period. 

Several  commenters  noted  positive 
aspects  of  the  Commission’s  proposed 
duration  for  fees  and  gates. 3^6  Some 
commenters,  however,  suggested  that 
the  duration  of  liquidity  fees,  like  the 
duration  of  redemption  gates,  should  be 
limited  to  a  number  of  days. 3^7  We 
continue  to  believe  that  the  appropriate 
duration  limit  on  a  liquidity  fee  is  the 
point  at  which  a  fund’s  assets  rise  to  or 
above  30%  weekly  liquid  assets.  Thirty 
percent  weekly  liquid  assets  is  the 
minimum  required  under  rule  2a-7  and 
thus  a  fee  (or  gate)  would  appear  to  no 
longer  be  justified  once  a  fund’s  level  of 
weekly  liquid  assets  has  risen  to  this 
level.  If  we  were  to  limit  the  imposition 
of  liquidity  fees  to  a  number  of  days,  a 
fund  might  have  to  remove  a  liquidity 
fee  while  it  is  still  under  stress  and  thus 
it  would  not  gain  the  full  benefits  of 
imposing  the  fee.3i8  Additionally,  if  a 
fund  was  required  to  remove  the  fee 
while  it  was  still  under  stress,  it  may 


for  purposes  of  determining  each  shareholder’s 
redemption  limit  would  be  more  complicated, 
cumbersome,  and  costly  than  the  changes  required 
to  implement  the  full  gate,  [and]  that  this 
complicated  structure  lends  itself  to  arbitrary'  or 
inconsistent  application  across  the  industry'  and 
potential  inequitable  treatment  among 
shareholders.”  Id. 

See,  e.g.,  HSBC  Comment  Letter;  Dreyfus 
Comment  Letter;  SIFMA  Comment  Letter;  UBS 
Comment  Letter. 

See  BlackRock  II  Comment  Letter  (“We  would 
also  recommend  that  a  MMF  not  be  open  with  a 
liquidity  fee  for  more  than  30  days.”);  Federated  V 
Comment  Letter  (suggesting  that  liquidity  fees 
should  be  subject  to  the  same  duration  limits  as 
redemption  gates  and  proposing  a  limit  of  10 
calendar  days);  J.P.  Morgan  Comment  Letter;  see 
also  UBS  Comment  Letter  (noting  that  “there 
should  be  a  maximum  time  period  during  which 
the  liquidity  fee  .  .  .  could  be  imposed”). 

3’8We  note  that,  unlike  a  redemption  gate,  a 
liquidity  fee  does  not  prohibit  a  shareholder  from 
accessing  its  investment;  this  distinction,  in  our 
view,  justifies  imposing  a  limited  duration  on  the 
imposition  of  a  gate  while  not  doing  so  for  the 
imposition  of  fees.  We  also  note  that,  once  a  fund’s 
weekly  liquid  assets  drop  below  the  regulatory 
minimum  (30%),  it  is  limited  to  purchasing  only 
weekly  liquid  assets,  which  should  increase  the 
fund’s  liquidity  and  potentially  bring  it  back  above 
the  weekly  liquid  asset  threshold.  See  rule  2a- 
7(d)(4)(iii). 


have  to  re-impose  the  fee  shortly 
thereafter,  which  could  cause  investor 
confusion. 319  We  note  that  a  fund’s 
board  can  always  determine  that  it  is  in 
the  best  interests  of  the  fund  to  lift  a  fee 
before  the  fund’s  level  of  weekly  liquid 
assets  is  restored  to  30%  of  its  total 
assets. 

We  also  received  a  number  of 
comments  on  the  duration  of 
redemption  gates. 32o  For  example,  some 
commenters  described  the  maximum 
30-day  term  for  gating  as  reasonable,32i 
including  a  commenter  that  noted  it 
would  not  be  in  favor  of  a  shorter  time 
period. 322  Another  commenter  stated  its 
support  for  the  Commission’s  proposed 
30-day  time  limit  for  redemption 
gates. 323  In  addition,  an  industry  group 
commented  that  although  its  members 
had  varying  views,  some  stressed  the 
importance  of  the  maximum  30-day 
period  to  allow  the  fund  adequate  time 
to  replenish  its  liquidity  as  securities 

mature.  324 

On  the  other  hand,  in  response  to  our 
request  for  comment  on  the  appropriate 
duration  of  redemption  gates,  including 
our  request  for  comment  on  a  10-day 
maximum  gating  period,  some 
commenters  raised  concerns  with  the 
proposed  30-day  maximum  gating 
period. 325  For  example,  one  commenter 
noted  that  “denying  investors  access  to 
their  cash  for  more  than  a  brief  period’’ 
would  “create  serious  hardships.’’  326 
This  commenter  expressed  doubt  that  it 
would  take  boards  “much  more  than  a 
week  to  resolve  what  course  of  action 
would  best  serx'^e  the  interest  of  their 
shareholders’’  and  suggested  an 
alternate  maximum  gating  period  of  up 
to  10  calendar  days. 327  a  second 


3’ 8  As  discussed  in  the  Proposing  Release,  we 
considered  whether  a  fee  or  gate  should  be  lifted 
automatically  before  a  fund’s  weekly  liquid  assets 
were  completely  restored  to  their  required 
minimum — for  example,  after  they  had  risen  to 
25%.  However,  we  believe  that  such  a  requirement 
would  be  inappropriate  for  the  same  reasons  we  are 
not  limiting  the  length  of  time  the  fee  is  imposed. 

320  See,  e.g.,  UBS  Comment  Letter  (supporting  a 
maximum  time  period  that  would  require  a  gated 
fund  to  reopen  or  liquidate  thereafter). 

321  See,  e.g.,  Dreyfus  Comment  Letter;  Page 
Comment  Letter. 

322  See  Dreyfus  Comment  Letter  (noting  that 
shortening  the  maximum  gating  period  might  not  be 
enough  time  for  a  fund’s  liquidity  levels  to 
adequately  recover). 

323  See  HSBC  Comment  Letter. 

32'!  See  SIFMA  Comment  Letter. 

325  See,  e.g.,  SIFMA  Comment  Letter;  J.P.  Morgan 
Comment  Letter;  Fla.  CFO  Comment  Letter; 
Federated  V  Comment  Letter. 

320  See  Federated  II  Comment  Letter;  Federated  V 
Comment  Letter. 

322  See  Federated  II  Comment  Letter  (“Federated 
had  previously  proposed  limiting  any  suspension  of 
redemptions  to  five  or  ten  business  days. 

Alternative  2,  on  the  other  hand,  would  set  the  limit 
in  terms  of  calendar  days.  Federated  therefore 

Continued 
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commenter  added  that  the  potential 
total  loss  of  liquidity  for  up  to  30  days 
could  further  exacerbate  pre-emptive 
runs  and  even  be  destabilizing  to  the 
short-term  liquidity  markets,  and 
suggested  an  alternative  maximum 
gating  period  of  up  to  10  calendar 
days. ^28  Additionally,  some  members  of 
an  industry  group  suggested  that  gating 
for  a  shorter  period  of  time  would  be 
more  consistent  with  investors’  liquidity 
needs  and  the  requirements  of  the 
Investment  Company  Act.^^g 
We  have  carefully  considered  the 
comments  we  received,  both  on  the 
duration  of  gates  and  on  the  possibility 
of  pre-emptive  runs  as  a  result  of 
potential  gates,  and  have  been 
persuaded  that  gates  should  be  limited 
to  a  shorter  time  period  of  up  to  10 
business  days.^^"  As  discussed  in  the 
Proposing  Release  and  reiterated  by 
commenters,33i  ^ve  recognize  the  strong 

preference  embodied  in  the  Investment 
Company  Act  for  the  redeemability  of 
open-end  investment  company 
shares. ^32  Additionally,  as  was  echoed 
by  a  number  of  commenters.^^a 

understand  that  investors  use  money 
market  funds  for  cash  management  and 
a  lack  of  access  to  their  investment  for 
a  long  period  of  time  can  impose 
substantial  costs  and  hardships.  Indeed, 
many  shareholders  in  the  Reserve 
Primary  Fund  informed  us  about  these 
costs  and  hardships  during  that  fund’s 

recommends  limiting  a  temporary  suspension  of 
redemptions  to  not  more  than  ten  calendar  days.”); 
Federated  V  Comment  Letter;  Federated  X 
Comment  Letter;  see  also  Federated  Funds  Trustees 
Comment  Letter;  J.P.  Morgan  Comment  Letter 
(suggesting  a  10-day  gating  period). 

See  J.P.  Morgan  Comment  Letter. 

^^^SeeSIFMA  Comment  Letter. 

^^“In  a  change  from  the  proposal,  the  maximum 
gating  period  in  the  final  amendments  uses 
business  days  rather  than  calendar  days  to  better 
reflect  typical  fund  operations  and  to  mitigate 
potential  gaming  of  the  application  of  gates  during 
weekends  or  periods  during  which  a  fund  might  not 
already  typically  accept  redemption  requests.  If  a 
fund  imposes  a  gate,  it  is  not  required  to  impose 
the  gate  for  10  business  days.  Rather,  a  fund  can  lift 
a  gate  before  1 0  business  days  have  passed  and  we 
would  expect  a  board  would  promptly  do  so  if  it 
determines  that  it  is  in  the  best  interests  of  the  fund. 
We  note  that  a  money  market  fund  board  would 
likely  meet  regularly  during  any  period  in  which  a 
redemption  gate  is  in  place.  See  supra  note  303. 
Additionally,  a  fund’s  board  may  also  consider 
permanently  suspending  redemptions  in 
preparation  for  fund  liquidation  under  rule  22e-3 
if  the  fund  approaches  the  10  business  day  gating 
limit, 

331  See,  c.g.,  SIFMA  Comment  Letter. 

332  See  Investment  Trusts  and  Investment 
Companies:  Hearings  on  S.  3580  Before  a  Subcomm. 
of  the  Senate  Comm,  on  Banking  and  Currency, 

76th  Cong.,  3d  Sess.  291-292  (1940)  (statement  of 
David  Schenker,  Chief  Counsel,  Investment  Trust 
Study,  SEC);  see  also  section  22(e)  (limiting  delays 
in  payments  on  redemptions  to  up  to  seven  days). 

333  See,  e.g.,  Federated  II  Comment  Letter; 
Federated  V  Comment  Letter;  SIFMA  Comment 
Letter. 


lengthy  liquidation. 3^4  As  discussed 

above,  it  remains  one  of  our  goals  to 
preserve  the  benefits  of  money  market 
funds  for  investors.  Accordingly,  upon 
consideration  of  the  comments  received, 
we  have  modified  the  final  rules  to  limit 
the  redeemability  of  money  market  fund 
shares  for  a  shorter  period  of  time.^^s 

Some  commenters  suggested  that  the 
longer  a  potential  redemption  gate  may 
be  imposed,  the  greater  the  possibility 
that  investors  may  try  to  pre-emptively 
redeem  from  a  fund  before  the  gate  is  in 
place. 336  We  recognize  this  concern  and 
believe  that  if  gates  are  limited  to  10 
business  days,  investors  may  be  less 
inclined  to  try  to  redeem  before  a  gate 
is  imposed  because  10  business  days  is 
a  relatively  short  period  of  time  and 
after  that  time  investors  will  have  access 

to  their  investment. 337 

We  also  believe  that  hy  limiting  gates 
to  10  business  days,  investors  may  be 
better  able  to  account  for  the  possibility 
of  redemption  gates  when  determining 
their  investment  allocations  and  cash 
management  policies.  For  example,  an 
employer  may  determine  that  money 
market  funds  continue  to  be  a  viable 
cash  management  tool  because  even  if  a 
fund  imposes  a  gate,  the  employer  could 
potentially  still  meet  its  payroll 
obligations,  depending  on  its  payroll 

33«  See  Kevin  McCoy,  Primary  Fund  Shareholders 
Put  in  a  Bind,  USA  Today,  Nov.  11,  2008,  available 
at  http://usatoday30.usatoday.com/money/perfi/ 
funds/2008- 11 -It  -market-fund-side_N.htm 
(discussing  hardships  faced  by  Reserve  Primary 
Fund  shareholders  due  to  having  their 
shareholdings  frozen,  including  a  small  business 
owner  who  almost  was  unable  to  launch  a  new 
business,  and  noting  that  “Ameriprise  has  used 
‘hundreds  of  millions  of  dollars’  of  its  own  liquidity 
for  temporary  loans  to  clients  who  face  financial 
hardships  while  they  await  final  repayments  from 
the  Primary  Fund”);  John  G.  Taft,  Stewardship; 
Lessons  Learned  From  the  Lost  Culture  of  Wall 
Street  (2012),  at  2  (“Now  that  the  Reserve  Primar}' 
Fund  had  suspended  redemptions  of  Fund  shares 
for  cash,  our  clients  had  no  access  to  their  cash. 

This  meant,  in  many  cases,  that  they  had  no  way 
to  settle  pending  securities  purchases  and  therefore 
no  way  to  trade  their  portfolios  at  a  time  of  historic 
market  volatility.  No  way  to  make  minimum 
required  distributions  from  retirement  plans.  No 
way  to  pay  property  taxes.  No  way  to  pay  college 
tuition.  It  meant  bounced  checks  and,  for  retirees, 
interruption  of  the  cash  flow  distributions  they 
were  counting  on  to  pay  their  day-to-day  living 
expenses.”). 

335  We  recognize  that  rule  22e-3  does  not  limit 
gates  to  a  short  period  of  time,  but  under  that  rule, 
a  gate  is  permanent  and  a  fund  must  liquidate 
thereafter.  See  rule  22e-3. 

33«'  See,  e.g.,  J.P.  Morgan  Comment  Letter; 
Federated  XI  Comment  Letter. 

337  See,  e.g..  Federated  V  Comment  Letter  (“(A  10- 
day  maximum  gating  period]  would  also  be 
consistent  with  the  comments  of  some  of  the 
investors  who  indicated  to  Federated  that  they 
probably  could  not  go  more  than  two  weeks  without 
access  to  the  cash  held  in  their  [money  market 
fund].”)  In  addition,  we  note  that  10  business  days 
is  not  significantly  longer  than  funds  are  statutorily 
permitted  to  delay  payment  on  redemptions.  See 
section  22(e). 


cycle.  Similarly,  a  retail  investor  may 
determine  to  invest  in  a  money  market 
fund  for  cash  management  purposes 
because  a  money  market  fund’s 
potential  for  yield  as  compared  to  the 
interest  on  a  savings  or  checking 
account  outweighs  the  possibility  of  a 
money  market  fund  imposing  a  gate  and 
delaying  payment  of  the  investor’s  bills 
for  up  to  10  business  days. 

While  we  believe  temporary  gates 
should  be  limited  to  a  short  period  of 
time,  we  also  recognize  that  gates  may 
be  the  most  effective,  and  probably  only, 
way  for  a  fund  to  stop  a  run  for  the 
duration  of  the  gating  period.  As  one 
commenter  stated,  “[sjuspending 
redemptions  would  allow  a  [bjoard  to 
deal  with  large-scale  redemptions 
directly,  by  effectively  calling  a  ‘time 
out’  until  the  [b]oard  can  decide  how  to 
deal  with  the  circumstances  prompting 
the  redemptions.”  338  Accordingly,  we 
believe  gates,  even  those  that  are  limited 
to  up  to  10  business  days,  will  be  a 
valuable  tool  for  funds  to  limit  heavy 
redemptions  in  times  of  stressed 

liquidity.339 

We  also  recognize,  as  suggested  hy 
some  comm  enters, 346  that  temporary 
gates  should  provide  a  period  of  time  for 
funds  to  gain  internal  liquidity.  In  this 
regard,  we  note  that  weekly  liquid  assets 
generally  consist  of  government 
securities,  cash,  and  assets  that  will 
mature  in  five  business  days, 341  and  that 
once  a  fund  has  dropped  below  30% 
weekly  liquid  assets  (the  required 
regulatory  minimum,  and  the  threshold 
for  the  imposition  of  gates),  the  fund  can 
purchase  only  weekly  liquid  assets. 342 
Accordingly,  because  the  securities  a 
fund  may  purchase  once  it  has  imposed 
a  gate  will  mature,  in  large  part,  in  five 
business  days,  we  believe  a  limit  of  10 
business  days  for  the  imposition  of  a 
gate  should  provide  a  fund  with  an 
adequate  period  of  time  in  which  to 
generate  internal  liquidity. 343 

338  See  Federated  V  Comment  Letter. 

33‘J  As  discussed  in  supra  note  148,  as  necessary, 
the  Commission  also  has  previously  granted  orders 
allowing  funds  to  suspend  redemptions  to  address 
exigent  circumstances.  See,  e.g..  In  the  Matter  of: 
Centurion  Growth  Fund,  Inc.,  Investment  Company 
Act  Release  Nos.  20204  (Apr.  7, 1994)  (notice)  and 
20210  (Apr.  11, 1994)  (order);  In  the  Matter  of 
Suspension  of  Redemption  of  Open-End  Investment 
Company  Shares  Because  of  the  Current  Weather 
Emergency,  Investment  Company  Act  Release  No. 
10113  (Feb.  7,  1978). 

3'»oSee,  e.g.,  SIFMA  Comment  Letter;  Dreyfus 
Comment  Letter. 

341  See  rule  2a-7(a)(34). 

342  See  rule  2a-7(d)(4)(iii). 

343  See  J.P.  Morgan  Comment  Letter  (“Ten  (10) 
calendar  days  should  provide  [money  market  funds] 
an  opportunity  to  rebuild  significant  amounts  of 
liquidity  since  the  2010  amendments  to  Rule  2a- 

7  require  [money  market  funds]  to  invest  at  least 
30%  of  their  portfolios  in  assets  that  can  provide 
weekly  liquidity.”). 
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We  further  recognize  that  10  business 
days  is  not  significantly  longer  than  the 
seven  days  fimds  are  already  permitted 
to  delay  payment  of  redemption 
proceeds  under  section  22(e)  of  the 
Investment  Company  Act.  We  note, 
however,  that  while  section  22(e)  allows 
funds  to  delay  payment  on  redemption 
requests,  it  does  not  prevent 
shareholders  from  redeeming  shares. 
Even  if  a  fund  delays  payment  on 
redemptions  pursuant  to  section  22(e), 
redemptions  can  continue  to  mount  at 
the  fund. Unlike  payment  delays 
under  section  22(e),  the  temporary  gates 
we  are  adopting  today  will  allow  a  fund 
a  cooling  off  period  during  which 
redemption  pressures  do  not  continue  to 
mount  while  the  fund  builds  additional 
liquidity,  and  the  fund’s  board  can 
continue  to  evaluate  the  best  path 
forward.  Additionally,  temporary  gates 
may  also  provide  a  cooling  off  period  for 
shareholders  during  which  they  may 
gather  more  information  about  a  fund, 
allowing  them  to  make  more  well- 
informed  investment  decisions  after  a 
gate  is  lifted. 

Finally,  one  commenter  asked  the 
Commission  to  clarify  that  the  time 
limit  for  redemption  gates  may  “occur 
in  multiple  separate  periods  within  any 
ninety-day  period  (as  well  as 
consecutively),  and  if  so,  whether  the 
ninety-day  period  is  a  rolling  period 
which  is  recalculated  on  a  daily 
basis.”  As  indicated  in  the  Proposing 
Release,  the  intent  of  the  90-day  limit  on 
redemption  gates  is  to  ensure  that  funds 
do  not  circiunvent  the  time  limit  on 
redemption  gates  — for  example,  by 

reopening  on  the  9th  business  day  for 
one  business  day  before  re-imposing  a 
gate  for  potentially  another  10  business 
day  period.  Accordingly,  when 
determining  whether  a  fund  has  been 
gated  for  more  than  10  business  days  in 
a  90-day  period,  the  fund  should 
account  for  any  multiple  separate  gating 
periods  and  assess  compliance  with  the 
90-day  limit  on  rolling  basis,  calculated 
daily. 

3.  Exemptions  to  Permit  Fees  and  Gates 

The  Commission  is  adopting,  as 
proposed,  exemptions  from  various 


^■*'*For  example,  if  on  day  one,  fifty  shareholders 
place  redemptions  requests  with  a  fund,  there  is 
nothing  to  stop  another  fifty  shareholders  from 
placing  redemption  requests  on  day  two.  The  fund’s 
liquidity  may  continue  to  be  strained  because  it  is 
required  to  pay  out  redemption  proceeds  to  all  fifty 
shareholders  from  day  one  within  seven  days  (and 
the  next  day,  to  all  fifty  shareholders  from  day  two) 
and  it  must  do  so  at  day  one’s  NAV  (and  the  next 
day,  at  day  two’s  NAV). 

See  Comment  Letter  of  Stradley  Ronon 
Stevens  &  Young,  LLP  (Sept.  17,  2013)  (“Stradley 
Ronon  Comment  Letter”). 

See  Proposing  Release,  supra  note  25,  at  189. 


provisions  of  the  Investment  Company 
Act  to  permit  a  fund  to  institute 
liquidity  fees  and  redemption  gates. 3^^ 
In  the  absence  of  an  exemption, 
imposing  gates  could  violate  section 
22(e)  of  the  Act,  which  generally 
prohibits  a  mutual  fund  from 
suspending  the  right  of  redemption  or 
postponing  the  payment  of  redemption 
proceeds  for  more  than  seven  days,  and 
imposing  liquidity  fees  could  violate 
rule  22c-l,  which  (together  with  section 
22(c)  and  other  provisions  of  the  Act) 
requires  that  each  redeeming 
shareholder  receive  his  or  her  pro  rata 
portion  of  the  fund’s  net  assets.  The 
Commission  is  exercising  its  authority 
under  section  6(c)  of  the  Act  to  provide 
exemptions  from  these  and  related 
provisions  of  the  Act  to  permit  a  money 
market  fund  to  institute  liquidity  fees 
and  redemption  gates  notwithstanding 
these  restrictions. 3"*®  As  discussed  in  the 
Proposing  Release  and  in  more  detail 
below,  we  believe  that  such  exemptions 
do  not  implicate  the  concerns  that 
Congress  intended  to  address  in 
enacting  these  provisions,  and  thus  they 
are  necessary  and  appropriate  in  the 
public  interest  and  consistent  with  the 
protection  of  investors  and  the  purposes 
fairly  intended  by  the  Act. 

We  do  not  believe  that  the  temporary 
gates  we  are  allowing  in  today’s 
amendments  will  conflict  with  the 
purposes  underlying  section  22(e), 
which  was  designed  to  prevent  funds 
and  their  investment  advisers  from 
interfering  with  the  redemption  rights  of 
shareholders  for  improper  purposes, 
such  as  the  preservation  of  management 
fees. 349  Rather,  under  today’s 
amendments,  the  board  of  a  money 
market  fund  can  impose  gates  to  benefit 
the  fund  and  its  shareholders  by  making 
the  fund  better  able  to  protect  against 
redemption  activity  that  would  harm 
remaining  shareholders,  and  to  allow 
time  for  any  market  distress  to  subside 
and  liquidity  to  build  organically. 


See  rule  2a-7(c)(2). 

^■’“Section  6(c).  To  clarify  the  application  of 
liquidity  fees  and  redemption  gates  to  variable 
contracts,  we  are  also  amending  rule  2a-7  to 
provide  that,  notwithstanding  section  27(i)  of  the 
Act,  a  variable  insurance  contract  issued  by  a 
registered  separate  account  funding  variable 
insurance  contracts  or  the  sponsoring  insurance 
company  of  such  separate  account  may  apply  a 
liquidity  fee  or  redemption  gate  to  contract  owners 
who  allocate  all  or  a  portion  of  their  contract  value 
to  a  subaccount  of  the  separate  account  that  is 
either  a  money  market  fund  or  that  invests  all  of 
its  assets  in  shares  of  a  money  market  fund.  See  rule 
2a-7(c)(2)(iv).  Section  27(i)(2)(A)  makes  it  unlawful 
for  any  registered  separate  account  funding  variable 
insurance  contracts  or  the  sponsoring  insurance 
company  of  such  account  to  sell  a  variable  contract 
that  is  not  a  “redeemable  security.” 

See  2009  Proposing  Release,  supra  note  66,  at 
n.281  and  accompanying  text. 


In  addition,  gates  will  be  limited  in 
that  they  can  be  imposed  only  for 
limited  periods  of  time  and  only  when 
a  fund’s  weekly  liquid  assets  are 
stressed.  This  aspect  of  gates,  therefore, 
is  akin  to  rule  22e-3,  which  also 
provides  an  exemption  from  section 
22(e)  to  permit  money  market  fund 
boards  to  suspend  redemptions  of  fund 
shares  to  protect  the  fund  and  its 
shareholders  from  the  harmful  effects  of 
a  run  on  the  fund,  and  to  minimize  the 
potential  for  disruption  to  the  securities 
markets.  3  50 

We  are  also  providing  exemptions 
from  rule  22c-l  to  permit  a  money 
market  fund  to  impose  liquidity  fees 
because  such  fees  can  benefit  the  fund 
and  its  shareholders  by  providing  a 
more  systematic  and  equitable 
allocation  of  liquidity  costs. 35i  In 
addition,  based  on  the  level  of  the 
liquidity  fee  imposed,  a  fee  may 
secondarily  benefit  a  fund  by  helping  to 
repair  its  market-based  NAV. 

We  are  permitting  money  market 
funds  to  impose  fees  and  gates  in 
limited  situations  because  they  may 
provide  substantial  benefits  to  money 
market  funds,  the  short-term  financing 
markets  for  issuers,  and  the  financial 
system,  as  discussed  above.  However, 
we  are  adopting  limitations  on  when 
and  for  how  long  money  market  funds 
can  impose  these  restrictions  because 
we  recognize  that  fees  and  gates  may 
impose  hardships  on  investors  who  rely 
on  their  ability  to  freely  redeem  shares 
(or  to  redeem  shares  without  paying  a 
fee). 352  We  did  not  receive  comments 
suggesting  changes  to  the  proposed 
exemptions  and,  thus,  we  are  adopting 

them  as  proposed. 353 

4.  Amendments  to  Rule  22e-3 

Currently,  rule  22e-3  allows  a  money 
market  fund  to  permanently  suspend 
redemptions  and  liquidate  if  the  fund’s 
board  determines  that  the  deviation 
between  the  fund’s  amortized  cost  price 
per  share  and  its  market-based  NAV  per 


■^^°See  2010  Adopting  Release,  supra  note  17,  at 
text  following  n.379. 

See  rule  2a-7(c)(2)  (providing  that, 
notwithstanding  rule  22c-l,  among  other 
provisions,  a  money  market  fund  may  impose  a 
liquidity  fee  under  the  circumstances  specified  in 
the  rule). 

See  rule  2a-7(c)(2)(i)  and  (ii);  cf.  2010 
Adopting  Release,  supra  note  17,  at  text  following 
n.379  (“Because  the  suspension  of  redemptions 
may  impose  hardships  on  investors  who  rely  on 
their  ability  to  redeem  shares,  the  conditions  of 
(rule  22e-3]  limit  the  fund’s  ability  to  suspend 
redemptions  to  circumstances  that  present  a 
significant  risk  of  a  run  on  the  fund  and  potential 
harm  to  shareholders.”) 

see  NYC  Bar  Committee  Comment  Letter 
(discussing  section  22(e)  and  the  Commission’s 
authority  to  allow  gates  under  that  section).  As 
discussed  above,  we  are  adopting  the  proposed 
amendments  to  rule  22e-3  pursuant  to  section  6(c). 
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share  may  result  in  material  dilution  or 
unfair  results  to  investors  or  existing 
shareholders. 35^  Today,  we  are 
amending  rule  22e-3  to  also  permit  (but 
not  require)  the  permanent  suspension 
of  redemptions  and  liquidation  of  a 
money  market  fund  if  the  fund’s  level  of 
weekly  liquid  assets  falls  below  10%  of 
its  total  assets. 355  proposed,  the 

amendments  would  have  allowed  for 
permanent  suspension  of  redemptions 
and  liquidation  after  a  money  market 
fund’s  level  of  weekly  liquid  assets  fell 
below  15%. 356 

Commenters  generally  supported  our 
proposed  retention  of  rule  22e-3  357  and 
did  not  suggest  changes  to  our  proposed 
amendments.  We  are  making  a 
conforming  change  in  the  proposed 
weekly  liquid  asset  threshold  below 
which  a  fund  may  permanently  gate  and 
liquidate,  however,  in  order  to 
correspond  to  other  changes  in  the 
proposal  related  to  weekly  liquid  asset 
thresholds  for  fees  and  gates.  For  the 
reasons  discussed  above,  we  have 
determined  to  raise  the  initial  threshold 
below  which  a  fund  board  may  impose 
fees  and  gates,  but  lower  the  threshold 
for  imposition  of  a  default  liquidity  fee. 
Due  to  the  absolute  and  significant 
nature  of  a  permanent  suspension  of 
redemptions  and  liquidation,  we  believe 
the  lower  default  fee  threshold  would 
also  be  the  appropriate  threshold  for 
board  action  under  rule  22e-3.358  a 
permanent  suspension  of  redemptions 
could  be  considered  more  draconian 
because  there  is  no  prospect  that  the 
fund  will  re-open — instead  the  fund  will 
simply  liquidate  and  return  money  to 
shareholders.  Therefore,  we  do  not 
believe  that  the  30%  weekly  liquid  asset 
threshold  for  discretionary  fees  and 
gates,  which  is  designed  to  provide 
boards  with  significant  flexibility  to 
restore  a  fund’s  liquidity  in  times  of 
stress,  would  be  an  appropriate 
threshold  under  which  fund  boards 
could  permanently  close  a  fund. 

Amended  rule  22e-3  will  allow  all 
money  market  funds,  not  just  those  that 
maintain  a  stable  NAV  as  currently 
contemplated  by  rule  22e-3,  to  rely  on 


See  rule  22e-3(a)(l). 

See  id. 

356  The  proposed  weekly  liquid  asset  threshold 
corresponded  with  the  proposed  threshold  for  the 
imposition  of  a  default  fee  and/or  redemption  gates. 

357  See,  c.g.,  ICI  Comment  Letter  (supporting  the 
retention  of  rule  22e-3);  Stradley  Ronon  Comment 
Letter,  (discussing  rule  22e-3  and  master/feeder 
funds);  Dreyfus  Comment  Letter;  but  see  Peirce  & 
Green  Comment  Letter  (suggesting  that  the 
requirement  in  rule  22e-3  that  "a  fund’s  board  have 
made  an  irrevocable  decision  to  liquidate  the  fund 

.  .  .  unnecessarily  dissuades  boards  from  using 
redemption  suspensions”). 

358 C/.  Proposing  Release  supra  note  25,  at  195- 
196. 


the  rule  when  the  fund’s  liquidity  is 
significantly  stressed.  A  money  market 
fund  whose  weekly  liquid  assets  have 
fallen  below  10%  of  its  total  assets 
(whether  that  fund  has  previously 
imposed  a  fee  or  gate,  or  not)  may  rely 
on  the  rule  to  permanently  suspend 
redemptions  and  liquidate. 350  Under 
amended  rule  22e-3,  stable  value  funds 
also  will  continue  to  be  able  to  suspend 
redemptions  and  liquidate  if  the  board 
determines  that  the  deviation  between 
its  amortized  cost  price  per  share  and  its 
market-based  NAV  per  share  may  result 
in  material  dilution  or  other  unfair 
results  to  investors  or  existing 
shareholders. 360  Thus,  a  stable  value 
money  market  fund  that  suffers  a  default 
will  still  be  able  to  suspend 
redemptions  and  liquidate  before  a 
credit  loss  leads  to  redemptions  and  a 
fall  in  its  weekly  liquid  assets. 

5.  Operational  Considerations  Relating 
to  Fees  and  Gates 

a.  Operational  Costs 

As  discussed  in  the  Proposing 
Release,  we  recognize  that  money 
market  funds  and  others  in  the 
distribution  chain  (depending  on  the 
structure)  will  incur  some  operational 
costs  in  establishing  or  modifying 
systems  to  administer  a  liquidity  fee  or 
temporary  gate. 361  These  costs  may 
relate  to  the  development  of  procedures 
and  controls  for  the  imposition  of 
liquidity  fees  or  updating  systems  for 
confirmations  and  account  statements  to 
reflect  the  deduction  of  a  liquidity  fee 
from  redemption  proceeds. 367 
Additionally,  these  costs  may  relate  to 
the  establishment  of  new  or  modified 
systems  or  procedures  that  will  allow 
funds  to  administer  temporary  gates. 363 
We  also  recognize  that  money  market 
funds  may  incur  costs  in  connection 
with  board  meetings  held  to  determine 


350  We  note  that  a  money  market  fund  would  not 
have  to  impose  a  fee  or  a  gate  before  relying  on  rule 
22e-3.  For  example,  if  the  fund  drops  below  the 
10%  weekly  liquid  asset  threshold,  its  board  may 
determine  that  a  liquidity  fee  is  not  in  the  best 
interests  of  the  fund  and  instead  decide  to  suspend 
redemptions  and  liquidate. 

360  See  rule  22e-3(a)(l). 

361  Some  commenters  also  suggested  that  affected 
money  market  funds  may  have  to  examine  whether 
shareholder  approval  is  required  to  amend 
organizational  documents,  investment  objectives  or 
policies.  See,  e.g..  Ropes  &  Gray  Comment  Letter; 
Fidelity  Comment  Letter. 

362  See,  e.g.,  ICI  Comment  Letter  (“(TJhe  nature  of 
the  liquidity  fee  would  entail  changes  to  support  a 
separate  fee  type,  appropriate  tax  treatment,  and 
investor  reporting,  including  transaction 
confirmation  statements  that  reference  fees  charged 
and  applicable  tax  information  for  customers.”). 

363  See  ICI  Comment  Letter  (“Temporary  gating 
also  would  require  fund  transfer  agent  and 
intermediary  system  providers  to  ensure  that  their 
systems  can  suppress  redemption  activity  while 
supporting  all  other  transaction  types.”). 


if  fees  and/or  gates  are  in  the  best 
interests  of  a  fund. 

In  addition,  operational  costs  may  be 
incurred  by,  or  spread  among,  a  fund’s 
transfer  agents,  sub- transfer  agents, 
recordkeepers,  accountants,  portfolio 
accounting  departments,  and 
custodian. 364  Funds  also  may  seek  to 
modify  contracts  with  financial 
intermediaries  or  seek  certifications 
from  intermediaries  that  they  will  apply 
a  liquidity  fee  on  underlying  investors’ 
redemptions.  Money  market  fund 
shareholders  also  may  be  required  to 
modify  their  own  systems  to  prepare  for 
possible  future  liquidity  fees,  or  to 
manage  gates,  although  we  expect  that 
only  some  shareholders  will  be  required 
to  make  these  changes. 365 

A  number  of  commenters  suggested 
that  the  operational  costs  and  burdens 
of  implementing  and  administrating  fees 
and  gates  would  be  manageable. 366 
Some  commenters  noted  that  liquidity 
fees  and  redemption  gates  would  be 
more  practicable,  and  less  costly  and 
burdensome  to  implement  and  maintain 
than  the  other  proposed  reform 
alternative  (floating  NAV). 367  Another 
commenter  added  that  the  systems 
modifications  for  fees  and  gates, 
especially  absent  a  requirement  to  net 
each  shareholder’s  redemptions  each 
day,  would  be  “far  less  costly  and 
onerous”  than  the  operational 
challenges  posed  by  the  floating  NAV 
reform  alternative. 368  One  commenter 
estimated  that  implementing  fees  and 
gates  would  require  only  “minimal 
enhancements”  to  its  core  custody/fund 
accounting  systems  at  “minimal 
costs.”  360  This  commenter  further  noted 
that  most  systems  enhancements  would 
likely  be  required  with  respect  to  the 
systems  of  transfer  agents  and 


364  See  ICI  Comment  Letter;  see  also  Comment 
Letter  of  State  Street  Corporation  (Sept.  17,  2013) 
(“State  Street  Comment  Letter”)  (suggesting  that 
transfer  agents  and  intermediaries  will  need  to 
modify  their  systems  to  accommodate  fees  and 
gates). 

365  Many  shareholders  use  common  third  party- 
created  systems  and  thus  would  not  each  need  to 
modify  their  systems. 

366  See,  e.g.,  ICI  Comment  Letter;  HSBC  Comment 
Letter,  Federated  X  Comment  Letter;  Invesco 
Comment  Letter. 

367  See,  e.g.,  SunTrust  Comment  Letter;  Federated 
X  Comment  Letter;  Angel  Comment  Letter.  One 
commenter  argued  that  for  investors,  intermediaries 
and  fund  complexes  alike,  the  estimated  costs  of 
fees  and  gates  “are  dramatically  lower”  than  under 
the  proposed  floating  NAV  alternative.  See 
Federated  X  Comment  Letter. 

368  See,  e.g.,  ICI  Comment  Letter  (“System 
modifications  for  liquidity  fees  and  gates,  especially 
absent  tbe  net  redemption  requirement,  are  far  less 
onerous  and  costly,  however,  than  the  extensive 
programming  and  other  system  changes  necessary 
to  implement  a  floating  NAV  as  contemplated  by 
the  SEC’s  proposal.”) 

36‘J  See  State  Street  Comment  Letter. 
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intermediaries,  although  their  systems 
would  likely  already  include  “basic 
functionality  to  accommodate  liquidity 
fees  and  gates.”  Similarly,  another 
commenter  noted  that  the  operational 
issues  of  fees  and  gates  could  be  solved 
if  the  industry  and  all  its  stakeholders 
were  given  sufficient  implementation 
time. 371  This  commenter  cited  its 
ongoing  efforts  to  implement  liquidity 
fees  at  its  Dublin-domiciled  money 
market  fund  complex  as  an  example  that 
the  operational  challenges  and  costs 
would  not  be  prohibitive. 3^2 

Conversely,  a  number  of  commenters 
expressed  concern  over  the  operational 
burdens  and  related  administrative  costs 

with  the  fees  and  gates  requirements. 373 

Some  commenters  argued  that  the 
implementation  and  administration  of 
fees  and  gates  would  present  significant 
operational  challenges,  in  particular 
with  respect  to  omnibus  accounts, 
sweep  accounts,  intermediaries  and  the 
investors  that  use  them. 374  One 
commenter  argued  that,  to  reduce 
operational  burdens,  a  liquidity  fee 
should  be  applied  to  each  redemption 
separately — rather  than  net 
redemptions — in  an  affected  money 
market  fund. 375  This  commenter  also 
expressed  concern  that  intermediaries 
would  not  know  whether  their  sweeps 
would  be  subject  to  a  liquidity  fee  or 
temporary  gate  until  after  the  daily 
investment  is  made. 376  por  example,  the 
possibility  of  a  liquidity  fee  would 
require  intermediaries  to  develop 
trading  systems  to  ensure  that  for  each 
transaction  “the  investor  has  sufficient 
funds  to  cover  the  trade  itself  plus  the 
possibility  of  a  liquidity  fee.”  377 
Commenters  also  suggested  that  a  fee  or 
gate  could  not  be  uniformly  applied 


370  See  id. 

371  See  HSBC  Comment  Letter.  The  commenter 
also  noted  that  a  variable  liquidity  fee,  if  available 
in  a  timely  manner,  should  not  create  any 
operational  impediments. 

372  See  id. 

373  See,  e.g.,  Comment  Letter  of  TIAA-CREF 
(Sept.  17,  2013)  (“TIAA-CREF  Comment  Letter”); 
J.P.  Morgan  Comment  Letter;  Fin.  Svcs.  Roundtable 
Comment  Letter;  Goldman  Sachs  Comment  Letter. 

374  See,  e.g.,  SunTrust  Comment  Letter;  Comment 
Letter  of  Coalition  of  Mutual  Fund  Investors  (Sept. 
17,  2013)  ("Coal,  of  Mutual  Fund  Invs.  Comment 
Letter”);  Schwab  Comment  Letter. 

375  See  ICl  Comment  Letter  (expressing  concern 
that  funds,  record  keepers  and  intermediaries 
would  have  to  develop  complex  operational 
systems  that  could  apply  a  fee  with  respect  to  a 
shareholder’s  net  redemptions  for  a  particular  day 
and  tracking  the  “shareholder  of  record”  to  whom 
such  a  fee  would  apply). 

376  See  id. 

372  See  Fin.  Svcs.  Roundtable  Comment  Letter; 
see  also  Fin.  Info.  Forum  Comment  Letter 
(suggesting  liquidity  fees  could  cause  investors  |to] 
over-trade  their  account  by  settling  an  amoimt 
greater  than  their  balance  due  to  a  liquidity  fee  not 
known  at  the  time  of  order  entrj'). 


within  omnibus  accounts, 378  and  certain 
commenters  expressed  concern  over 
transparency  with  respect  to  fees  and 
gates  for  shareholders  investing  through 
omnibus  accounts. 379 
We  understand  that  the 
implementation  of  fees  and  gates  (as 
with  any  new  regulatory  requirement)  is 
not  without  its  operational  challenges; 
however,  we  have  sought  to  minimize 
those  challenges  in  the  amendments  we 
are  adopting  today.  Based  on  the 
comments  discussed  above,  we  now 
recognize  that  a  liquidity  fee  could 
either  be  applied  to  each  redemption 
separately  or  on  a  net  basis.  As 
indicated  by  the  relevant  commenter, 
our  proposal  contemplated  net 
redemptions  as  an  investor-friendly 
manner  of  applying  a  liquidity  fee. 38° 
However,  in  light  of  the  comments,  we 
are  persuaded  that  such  an  approach 
may  be  too  operationally  difficult  and 
costly  for  funds  to  apply  and,  thus,  we 
are  not  requiring  funds  to  apply  a 
liquidity  fee  on  a  net  basis. 38i 
We  also  recognize  commenters’ 
concerns  regarding  the  application  of 
fees  and  gates  in  the  context  of  sweep 
accounts.  We  note  that  during  normal 
market  conditions,  fees  and  gates  should 
not  impact  sweep  accounts’  (or  any 
other  investor’s)  investment  in  a  money 
market  fund. 382  We  also  note  that, 
unlike  our  proposal,  the  amendments 
we  are  adopting  today  will  allow  fund 
boards  to  institute  a  fee  or  gate  at  any 
time  during  the  day. 383  To  the  extent  a 
sweep  account’s  daily  investment  is 
made  at  the  end  of  the  day,  we  believe 
this  change  should  reduce  concerns  that 
the  sweep  account  holder  will  find  out 
about  a  redemption  restriction  only  after 


378  See  Coal,  of  Mutual  Fund  Invs.  Comment 
Letter;  SunTrust  Comment  Letter. 

373  See  Coal,  of  Mutual  Fund  Invs.  Comment 
Letter;  Goldman  Sachs  Comment  Letter. 

380  See  Proposing  Release,  supra  note  25,  at  n.373 
(discussing  the  application  of  a  liquidity  fee  and 
stating  that  “|i]f  the  shareholder  of  record  making 
the  redemption  was  a  direct  shareholder  (and  not 
a  financial  intermediary'),  we  would  expect  the  fee 
to  apply  to  that  shareholder’s  net  redemption  for 
the  day.”);  see  also  ICl  Comment  Letter  (“Currently, 
systems  used  to  process  money  market  fund 
transactions  do  not  have  the  ability  to  assess  a  fee 
by  netting  one  or  more  purchases  against  one  or 
more  redemptions.  This  process  would  be  highly 
complex  and  require  a  significant  and  costly 
redesign  of  the  processing  functionality'  used  by 
funds  and  intermediaries  today.”  (footnote 
omitted)). 

387  See  ICl  Comment  Letter  (noting  that  “[a]bsent 
further  definition,  it  would  be  challenging  for  funds 
(and  intermediaries  assessing  the  fee)  to  determine 
how  a  shareholder  of  record  requirement  applies  to 
multiple  accounts  of  a  given  beneficial 
owner.  .  .  .”). 

382  As  discussed  herein,  however,  we  recognize 
that  sweep  accounts  may  be  unwilling  to  invest  in 
a  money  market  fund  that  could  impose  a  gate.  See 
supra  section  IlI.A.l.c.iv  and  infra  note  641. 

383  See  rule  2a-7(c)(2)(i). 


it  has  made  its  daily  investment  and 
may  lessen  the  difficulty  and  costs 
related  to  developing  a  trading  system 
that  can  ensure  an  account  has 
sufficient  funds  to  cover  the  trade  itself 
plus  the  possibility  of  a  liquidity  fee. 

With  respect  to  omnibus  accounts,  we 
continue  to  believe  that  liquidity  fees 
should  be  handled  in  a  manner  similar 
to  redemption  fees,  which  currently 
may  be  imposed  to  deter  market  timing 
of  mutual  fund  shares. 384  As  discussed 
in  the  Proposing  Release,  we  understand 
that  financial  intermediaries  themselves 
generally  impose  redemption  fees  to 
record  or  beneficial  owners  holding 

through  that  intermediary. 385  We 

recognize  commenters’  concerns 
regarding  the  uniform  application  of 
liquidity  fees  through  omnibus 
accounts.  We  believe,  however,  that  the 
benefits  and  protections  afforded  to 
funds  and  their  investors  by  the  fees  and 
gates  amendments  justify  the 
application  of  these  amendments  in  the 
context  of  omnibus  accounts.  In  this 
regard,  we  note,  as  we  did  in  the 
Proposing  Release,  that  funds  or  their 
transfer  agents  may  contract  with 
intermediaries  to  have  them  impose 
liquidity  fees.  As  we  also  noted  in  the 
Proposing  Release,  we  understand  that 
some  money  market  fund  sponsors  may 
want  to  review  their  contractual 
arrangements  with  their  funds’  financial 
intermediaries  and  service  providers  to 
determine  whether  any  contractual 
modifications  are  necessary  or  advisable 
to  ensure  that  liquidity  fees  are 
appropriately  applied  to  beneficial 
owners  of  money  market  fund  shares. 

We  further  understand  that  some  money 
market  fund  sponsors  may  seek 
certifications  or  other  assurances  that 
these  intermediaries  and  service 
providers  will  apply  any  liquidity  fees 
to  the  beneficial  owners  of  money 
market  fund  shares.  We  also  recognize 
that  money  market  funds  and  their 
transfer  agents  and  intermediaries  may 
need  to  engage  in  certain 
communications  regarding  a  liquidity 
fee. 

With  respect  to  those  commenters 
who  expressed  concern  over  the 
transparency  of  fees  and  gates  for 
omnibus  investors,  we  note  that  fees 
and  gates  will  be  equally  transparent  for 
all  investors.  Investors,  both  those  that 
invest  directly  and  those  that  invest 
through  omnibus  accovmts,  should  have 
access  to  information  about  a  fund’s 
weekly  liquid  assets,  which  will  be 


384  See  rule  22c-2.  Our  understanding  of  how 
financial  intermediaries  handle  redemption  fees  in 
mutual  funds  is  based  on  Commission  staff 
discussions  with  industry  participants  and  service 
providers. 

385  See  Proposing  Release,  supra  note  25,  at  191. 
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posted  on  the  fund’s  Web  site.  All 
money  market  fund  investors  also 
should  receive  copies  of  a  fund’s 
prospectus,  which  will  include 
disclosure  on  fees  and  gates. 

We  note  that  some  commenters 
expressed  concern  about  the  costs  and 
burdens  associated  with  the 
combination  of  fees  and  gates  and  a 
floating  NAV  requirement  for 
institutional  prime  funds. As  we 
stated  in  the  Proposing  Release,  we  do 
not  expect  that  there  will  be  any 
significant  additional  costs  from 
combining  the  two  approaches  that  are 
not  otherwise  discussed  separately  with 
respect  to  each  of  the  fees  and  gates  and 
floating  NAV  reforms. 3®^  As  we 
discussed  in  the  Proposing  Release,  it  is 
likely  that  implementing  a  combined 
approach  will  save  some  percentage 
over  the  costs  of  implementing  each 
alterative  separately  as  a  result  of 
synergies  and  the  ability  to  make  a 
variety  of  changes  to  systems  at  a  single 
time.  We  do  not  expect  that  combining 
the  approaches  will  create  any  new 
costs  as  a  result  of  the  combination 
itself.3®®  Accordingly,  we  estimate,  as 
we  did  in  the  proposal,  that  the  costs  of 
implementing  a  combined  approach 
would  at  most  be  the  sum  of  the  costs 
of  each  alternative,  but  may  likely  be 
less. 

b.  Cost  Estimates 

As  we  indicated  in  the  Proposing 
Release,  the  costs  associated  with  the 
fees  and  gates  amendments  will  vary 
depending  on  how  a  fee  or  gate  is 
structured,  including  its  triggering  event 
and  the  level  of  a  fee,  as  well  as  on  the 
capabilities,  functions  and 
sophistication  of  the  systems  and 
operations  of  the  funds  and  others 
involved  in  the  distribution  chain, 
including  transfer  agents,  accountants, 
custodians  and  intermediaries.  These 
costs  relate  to  the  development  of 
procedures  and  controls,  systems’ 
modifications,  training  programs  and 
shareholder  communications  and  may 


^““See,  e.g.,  Dreyfus  Comment  Letter  (suggesting 
the  combination  of  both  proposed  reform  options 
would  be  "excessive  and  unduly  harmful  to  the 
utility  of  [money  market  funds]  without  offering 
any  additional  benefit”);  Northern  Trust  Comment 
Letter  (suggesting  the  combination  of  both  proposed 
reform  options  would  “be  verj'  costly  to 
implement”).  For  a  discussion  of  the  possible 
movement  out  of  money  market  funds  as  result  of 
today’s  reforms,  see  infra  section  III.K.  But  see  State 
Street  Comment  Letter  (“State  Street  does  not 
believe  there  would  be  any  new  costs  other  than 
those  listed  by  the  staff  from  a  fund  accounting, 
custody  or  fund  administrator  point  of  view  by 
combining  the  two  alternatives.”). 

See  Proposing  Release,  supra  note  25,  at  249; 
see  also  infra  section  I1I.B.8  for  a  discussion  of  the 
costs  associated  with  the  floating  NAV  requirement. 

See  State  Street  Comment  Letter. 


vary  among  funds,  shareholders  and 
their  service  providers. 

In  the  Proposing  Release,  we 
estimated  a  range  of  hours  and  costs  that 
may  be  required  to  perform  activities 
typically  involved  in  making  systems 
modifications,  such  as  those  described 
above.  We  estimated  that  a  money 
market  fund  (or  others  in  the 
distribution  chain)  would  incur  one¬ 
time  systems  modification  costs  that 
range  from  $1,100,000  to  $2,200,000.3®® 
We  further  estimated  that  the  one-time 
costs  for  entities  to  communicate  with 
shareholders  about  the  liquidity  fee  or 
gate  would  range  from  $200,500  to 
$340,000.39®  In  addition,  we  estimated 
that  the  costs  for  a  shareholder  mailing 
would  range  between  $1.00  and  $3.00 

per  shareholder. 391 

We  also  recognized  in  our  proposal 
that  depending  on  how  a  liquidity  fee  or 
gate  is  structured,  mutual  fund  groups 
and  other  affected  entities  already  may 
have  systems  that  can  be  adapted  to 
administer  a  fee  or  gate  at  minimal  cost, 
in  which  case  the  costs  may  be  less  than 
the  range  we  estimated  above.  For 
example,  some  money  market  funds 
may  be  part  of  mutual  fund  groups  in 
which  one  or  more  funds  impose 
deferred  sales  loads  under  rule  6c-10  or 
redemption  fees  under  rule  22c-2,  both 
of  which  require  the  capacity  to 
administer  a  fee  upon  redemptions  and 
may  involve  systems  that  could  be 
adapted  to  administer  a  liquidity  fee. 

We  estimated  that  a  money  market  fund 
shareholder  whose  systems  required 
modifications  to  account  for  a  liquidity 
fee  or  gate  would  incur  one-time  costs 
ranging  from  $220,000  to  $4  5  0,000,392 


3B9  We  estimated  that  these  costs  would  be 
attributable  to  the  following  activities;  (i)  Project 
planning  and  systems  design;  (ii)  systems 
modification,  integration,  testing,  installation,  and 
deployment;  (iii)  drafting,  integrating, 
implementing  procedures  and  controls;  and  (iv) 
preparation  of  training  materials.  See  also 
Proposing  Release,  supra  note  25,  at  n.245 
(discussing  the  bases  of  our  estimates  of  operational 
and  related  costs  in  Proposing  Release). 

300  We  estimated  that  these  costs  would  be 
attributable  to  the  following  activities;  (i)  Modifying 
the  Web  site  to  provide  online  account  information 
and  (ii)  WTitten  and  telephone  communications 
with  investors.  See  also  Proposing  Release,  supra 
note  25,  at  n.245  (discussing  the  bases  of  our 
estimates  of  operational  and  related  costs  in 
Proposing  Release). 

Total  costs  of  the  mailing  for  individual  funds 
would  vary  significantly  depending  on  the  number 
of  shareholders  who  receive  information  from  the 
fund  by  mail  (as  opposed  to  electronically). 

We  estimated  that  these  costs  would  be 
attributable  to  the  following  activities;  (i)  Project 
planning  and  systems  design;  (ii)  systems 
modification,  integration,  testing,  installation;  and 
(iii)  drafting,  integrating,  implementing  procedures 
and  controls.  See  also  Ffroposing  Release,  supra 
note  25,  at  n.245  (discussing  the  bases  of  our 
estimates  of  operational  and  related  costs  in 
Proposing  Release). 


Some  of  the  comments  we  received 
regarding  the  costs  of  fees  and  gates 
included  alternate  estimates  of 
implementation  costs. 393  For  example, 
one  commenter  indicated  that  its  costs 
for  implementing  fees  and  gates  would 
likely  be  in  the  range  of  $400,000  to 
$5  00,000,394  xhis  commenter  further 
explained  that  cost  of  the  fees  and  gates 
alternative  “reflects  the  ability  of  the 
affected  entity  to  custom-design  its  own 
approach  to  implementation,  as  well  as 
the  fact  that  the  necessary  changes 
would  not  be  for  use  in  day-to-day 
operations,  but  only  for  rare 
occasions.”  395 

A  number  of  other  commenters, 
however,  expressed  concern  that  the 
fees  and  gates  amendments  would 
impose  significant  costs  and  burdens, 
higher  than  those  estimated  in  the 
Proposing  Release. 396  For  example,  one 
commenter  estimated  that  it  would  cost 
it  a  total  of  approximately  $11  million 
in  largely  one-time  costs,  reflecting  costs 
of  $9  million  to  implement  fees  and 
gates  as  well  as  $2  million  for  the 
related  modifications  in  disclosure. 397 
Another  commenter  indicated  that  the 
implementation  costs  of  fees  and  gates 
would  be  an  estimated  $1,69  7,000.39® 
Similarly,  an  industry  group  conducting 
a  survey  of  its  members  found  that  the 


393  We  note  that  some  commenters  provided 
industry-wide  estimates  of  approximately  S800 
million  to  SI. 75  billion  for  initial  implementation 
of  fees  and  gates,  and  estimates  of  approximately 
S80  to  S350  million  for  annual  ongoing  costs.  See 
ICl  Comment  Letter;  Invesco  Comment  Letter.  As 
discussed  herein,  we  have  analyzed  a  variety  of 
commenter  estimates  and  provided  cost  estimates 
on  a  per-fund  basis  (including  a  fund’s  distribution 
chain).  We  are  unable,  however,  to  verify  the 
accuracy  or  make  a  relevant  comparison  between 
our  per-fund  cost  estimates  and  the  broad  range  of 
costs  provided  by  these  commenters  that  apply  to 
all  U.S.  prime  money  market  fund  investors  and/ 
or  the  entire  industry  because  we  are  unable  to 
estimate  how  many  intermediaries  will  be  affected 
by  the  fees  and  gates  amendments. 

^“4  See  Federated  X  Comment  Letter. 

See  id.  As  discussed  above,  another 
commenter  indicated  that  implementing  fees  and 
gates  would  only  require  "minimal  enhancements” 
to  its  core  custody/fund  accounting  systems  at 
"minimal  costs,”  and  that  most  transfer  agency  and 
intermediary  systems  would  likely  already  include 
"basic  functionality  to  accommodate  liquidity  fees 
and  gates.”  See  State  Street  Comment  Letter.  Also 
as  discussed  above,  an  additional  commenter  noted 
that,  with  respect  to  its  Dublin-domiciled  money 
market  fund  complex  that  is  currently 
implementing  the  ability  to  impose  liquidity  fees, 
the  implementation  process  has  created  costs  but 
that  these  costs  have  not  been  prohibitive.  See 
HSBC  Comment  Letter. 

®®®See,  e.g.,  IDC  Comment  Letter;  Comment 
Letter  of  Dechert  LLP  (Sept.  17,  2013)  (“Dechert 
Comment  Letter”);  SPARK  Comment  Letter. 

5ee  Fidelity  Comment  Letter. 

See  Comment  Letter  of  Financial  Information 
Forum  (Sept.  17,  2013)  (“Fin.  Info.  Forum  Comment 
Letter”)  (“Based  on  the  available  information,  one 
back  office  processing  service  provider  estimates 
the  implementation  cost  of  .  .  .  Alternative  2  at 
81,697,000.”) 
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implementation  costs  relating  to 
liquidity  fees  would  likely  be  $2  million 
or  more,  according  to  36%  of  sun^ey 
respondents.^^®  The  group  also  noted 
that  initial  costs  would  be  particularly 
significant  for  distributors  and 
intermediaries,  with  60%  of 
respondents  estimating  initial  costs  at 
$2  million  or  more.^°°  In  addition,  the 
survey  found  initial  costs  associated 
with  gates  to  range  from  $1  million  to 
$10  million. 401 

Based  on  the  information  provided  by 
commenters,  as  well  as  the  operational 
changes  in  the  final  rule,  we  are 
increasing  our  estimates  for 
implementation  costs  for  fees  and  gates. 
Three  of  the  four  commenters  who 
provided  estimates  suggested  that  the 
implementation  costs  would  be  around 
$2,000,000  or  more.^oz  in  addition,  we 
estimate  that  a  fund’s  ability  to  impose 
a  fee  or  gate  intra-day  (as  opposed  to  the 
end  of  the  day,  as  contemplated  by  the 
proposal)  may  result  in  increased 
operational  costs  related  to  the 
implementation  of  fees  and  gates. 
Accordingly,  we  have  increased  our 
original  estimate  of  $1,100,000  to 
$2,200,000  403  for  one-time  systems 
modification  costs  to  a  higher  estimate 
of  $1,750,000  to  $3,000,000,404  We 
continue  to  estimate  that  the  one-time 
costs  for  entities  to  communicate  with 
shareholders  (including  systems  costs 
related  to  communications)  about  fees 
and  gates  would  range  from  $200,500  to 
$340,000.  In  addition,  we  are  increasing 
the  estimated  cost  for  a  shareholder 
mailing  from  between  $1.00  and  $3.00 
per  shareholder  to  between  $2.00  and 
$3.00  per  shareholder,  recognizing  that 
it  is  unlikely  such  a  mailing  would  cost 
$1.00.  We  continue  to  estimate  one-time 


399  SIFMA  Comment  Letter.  The  sur\'ey  also 
included  the  following  results  for  implementation 
costs:  24%  in  the  S2  million  to  S5  million  range, 

8%  in  the  S5  million  to  SIO  million  range,  and  4% 
in  the  SIO  million  to  SI 5  million  range. 

The  commenter’s  survey  indicated  that 
40%  of  asset  managers  would  incur  S2  to  S5  million 
in  initial  costs. 

Id.  The  sur\'ey  indicated  costs  of  SI  million  to 
S2  million  according  to  17%  of  respondents,  S2 
million  to  S5  million  according  to  another  17%  of 
respondents,  and  S5  million  to  SIO  million 
according  to  8%  of  respondents. 

■*‘'2  See  supra  notes  394-401  and  accompanying 
text. 

403  We  note  that,  in  the  Proposing  Release,  our 
estimate  was  based  on  a  money  market  fund  that 
determined  it  would  only  impose  a  flat  liquidity  fee 
of  a  fixed  percentage  knoum  in  advance  and  have 
the  ability  to  impose  a  gate.  This  estimate  was  based 
on  our  proposal,  which  included  less  flexibility 
than  today’s  amendments.  Accordingly,  oiu  revised 
estimates  account  for  a  money  market  fund  that  has 
the  ability  to  vary  the  level  of  a  fee  at  imposition 
or  thereafter,  or  impose  a  gate. 

As  with  our  estimate  in  the  Proposing  Release, 
these  amounts  reflect  the  costs  of  one-time  systems 
modifications  for  a  money  market  fund  and/or 
others  in  its  distribution  chain. 


costs  of  $220,000  to  $450,000  for  a 
money  market  fund  shareholder  whose 
systems  (including  related  procedures 
and  controls)  required  modifications  to 
account  for  a  liquidity  fee  or  redemption 
gate. 

We  recognized  in  our  proposal  that 
adding  new  capabilities  or  capacity  to  a 
system  will  entail  ongoing  annual 
maintenance  costs  and  understand  these 
costs  generally  are  estimated  as  a 
percentage  of  initial  costs  of  building  or 
expanding  a  system.  We  also  recognized 
that  ongoing  costs  related  to  fees  and 
gates  may  include  training  costs.  In  the 
proposal,  we  estimated  that  the  costs  to 
maintain  and  modify  the  systems 
required  to  administer  a  fee  or  gate  (to 
accommodate  future  programming 
changes),  to  provide  ongoing  training, 
and  to  administer  the  fee  or  gate  on  an 
ongoing  basis  would  range  from  5%  to 
15%  of  the  one-time  costs.  We 
understand  that  funds  may  impose 
varying  liquidity  fees  and  that  the  cost 
of  varying  liquidity  fees  could  exceed 
this  range,  but  because  such  costs 
depend  on  to  what  extent  the  fees  might 
vary,  we  do  not  have  the  information 
necessary  to  provide  a  reasonable 
estimate  of  how  much  more  (if  any) 
varying  fees  might  cost  to  implement. 

One  commenter  indicated  a  lower 
estimate  of  approximately  $164,000  for 
annual  ongoing  costs. 403  Another 
commenter,  an  industry  group  that 
surx^eyed  its  members,  indicated  that 
ongoing  annual  costs  of  implementing  a 
liquidity  fee  are  likely  to  range  from 
10%  to  20%  of  initial  costs. 406  The  same 
commenter  indicated  that  ongoing 
annual  costs  related  to  redemption  gates 
were  estimated  as  10%  to  20%  of  initial 
cost  by  33%  of  survey  respondents. 407 
Based  on  these  estimates,  which  are 
largely  similar  to  our  estimates  of  5- 
15%  in  the  Proposing  Release,  we 


See  Federated  X  Comment  Letter. 

See  SIFMA  Comment  Letter.  The  survey 
indicated  10%  to  15%  of  initial  costs  for  17%  of 
respondents,  15%  to  20%  of  initial  costs  for  12% 
of  respondents,  and  20+%  of  initial  costs  for  8%  of 
respondents.  With  respect  to  distributor/ 
intermediary'  respondents,  the  commenter  indicated 
that  ongoing  annual  costs  for  a  liquidity  fee  are 
estimated  as  10%  to  20%  of  initial  costs  by  29% 
of  distributor/intermediary'  respondents  (evenly 
split  between  those  who  estimate  10%  to  15%  of 
initial  cost  and  those  who  estimate  15%  to  20%). 
For  asset  managers,  the  commenter  indicated  that 
ongoing  annual  costs  for  a  liquidity  fee  are 
estimated  to  be  10%  to  15%  of  initial  costs  by  20% 
of  respondents,  15%  to  20%  of  initial  costs  by  10% 
of  respondents  and  20+%  of  initial  costs  by  20% 
of  respondents. 

See  SIFMA  Comment  Letter.  The  commenter 
note  that  the  33%  of  survey  respondents  were 
evenly  split  between  those  who  estimated  10%  to 
15%  of  initial  cost  and  those  who  estimated  15% 
to  20%  of  initial  cost. 


continue  to  believe  our  estimates  in  the 
Proposing  Release  are  appropriate. 

We  also  recognize  that  funds  may 
incur  costs  in  connection  with  board 
meetings  held  to  determine  if  fees  and/ 
or  gates  are  in  the  best  interests  of  the 
fund.  In  the  Proposing  Release,  we 
estimated  an  average  annual  time  cost  of 
approximately  $9,895  per  fund  in 
connection  with  each  such  board 
meeting.4®8  vVe  did  not  receive 
comments  on  this  estimate.  As 
discussed  in  section  IV.A.3  herein,  we 
are  revising  our  estimate  from  $9,895 
per  fund  to  $10,700  as  result  of  updated 
industry  data.4o® 

Although  we  have  estimated  the  costs 
that  a  single  affected  entity  would  incur, 
we  anticipate  that  many  money  market 
funds,  transfer  agents,  and  other  affected 
entities  may  not  bear  the  estimated  costs 
on  an  individual  basis.  Instead,  the  costs 
of  systems  modifications  likely  would 
be  allocated  among  the  multiple  users  of 
the  systems,  such  as  money  market  fund 
members  of  a  fund  group,  money  market 
funds  that  use  the  same  transfer  agent  or 
custodian,  and  intermediaries  that  use 
systems  purchased  from  the  same  third 
party.  Accordingly,  we  expect  that  the 
cost  for  many  individual  entities  may  be 
less  than  the  estimated  costs  due  to 
economies  of  scale  in  allocating  costs 
among  this  group  of  users. 

6.  Tax  Implications  of  Liquidity  Fees 

As  discussed  in  the  Proposing 
Release,  we  understand  that  liquidity 
fees  may  have  certain  tax  implications 
for  money  market  funds  and  their 
shareholders. 410  We  understand  that  for 
federal  income  tax  purposes, 
shareholders  of  mutual  funds  that 
impose  a  redemption  fee  pursuant  to 
rule  22c-2  under  the  Investment 
Company  Act  generally  treat  the 
redemption  fee  as  offsetting  the 
shareholder’s  amount  realized  on  the 
redemption  (decreasing  the 
shareholder’s  gain,  or  increasing  the 
shareholder’s  loss,  on  redemption).4ii 


See  Proposing  Release,  supra  note  25,  at  549. 

See  infra  section  IV.A.3  (discussing  the  PRA 
estimates  for  board  determinations  under  the  fees 
and  gates  amendments  and  noting  that  certain 
estimates  have  increased  from  those  in  the  proposal 
as  a  result  of  the  increased  number  of  funds  that 
may  cross  the  higher  weekly  liquid  assets  threshold 
of  30%  (as  compared  to  15%)  for  the  imposition  of 
fees  and  gates). 

As  discussed  above,  the  liquidity  fee  we  are 
adopting  today  is  analogous  to  a  redemption  fee 
under  rule  22c-2,  which  allows  mutual  funds  to 
recover  costs  associated  with  frequent  mutual  fund 
share  trading  by  imposing  a  redemption  fee  on 
shareholders  who  redeem  shares  within  seven  days 
of  purchase. 

Cf.  26  CFR  1.263(a)-2(e)  (commissions  paid  in 
sales  of  securities  by  persons  who  are  not  dealers 
are  treated  as  offsets  against  the  selling  price);  see 

Continued 
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Consistent  with  this  characterization, 
funds  generally  treat  the  redemption  fee 
as  having  no  associated  tax  effect  for  the 
fund.'*’ 2  We  understand  that  a  liquidity 
fee  will  be  treated  for  federal  income  tax 
purposes  consistently  with  the  way  that 
funds  and  shareholders  treat 
redemption  fees  under  rule  22c-2. 

If,  as  described  above,  a  liquidity  fee 
has  no  direct  federal  income  tax 
consequences  for  the  money  market 
fund,  that  tax  treatment  will  allow  the 
fund  to  use  100%  of  the  fee  to  help 
repair  a  market-based  NAV  per  share 
that  was  below  $1.00.  If  redemptions 
involving  liquidity  fees  cause  a  stable 
value  money  market  fund’s  shadow 
price  to  reach  $1.0050,  however,  the 
fund  may  need  to  distribute  to  the 
remaining  shareholders  sufficient  value 
to  prevent  the  fund  from  breaking  the 
buck  on  the  upside  (he.,  by  rounding  up 
to  $1.01  in  pricing  its  shares)."*’^  We 
understand  that  any  such  distribution 
would  be  treated  as  a  dividend  to  the 
extent  that  the  money  market  fund  has 
sufficient  earnings  and  profits.  Both  the 
fund  and  its  shareholders  would  treat 
these  additional  dividends  the  same  as 
they  treat  the  fund’s  routine  dividend 
distributions.  That  is,  the  additional 
dividends  would  be  taxable  as  ordinary 
income  to  shareholders  and  would  be 
eligible  for  deduction  by  the  funds. 

In  the  absence  of  sufficient  earnings 
and  profits,  however,  some  or  all  of 
these  additional  distributions  would  be 
treated  as  a  return  of  capital.  Receipt  of 
a  return  of  capital  would  reduce  the 
recipient  shareholders’  basis  (and  thus 
could  decrease  a  loss,  or  create  or 
increase  a  gain  for  the  shareholder  in 
the  future  when  the  shareholder 
redeems  the  affected  shares).  Thus,  in 
the  event  of  any  return  of  capital 
distributions,  as  we  noted  in  the 
Proposing  Release,  there  is  a  possibility 
that  the  fund,  other  intermediaries,  and 
the  shareholders  might  become  subject 
to  tax-reporting  or  tax-payment 
obligations  that  do  not  affect  stable 
value  money  market  funds  currently 
operating  under  rule  2a-7.'**^ 


also  Investment  Income  and  Expenses  (Including 
Capital  Gains  and  Losses),  IRS  Publication  550,  at 
44  (fees  and  charges  you  pay  to  acquire  or  redeem 
shares  of  a  mutual  fund  are  not  deductible.  You  can 
usually  add  acquisition  fees  and  charges  to  your 
cost  of  the  shares  and  thereby  increase  your  basis. 

A  fee  paid  to  redeem  the  shares  is  usually  a 
reduction  in  the  redemption  price  (sales  price).), 
available  at  http://www.iTs.gov/pub/irs-pdf/ 
p550.pdf 

See  ICI  Comment  Letter  (“Pursuant  to  section 
311(a)(2)  of  the  Internal  Revenue  Code,  corporations 
(including  investment  companies)  do  not  recognize 
gain  or  loss  upon  a  redemption  of  their  shares.”). 

'*’3  See  rule  2a-7(g)(2). 

See  Proposing  Release,  supra  note  25,  at  207. 
Funds  that  strive  to  maintain  a  stable  NAV  per 
share  currently  are  not  subject  to  these  transaction 


Commenters  were  concerned  with 
this  possibility — that  investors  may 
have  to  recognize  capital  gains  or 
reduced  losses  if  a  fund  makes  a 
distribution  to  shareholders  in  order  to 
avoid  “breaking  the  buck”  on  the  upside 
as  a  result  of  excessive  fees.^*® 
Commenters  noted  that  such 
distributions  and  the  resulting  capital 
gains  or  losses  upon  disposition  of 
investors’  shares  would  require  funds 
and  intermediaries  to  start  tracking 
investors’  basis  in  shares  of  a  fund.^*®  In 
order  to  avoid  such  basis  tracking, 
commenters  suggested  that  the  Treasmy 
Department  and  the  Internal  Revenue 
Service  (“IRS”)  issue  guidance  stating 
that  when  a  money  market  fund  is 
required  to  make  a  payment  of  excess 
fees  in  order  to  avoid  breaking  the  buck, 
the  fund  should  be  deemed  to  have 
sufficient  earnings  and  profits  to  treat 
the  distribution  as  a  taxable 
dividend. 

Although  these  events  are 
hypothetically  possible,  the  scenario 
that  would  lead  to  a  payment  of  excess 
fees  to  fund  shareholders  without 
sufficient  earnings  and  profits  is  subject 
to  many  contingencies  that  make  it 
unlikely  to  occur.  First,  as  we  discussed 
above,  under  normal  market  conditions, 
we  believe  funds  will  rarely  impose 
liquidity  fees.  Second,  we  believe  it  is 
highly  unlikely  that  shareholders  would 
redeem  with  such  speed  and  in  such 
volume  that  the  redemptions  would 
create  a  danger  of  breaking  the  buck  on 
the  upside  before  a  fund  could  remove 
a  fee.  Third,  the  distributions  to  avoid 
breaking  the  buck  might  not  exceed  the 
fund’s  earnings  and  profits.  For  this 
purpose,  we  understand  that  the  fund’s 
earnings  and  profits  take  into  account 
the  fund’s  income  through  the  end  of 
the  taxable  year.  Thus,  unless  the 
additional  distribution  occurs  very  close 
to  the  end  of  the  taxable  year,  some  of 
the  money  market  fund’s  subsequent 


reporting  requirements.  We  have  been  informed 
that,  today,  the  Department  of  the  Treasury  and  the 
IRS  are  proposing  new  regulations  to  exempt  all 
money  market  funds  from  transaction  reporting 
obligations.  As  we  describe  below,  funds  and 
brokers  may  rely  on  this  exemption  immediately. 
We  note  that  at  least  one  commenter  indicated  that 
funds  and  intermediaries  may  want  to  provide 
certain  tax  information  to  their  investors  even  if  it 
is  not  required.  See  ICI  Comment  Letter. 

See,  e.g.,  Fidelity  Comment  Letter;  BlackRock 
II  Comment  Letter;  Wells  Fargo  Comment  Letter. 

See,  e.g.,  ICI  Comment  Letter;  Fidelity 
Comment  Letter;  BlackRock  II  Comment  Letter; 
SIFMA  Comment  Letter;  but  see,  e.g..  State  Street 
(Appendix  4)  (suggesting  that  a  liquidity  fee  causing 
the  shadow  price  to  exceed  SI. 0049  would  not 
result  in  special  distribution  to  shareholders  but 
most  likely  be  recorded  as  income  to  the  fund  and 
paid  out  to  shareholders  as  an  ordinary'  income 
distribution). 

See,  e.g.,  BlackRock  II  Comment  Letter;  ICI 
Comment  Letter;  Wells  Fargo  Comment  Letter. 


income  during  the  year  will  operate  to 
qualify  these  distributions  as 
dividends.^*® 

Finally,  as  discussed  in  the  Proposing 
Release,  we  understand  that  the  tax 
treatment  of  a  liquidity  fee  may  impose 
certain  operational  costs  on  money 
market  funds  and  their  financial 
intermediaries  and  on  shareholders. 
However,  we  have  been  informed  that 
the  Treasury  Department  and  the  IRS 
today  will  propose  new  regulations 
exempting  all  money  market  funds  from 
certain  transaction  reporting 
requirements."**^  This  exemption  is  to  be 
formally  applicable  for  calendar  years 
beginning  on  or  after  the  date  of 
publication  in  the  Federal  Register  of  a 
Treasury  Decision  adopting  those 
proposed  regulations  as  final 
regulations.  The  Treasury  Department 
and  the  IRS  have  informed  us,  however, 
that  the  text  of  the  proposed  regulations 
will  state  that  persons  subject  to 
transaction  reporting  may  rely  on  the 
proposed  exemption  for  all  calendar 
years  prior  to  the  final  regulations’ 
formal  date  of  applicability.  Therefore, 
the  Treasury  Department  and  IRS  relief 
described  above  is  available 
immediately. 

Thus,  even  in  the  unlikely  event  that 
some  shareholders’  bases  in  their  shares 
change  due  to  non-dividend 
distributions,  neither  fund  groups  nor 
their  intermediaries  will  need  to  track 
the  tax  bases  of  money  market  fund 
shares.  On  the  other  hand,  if  there  are 
any  non-dividend  distributions  by 
money  market  funds,  the  affected 
shareholders  will  need  to  report  in  their 
annual  tax  filings  any  resulting  gains  ‘*^0 
or  reduced  losses  upon  the  sale  of 
affected  money  market  fund  shares.  We 
are  unable  to  quantify  with  any 
specificity  the  tax  and  operational  costs 
discussed  in  this  section  because  we  are 
unable  to  predict  how  often  liquidity 
fees  will  be  imposed  by  money  market 
funds  and  how  often  redemptions 


A  portion  of  this  subsequent  income  may  also 
have  to  be  distributed  to  avoid  breaking  the  buck 
on  the  upside.  However,  if  the  fund  attracts  new 
shareholders,  we  understand  that  some  of  the 
subsequent  income  can  be  retained,  with  its 
associated  earnings  and  profits  qualifying  the 
earlier  distributions  as  dividends. 

“"“Seejn/ro  section  III. B. 6. a. 

Redemptions  subject  to  a  liquidity  fee  would 
almost  always  result  in  losses,  but  gains  are 
possible  in  the  unlikely  event  that  a  shareholder 
received  a  return  of  capital  distribution  with  respect 
to  some  shares.  Because  a  later  redemption  of  the 
shares  by  the  shareholder  would  be  for  SI  .00  each, 
there  would  be  small  gains  with  respect  to  those 
redemptions.  If  the  money  market  fund  making 
such  a  non-dividend  distribution  is  a  floating  NAV 
money  market  fund  and  if  a  shareholder  uses  the 
simplified  aggregate  method  discussed  below  in 
section  III. B. 6. a,  then  the  shareholder  would  be  able 
to  report  the  gain  or  loss  w'ithout  having  to  track 
the  basis  of  individual  shares. 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014/Rules  and  Regulations 


47773 


subject  to  liquidity  fees  would  cause  the 
funds  to  make  returns  of  capital 
distributions  to  the  remaining 
shareholders  (although,  as  noted  above, 
we  believe  such  returns  of  capital 
distributions  are  unlikely).  Commenters 
did  not  provide  any  such  estimates. 

7.  Accounting  Implications 

A  number  of  commenters  questioned 
whether  an  investment  in  a  money 
market  fund  subject  to  a  possible  fee  or 
gate,  or  in  a  money  market  fund  that  in 
fact  imposes  a  fee  or  gate,  would 
continue  to  qualify  as  a  “cash 
equivalent”  for  purposes  of  U.S. 
Generally  Accepted  Accounting 
Principles  (“U.S.  GAAP”).^2i  \/\Jq 
understand  that  classifying  money 
market  fund  investments  as  cash 
equivalents  is  important  because,  among 
other  things,  investors  may  have  debt 
covenants  that  mandate  certain  levels  of 
cash  and  cash  equivalents.‘*22  To  remove 
any  uncertainty,  several  commenters 
requested  that  the  Gommission,  the 
Financial  Accounting  Standards  Board 
(“FASB”)  and/or  Government 
Accounting  Standards  Board  (“GASB”) 
issue  guidance  to  clarify  whether 
investments  in  money  market  funds  will 
continue  to  qualify  as  cash  equivalents 
under  U.S.  GAAP. ^23  Various 
commenters  on  our  proposal,  including 
the  American  Institute  of  Certified 
Public  Accountants  (“AICPA”)  and  each 
of  the  “Big  Four”  accounting  firms, 
stated  that  a  money  market  fund’s 
ability  to  impose  fees  and  gates  should 
not  preclude  an  investment  in  the  fund 
from  being  classified  as  a  “cash 
equivalent”  under  U.S.  GAAP. ‘*24 


See,  e.g.,  Invesco  Comment  Letter;  BlackRock 
II  Comment  Letter;  Wells  Fargo  Comment  Letter;  see 
also  Proposing  Release,  supra  note  25,  at  246  (stated 
that  “we  expect  the  value  of  floating  NAV  funds 
with  liquidity  fees  and  gates  would  be  substantially 
stable  and  should  continue  to  be  treated  as  a  cash 
equivalent  under  GAAP.”);  ICI  Comment  Letter 
(suggesting  that  any  such  Commission  guidance 
should  also  “discuss  whether  a  money  market  fund 
that  imposes  a  liquidity  fee  and/or  gate  would 
continue  to  be  considered  a  cash  equivalent 
investment  and  whether  the  amount  of  the  fee  or 
the  length  of  the  gate  would  affect  the  analysis.”) 

■*22  In  addition,  some  corporate  investors  may 
perceive  cash  and  cash  equivalents  on  a  company’s 
balance  sheet  as  a  measure  of  financial  stren^h. 

■'23  See,  e.g.,  ICI  Comment  Letter;  Fidelity’ 
Comment  Letter;  Fin.  Svcs.  Roundtable  Comment 
Letter;  see  also  Proposing  Release,  supra  note  25, 
at  246  (suggesting  that  funds  with  the  ability  to 
impose  fees  and  gates  should  still  be  considered 
cash  equivalents).  As  discussed  in  section  III.C.4 
herein,  we  do  not  have  authority  over  the  actions 
that  GASB  may  or  may  not  take  with  respect  to 
LGIPs. 

^24  See  Gomment  Letter  of  American  Institute  of 
Gertified  Public  Accountants,  Financial  Reporting 
Executive  Committee  (Sept.  16,  2013)  (“AICPA 
Comment  Letter);  Comment  Letter  of  Ernst  &  Young 
LLP  (Sept.  12,  2013)  (“Ernst  &  Young  Comment 
Letter”);  Comment  Letter  of  Deloitte  &  Touche  LLP 
(Sept.  17,  2013)  (“Deloitte  Comment  Letter”); 


Current  U.S.  GAAP  defines  cash 
equivalents  as  “short-term,  highly  liquid 
investments  that  are  readily  convertible 
to  known  amounts  of  cash  and  that  are 
so  near  their  maturity  that  they  present 
insignificant  risk  of  changes  in  value 
because  of  changes  in  interest  rates.” 
U.S.  GAAP  includes  an  investment  in  a 
money  market  fund  as  an  example  of  a 

cash  equivalent.^26  The  Commission’s 
position  continues  to  be  that,  under 
normal  circumstances,  an  investment  in 
a  money  market  fund  that  has  the  ability 
to  impose  a  fee  or  gate  under  rule  2a- 
7(c)(2)  qualifies  as  a  “cash  equivalent” 
for  purposes  of  U.S.  GAAP. “*27  However, 
as  is  currently  the  case,  events  may 
occur  that  give  rise  to  credit  and 
liquidity  issues  for  money  market  funds. 
If  such  events  occur,  including  the 
imposition  of  a  fee  or  gate  by  a  money 
market  fund  under  rule  2a-7(c)(2), 
shareholders  would  need  to  reassess  if 
their  investments  in  that  money  market 
fund  continue  to  meet  the  definition  of 
a  cash  equivalent.  A  more  formal 
pronouncement  (as  requested  by  some 
commenters)  to  confirm  this  position  is 
not  required  because  the  federal 
securities  laws  provide  the  Commission 
with  plenary  authority  to  set  accounting 
standards,  and  we  are  doing  so  here. “*28 
If  events  occur  that  cause 
shareholders  to  determine  that  their 
money  market  fund  shares  are  not  cash 
equivalents,  the  shares  would  need  to  be 
classified  as  investments,  and 
shareholders  would  have  to  treat  them 
either  as  trading  securities  or  available- 
for-sale  securities.’*29  For  example, 
during  the  financial  crisis,  certain 
money  market  funds  experienced 
unexpected  declines  in  the  fair  value  of 
their  investments  due  to  deterioration  in 
the  creditworthiness  of  their  assets  and, 
as  a  result,  portfolios  of  money  market 
funds  became  less  liquid.  Investors  in 
these  money  market  funds  would  have 
needed  to  determine  whether  their 


Comment  Letter  of  KPMG  LLP  (Sept.  17,  2013) 
(“KPMG  Comment  Letter”);  Comment  Letter  of 
PricewaterhouseCoopers  LLP  (Sept.  16,  2013) 
(“PWC  Comment  Letter”). 

■*25  See  FASB  Accounting  Standards  Codification 
(“FASB  ASC”)  paragraph  305-10-20. 

•*27  We  are  also  amending  the  Codification  of 
Financial  Reporting  Policies  to  reflect  our 
interpretation  under  U.S.  GAAP,  as  discussed 
below.  See  infra  section  VI. 

■*28  The  federal  securities  laws  provide  the 
Gommission  with  authority  to  set  accounting  and 
reporting  standards  for  public  companies  and  other 
entities  that  file  financial  statements  with  the 
Commission.  See,  e.g.,  15  U.S.C.  77g,  77s,  77aa(25) 
and  (26);  15  U.S.C.  78c(b),  781(b)  and  78m(b); 
section  8,  section  30(e),  section  31,  and  section 
38(a)  of  the  Investment  Company  Act. 

■*28  See  FASB  ASC  paragraph  320-10-25-1.  This 
accounting  treatment  would  not  apply  to  entities  to 
which  the  guidance  in  FASB  ASC  Topic  320  does 
not  apply.  See  FASB  ASC  paragraph  320-10-15-3. 


investments  continued  to  meet  the 
definition  of  a  cash  equivalent. 

B.  Floating  Net  Asset  Value 

1.  Introduction 

As  discussed  earlier  in  this  Release, 
absent  an  exemption  specifically 
provided  by  the  Gommission  from 
various  provisions  of  the  Investment 
Gompany  Act,  all  registered  mutual 
funds  must  price  and  transact  in  their 
shares  at  the  current  NAV,  calculated  by 
valuing  portfolio  instruments  at  market 
A'alue,  in  the  case  of  securities  for  which 
market  quotations  are  readily  available, 
or,  at  fair  value,  as  determined  in  good 
faith  by  the  fund’s  board  of  directors,  in 
the  case  of  other  securities  and  assets 
(j.e.,  use  a  floating  NAVl.^^"  Under  rule 
2a-7,  the  Gommission  has  exempted 
money  market  funds  from  this  floating 
NAV  requirement,  allowing  them  to 
price  and  transact  at  a  stable  NAV  per 
share  (using  the  amortized  cost  and 
penny  rounding  methods),  provided 
that  they  follow  certain  risk-limiting 
conditions. ^31  In  doing  so,  the 
Commission  was  statutorily  required  to 
find  that  such  an  exemption  was  in  the 
public  interest  and  consistent  with  the 
protection  of  investors  and  the  purposes 
fairly  intended  by  the  policy  and 
provisions  of  the  Investment  Company 
Act. ^32  Accordingly,  when  providing 
this  exemption  in  1983,  the  Commission 
considered  the  benefits  of  a  stable  value 
product  as  a  cash  management  vehicle 
for  investors,  but  also  imposed  a 
number  of  conditions  designed  to 
minimize  the  risk  inherent  in  a  stable 
value  fund  that  some  shareholders  may 
redeem  and  receive  more  than  their 
shares  are  actually  worth,  thus  diluting 
the  holdings  of  remaining 

shareholders.^33  At  the  time,  the 

Commission  was  persuaded  that 
deviations  in  value  that  could  cause 
material  dilution  to  investors  generally 
would  not  occur,  given  the  risk-limiting 


■*20  See  supra  section  1. 

■*31  Id. 

^23  Section  6(c)  of  the  Investment  Company  Act 
provides  the  Commission  with  broad  authority  to 
exempt  persons,  securities  or  transactions  from  any 
provision  of  the  Investment  Company  Act,  or  the 
regulations  thereunder,  if  and  to  the  extent  that 
such  exemption  is  in  the  public  interest  and 
consistent  with  the  protection  of  investors  and  the 
purposes  fairly  intended  by  the  policy  and 
provisions  of  the  Investment  Company  Act.  See 
Commission  Policy  and  Guidelines  for  Filing  of 
Applications  for  Exemption,  SEC  Release  No.  IC- 
14492  (Apr.  30,  1985). 

■*23  See  Proposing  Release,  supra  note  25,  at  n.9. 
The  Commission  was  similarly  concerned  with  the 
risk  that  redeeming  shareholders  may  receive  less 
than  their  shares  were  worth  and  that  purchasing 
shareholders  may  pay  too  little  for  their  shares, 
diluting  remaining  shareholders. 
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conditions  of  the  rule.^34  Experience, 
however,  has  shown  that  deviations  in 
value  do  occur,  and  at  times,  can  he 
significant. 

As  discussed  above,  money  market 
funds’  sponsors  on  a  number  of 
occasions  have  voluntarily  chosen  to 
provide  financial  support  for  their 
money  market  funds  for  various  reasons, 
including  to  keep  a  fund  from  re-pricing 
below  its  stable  value,  suggesting  that 
material  deviations  in  the  value  in 
money  market  funds  have  not  been  a 

rare  occurrence.'^^s  This  historical 

experience,  combined  with  the  events  of 
the  financial  crisis,  has  caused  us  to 
reconsider  the  exemption  from  the 
statutory  floating  NAV  requirement  for 
money  market  funds  in  light  of  our 
responsibilities  under  the  Act  in 
providing  this  exemption.  In  doing  so, 
we  again  took  into  account  the  benefits 
of  money  market  funds  as  a  stable  value 
cash  management  product  for  investors, 
but  also  considered  all  of  the  historical 
and  empirical  information  discussed  in 
section  I  above,  the  Investment 
Company  Act’s  general  obligation  for 
funds  to  price  and  transact  in  their 
shares  at  the  current  NAV,  and 
developments  since  1983. 

We  considered  the  many  reasons 
shareholders  may  engage  in  heavy 
redemptions  from  money  market 
funds — potentially  resulting  in  the 
dilution  of  share  value  that  the 
Investment  Company  Act’s  provisions 
are  designed  to  avoid — and  have 
tailored  today’s  final  rules  accordingly. 
In  particular,  while  many  investors  may 
redeem  because  of  concerns  about 
liquidity,  quality,  or  lack  of 
transparency — and  our  fees  and  gates, 
disclosure,  and  reporting  reforms  are 
primarily  intended  to  address  those 
incentives — an  incremental  incentive  to 
redeem  is  created  by  money  market 
funds’  current  valuation  and  pricing 
methods.  As  discussed  below,  this 
incremental  incentive  to  redeem 
exacerbates  shareholder  dilution  in  a 
stable  NAV  product  because  non¬ 
redeeming  shareholders  are  forced  to 
absorb  losses  equal  to  the  difference 
between  the  market-based  value  of  the 
fund’s  shares  and  the  price  at  which 
redeeming  shareholders  transact.  For 
the  reasons  discussed  below,  we  believe 
that  this  incentive  exists  largely  in 
prime  money  market  funds  because 
these  funds  exhibit  higher  credit  risk 
that  make  declines  in  value  more  likely 
(compared  to  government  money  market 

434  Id. 

435  See  supra  section  II. B. 4 


funds). ^*3®  We  further  believe  history 
shows  that,  to  date,  institutional 
investors  have  been  significantly  more 
likely  than  retail  investors  to  act  on  this 
incentive.^®^  Thus,  given  the  tradeoffs 
involved  in  requiring  that  any  money 
market  fund  transact  at  a  floating  NAV, 
we  are  limiting  this  reform  (and  thus  the 
repeal  of  the  special  exemptive  relief 
allowing  these  funds  to  price  other  than 
as  required  under  the  Investment 
Company  Act)  to  institutional  prime 
funds. 

As  discussed  previously,  the  first 
investors  to  redeem  from  a  stable  value 
money  market  fund  that  is  experiencing 
a  decline  in  its  NAV  benefit  from  a  “first 
mover  advantage’’  as  a  result  of  rule  2a- 
7’s  current  valuation  and  pricing 
methods,  which  allows  them  to  receive 
the  full  stable  value  of  their  shares  even 
if  the  fund’s  portfolio  value  is  less.^®® 
One  possible  reason  that  institutional 
prime  funds  may  be  more  susceptible  to 
rapid  heavy  redemptions  than  retail 
funds  is  that  their  investors  are  often 
more  sophisticated,  have  more 
significant  money  at  stake,  and  may 
have  a  lower  risk  tolerance  due  to  legal 
or  other  restrictions  on  their  investment 
practices. ^39  Institutional  investors  may 
also  have  more  resources  to  carefully 
monitor  their  investments  in  money 
market  funds.  Accordingly,  when  they 
become  aware  of  potential  problems 
with  a  fund,  institutional  investors  may 
quickly  redeem  their  shares  among 
other  reasons,  to  benefit  from  the  first 
mover  advantage.^'*®  When  many 
investors  try  to  redeem  quickly,  whether 
to  benefit  from  the  first  mover  advantage 
or  otherwise,  money  market  funds  may 
experience  significant  stress.  As 
discussed  above,  even  a  few  high-dollar 
redemptions  by  institutional  investors 
(because  of  their  greater  capital  at  stake) 
may  have  a  significant  adverse  effect  on 
a  fund  as  compared  with  retail  investors 
whose  investments  are  typically  smaller 
and  would  therefore  require  a  greater 
number  of  redemptions  to  have  a  similar 
effect. This  can  lead  to  the  very 
dilution  of  fund  shares  that  we  were 

430  See  infra  section  III.C.l;  see  also,  e.g.,  Fidelity 
Comment  Letter;  ICI  Comment  Letter;  Comm.  Cap. 
Mkt.  Reg.  Comment  Letter. 

437  See  infra  section  III.C.2  and  DERA  Study, 
supra  note  24;  see  also,  e.g.,  Schwab  Comment 
Letter;  Fin.  Svcs.  Roundtable  Comment  Letter; 
Vanguard  Comment  Letter. 

438  See  supra  section  11. B. 3.  This  first  mover 
advantage  does  not  have  the  same  degree  of  value 
in  other  mutual  funds  that  do  not  have  a  stable 
value  because  investors  receive  the  market  value  of 
their  shares  when  redeeming  from  a  floating  NAV 
fund. 

430  See,  e.g..  Systemic  Risk  Council  Comment 
Letter. 

see,  e.g.  TIAA-CREF  Comment  Letter; 
Systemic  Risk  Council  Comment  Letter. 

441  See  supra  text  following  note  66. 


concerned  about  when  we  first  provided 
the  exemptions  in  rule  2a-7  permitting 
funds  to  use  different  valuation  and 
pricing  methods  than  other  mutual 
funds  to  facilitate  maintaining  a  stable 

value.^^2 

As  discussed  in  the  previous  section, 
our  fee  and  gate  reform  is  designed  to 
address  some  of  the  risks  associated 
with  money  market  funds  that  we  have 
identified  in  this  Release,  but  does  not 
address  them  all.  In  particular,  fees  and 
gates  are  intended  to  enhance  money 
market  funds’  ability  to  manage  and 
mitigate  potential  contagion  from  high 
levels  of  redemptions  and  make 
redeeming  investors  pay  their  share  of 
the  costs  of  the  liquidity  that  they 
receive.  But  those  reforms  do  not 
address  the  incremental  incentive  to 
redeem  from  a  fund  with  a  shadow  price 
below  $1.00  that  is  at  risk  of  breaking 
the  buck.  As  a  result  of  their 
sophistication,  risk  tolerance,  and  large 
investments,  institutional  investors  are 
more  likely  to  redeem  at  least  in  part 
due  to  this  first  mover  advantage. 

This  has  led  to  us  re-evaluate  our 
decision  to  provide  an  exemption 
allowing  amortized  cost  valuation  and 
penny  rounding  pricing  for  money 
market  funds  with  these  specific  kinds 
of  investors. As  discussed  above,  this 
exemption  was  originally  premised  on 
our  expectation  that  funds  that  followed 
the  requirements  of  rule  2a-7  would  be 
unlikely  to  experience  material 
deviations  from  their  stable  value.  With 
respect  to  prime  funds  in  particular,  this 
expectation  has  proven  inaccurate  with 
enough  regularity  to  cause  concern, 
especially  given  the  potentially  serious 
consequences  to  investors  and  the 
markets  that  can  and  has  resulted  at 
times.  Accordingly,  for  the  reasons 
discussed  above  and  in  other  sections  of 
this  Release,'*^®  we  no  longer  believe 
that  exempting  institutional  prime 

See  infra  section  III.B.3.b;  see,  e.g.,  Schwab 
Comment  Letter. 

443  See,  e.g.  Comment  Letter  of  United  Services 
Automobile  Association  (Feb.  15,  2013)  (available 
in  File  No.  FSOC-2012  0003)  (“USAA  FSOC 
Comment  Letter”);  see,  e.g..  Systemic  Risk  Council 
Comment  Letter;  but  see,  e.g.,  HSBC  Comment 
Letter  (arguing  that  first  mover  advantage  that 
results  from  the  valuation  and  pricing  methods  in 
rule  2a-7  is  overstated  in  light  of  the  real  world 
issues  with  information  and  time  to  act,  and  that 
other  motivations  are  the  primary  driver  of 
redemptions);  Dreyfus  Comment  Letter. 

444  A  number  of  commenters  agreed  with  our 
proposed  approach  of  only  targeting  the  funds  most 
susceptible  to  runs  (institutional  prime)  with  the 
floating  NAV  requirement.  See,  e.g..  Fin.  Svcs. 
Roundtable  Comment  Letter  (“.  .  .  a  floating  NAV 
confined  to  institutional  prime  funds  represents  a 
reasonable  targeting  of  reform  efforts  at  the  segment 
of  the  market  that  has  shown  the  most  proclivity  to 
runs.”);  Vanguard  Comment  Letter. 

445  See  supra  section  II;  infra  sections  III. B. 3. a 
and  IILB.3.b. 
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money  market  funds  under  section  6(c) 
of  the  Act  is  appropriate — i.e.,  we  find 
that  such  an  exemption  is  no  longer  in 
the  public  interest  and  consistent  with 
the  protection  of  investors  and  the 
purposes  fairly  intended  by  the  policy 
and  provisions  of  the  Investment 
Company  Act.^**®  As  discussed  in  detail 
in  the  sections  that  follow,  we  are  now 
rescinding  the  exemption  that  allows 
institutional  prime  funds  to  maintain  a 
stable  NAV  and  are  requiring  them  to 
price  and  transact  in  their  shares  at 
market-based  value,  like  all  other 
mutual  funds.'*'*^ 

This  reform  is  intended  to  work  in 
concert  with  the  liquidity  fees  emd  gates 
reforms  discussed  above  (as  well  as 
other  reforms  discussed  in  section 
III.K.3).  The  floating  NAV  requirement, 
applicable  only  to  institutional  prime 
funds,  balances  concerns  about  the  risks 
of  hea\^  redemptions  from  these  funds 
in  times  of  stress  and  the  resulting 
negative  impacts  on  short-term  funding 
markets  and  potential  dilution  of 
investor  shares,  with  the  desire  to 
preserve,  as  much  as  possible,  the 
benefits  of  money  market  funds  for 
investors.^^®  Consistent  with  a  core 
objective  of  the  Investment  Company 
Act,  the  floating  NAV  reform  may  also 
lessen  the  risk  of  unfairness  and 
potential  wealth  transfers  between 
holding  and  redeeming  shareholders  by 
mutualizing  any  potential  losses  among 
all  investors,  including  redeeming 
shareholders.  We  do  not  intend,  and  the 
floating  NAV  reform  does  not  seek,  to 
deter  redemptions  that  constitute 
rational  risk  management  by 
shareholders  or  that  reflect  a  general 
incentive  to  avoid  loss.**”*®  Instead,  as 
discussed  below,  the  requirement  is 
designed  to  achieve  two  independent 
objectives:  (1)  To  reduce  the  first  mover 
advantage  inherent  in  a  stable  NAV 
fund  due  to  rule  2a-7’s  current 
valuation  and  pricing  methods  by  dis- 
incentivizing  redemption  activity  that 
can  result  from  investors  attempting  to 
exploit  the  possibility  of  redeeming 
shares  at  the  stable  share  price  even  if 
the  portfolio  has  suffered  a  loss;  and  (2) 
to  reduce  the  chance  of  unfair  investor 
dilution,  which  would  be  inconsistent 
with  a  core  principle  of  the  Investment 
Company  Act.  An  additional  motivation 
for  this  reform  is  that  the  floating  NAV 


See  supra  note  432. 

See,  e.g.,  Systemic  Risk  Council  Comment 
Letter  (“A  floating  NAV  (for  all  funds)  is  the  same 
simple  regulator^'  framework  that  applies  to  all 
other  mutual  funds  .  . 

See  infra  section  I1I.B.3  (discussing  the 
benefits  of  a  floating  NAV  requirement). 

A  number  of  commenters  agreed  with  this 
goal.  See,  e.g.,  Schwab  Comment  Letter;  Systemic 
Risk  Council  Comment  Letter. 


may  make  it  more  transparent  to  certain 
of  the  impacted  investors  that  they,  not 
the  fund  sponsors  or  the  federal 
government,  bear  the  risk  of  loss.  Many 
commenters  suggested  that,  among  the 
reform  alternatives  proposed,  the 
floating  NAV  reform  is  the  most 
meaningful.^®® 

2.  Summary  of  the  Floating  NAV  Reform 

The  liquidity  fees  and  gates 
amendments  apply  to  all  money  market 
funds  (with  the  exception  of 
government  money  market  funds). 

Today  we  are  also  adopting  a  targeted 
reform  designed  to  address  the  specific 
risks  associated  with  institutional  prime 
money  market  funds.^®^  We  are  doing  so 
by  amending  rule  2a-7  to  rescind 
certain  exemptions  that  have  permitted 
these  funds  to  maintain  a  stable  price  by 
use  of  amortized  cost  valuation  and/or 
penny-rounding  pricing — as  a  result, 
institutional  prime  money  market  funds 
will  transact  at  a  floating  NAV.'*®^ 

Under  our  reform,  institutional  prime 
money  market  funds  will  value  their 
portfolio  securities  using  market-based 
factors  and  will  sell  and  redeem  shares 
based  on  a  floating  NAV.^®®  Under  the 
final  rules,  and  as  we  proposed, 
institutional  prime  funds  will  round 
prices  and  transact  in  fund  shares  to 
four  decimal  places  in  the  case  of  a  fund 
with  a  $1.00  target  share  price  (i.e., 
$1.0000)  or  an  equivalent  or  more 
precise  level  of  accuracy  for  money 


See,  e.g.,  Boston  Federal  Resen'e  Comment 
Letter;  Systemic  Risk  Council  Comment  Letter; 
Thrivent  Comment  Letter. 

The  floating  NAV  reform  will  not  apply  to 
government  and  retail  money  market  funds.  See 
rule  2a-7(a)(16)  (defining  “government  money 
market  fund”);  rule  2a-7(a)(25)  (defining  “retail 
money  market  fund”).  Government  and  retail 
money  market  funds  are  discussed  infra  in  sections 
III.C.l  and  III.C.2. 

Rule  2a-7(c)(l)  (Share  price  calculation).  As 
discussed  below,  an  institutional  prime  money 
market  fund  may  continue  to  call  itself  a  “money 
market  fund”  provided  that  it  follows  the  other 
conditions  in  rule  2a-7.  But  it  may  not  use  the 
amortized  cost  and  penny  rounding  methods  to 
maintain  a  stable  NAV.  See  rule  2a-7(b);  infra  note 
629  and  accompanying  text  (discussing  rule  35d- 
1,  the  “names  rule”). 

See  rule  2a-7(c)(l).  We  discuss  floating  NAV 
money  market  fund  share  pricing  in  section  11I.B.4. 
A  money  market  fund  that  currently  chooses  to  use 
amortized  cost  valuation  typically  also  uses  a 
penny-roimding  convention  to  price  fund  shares. 
See  1983  Adopting  Release,  supra  note  3.  Although 
not  generally  used,  a  money  market  fund  may  also 
currently  choose  to  maintain  a  stable  NAV  solely 
by  using  penny-rounding  pricing.  As  discussed 
below,  these  money  market  funds  would  be  able  to 
use  amortized  cost  valuation  only  to  the  same 
extent  other  mutual  funds  are  able  to  do  so — where 
the  fund’s  board  of  directors  determines,  in  good 
faith,  that  the  fair  value  of  debt  securities  with 
remaining  maturities  of  60  days  or  less  is  their 
amortized  cost,  unless  the  particular  circumstances 
warrant  otherw’ise.  See  ASR  219,  supra  note  5;  we 
discuss  the  use  of  amortized  cost  below.  See  infra 
section  III.B.5. 


market  funds  with  a  different  share 
price  [e.g.,  a  money  market  fund  with  a 
$1 0  target  share  price  could  price  its 
shares  at  $10,000).  Institutional  prime 
money  market  funds  will  still  be  subject 
to  the  risk-limiting  conditions  of  rule 
2a-7.‘*®^  Accordingly,  they  will  continue 
to  be  limited  to  investing  in  short-term, 
high-quality,  dollar-denominated 
instruments,  but  will  not  be  able  to  use 
the  amortized  cost  or  penny  rounding 
methods  to  maintain  a  stable  value. 
Finally,  funds  subject  to  the  floating 
NAV  reform  will  be  subject  to  the  other 
reforms  discussed  in  this  Release. 

As  discussed  in  section  III.B.9  below, 
institutional  prime  money  market  funds 
will  have  two  years  to  comply  with  the 
floating  NAV  reform.  Although  some 
commenters,  including  some  sponsors 
of  money  market  funds,  expressed 
general  support  for  the  floating  NAV 
reform  as  it  was  proposed,^®®  the 
majority  of  commenters  generally 
opposed  requiring  institutional  prime 
money  market  funds  to  implement  a 
floating  NAV.^®®  Below,  we  address  the 
principal  considerations  and 
requirements  of  the  floating  NAV 
reform,  discuss  comments  received,  and 
how  if  applicable,  the  amendments  have 
been  revised  to  address  commenter 
concerns. 

3.  Certain  Considerations  Relating  to  the 
Floating  NAV  Reform 

a.  A  Reduction  in  the  Incentive  To 
Redeem  Shares 

When  a  money  market  fund’s  shadow 
price  is  less  than  the  fund’s  $1.00  share 
price,  shareholders  have  an  economic 
incentive  to  redeem  shares  ahead  of 
other  investors.  In  the  Proposing 
Release,  we  noted  that  the  size  of 
institutional  investors’  holdings  and 
their  resources  for  monitoring  funds 
provide  the  motivation  and  means  to  act 
on  this  incentive,  and  observed  that 
institutional  investors  redeemed  shares 
at  a  much  higher  rate  than  retail 
investors  from  prime  money  market 
funds  in  both  September  2008  and  June 
2oii.4®7  wjq  also  noted,  as  some  market 


‘•S'*  See  rule  2a-7(d)  (risk-limiting  conditions). 

''®®  See,  e.g.,  Goldman  Sachs  Comment  Letter; 
Schwab  Comment  Letter;  T.  Rowe  Price  Comment 
Letter;  Vanguard  Comment  Letter;  Comment  Letter 
of  CFA  Institute  (Sept.  19,  2013)  (“CFA  Institute 
Comment  Letter”). 

^^^See,  e.g..  Federated  II  Comment  Letter; 
Comment  Letter  of  Arnold  &  Porter  LLP  on  behalf 
of  Federated  Investors  (Floating  NAV)  (Sept.  13, 
2013)  (“Federated  IV  Comment  Letter”);  Federated 
X  Comment  Letter;  J.P.  Morgan  Comment  Letter; 
Comment  Letter  of  U.S.  Chamber  of  Commerce, 
Center  for  Capital  Markets  Competitiveness  (Aug.  1, 
2013)  (“Chamber  I  Comment  Letter”);  Chamber  II 
Comment  Letter. 

But  see  supra  note  68. 
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observers  had  suggested,  that  the 
valuation  and  pricing  techniques 
currently  permitted  by  rule  2a-7  may 
underlie  this  incentive  to  redeem  ahead 
of  other  shareholders  and  to  obtain 
$1.00  per  share  when  investors  become 
aware  (or  expect)  that  the  actual  value 
of  the  fund’s  shares  is  below  (or  will  fall 
below)  $1.00.'*^®  As  discussed  below,  to 
address  this  incentive,  the  floating  NAV 
reform  mandates  that  institutional 
prime  funds  transact  at  share  prices  that 
reflect  current  market-based  factors  (not 
amortized  cost  or  penny  rounding,  as 
currently  permitted)  and  therefore 
remove  investors’  incentives  to  redeem 
early  to  take  advantage  of  transacting  at 
a  stable  value. 

Some  commenters  agreed  that  a 
floating  NAV  mitigates  the  first  mover 
incentive  to  redeem  ahead  of  other 
shareholders  that  results  from  current 
rule  2a-7’s  valuation  and  pricing 
methods. Two  commenters  also 
noted  that  requiring  institutional  prime 
funds  to  adopt  a  floating  NAV  would 
force  investors  who  cannot  tolerate  any 
share  price  movement  into  other 
products  that  better  match  their  risk 
tolerances. According  to  these 
commenters,  investors  who  remain  in 
floating  NAV  funds  may  have  a  greater 
tolerance  for  loss  and  may  be  less  likely 
to  redeem  quickly  in  times  of  market 
stress."*®^ 

Several  commenters  generally 
objected  to  our  reasoning  that  our 
floating  NAV  reform  (by  addressing  the 
economic  incentive  inherent  in  rule  2a- 
7)  would  reduce  the  incentive  for 
shareholders  to  redeem  ahead  of  other 
investors  in  times  of  market  stress, 
obsendng  that  a  floating  NAV  may  not 
eliminate  investors’  incentive  to  redeem 
to  the  extent  that  it  results  from  the 
desire  to  move  to  investments  of  higher 
quality  or  greater  liquidity. Both  the 
DERA  Study  and  Proposing  Release 
discussed  this  concern. As  the  DERA 
Study  noted,  the  incentive  for  investors 
to  redeem  ahead  of  other  investors  may 
be  heightened  by  liquidity  concerns — 
when  cash  levels  are  insufficient  to 
meet  redemption  requests,  funds  may  be 
forced  to  sell  portfolio  securities  into 


‘*5®  See  Proposing  Release,  supra  note  25,  at  n.l39. 
See,  e.g.,  Thrivent  Comment  Letter;  TIAA- 
CREF  Comment  Letter;  Fin.  Svcs.  Roundtable 
Comment  Letter;  SIFMA  Comment  Letter;  Systemic 
Risk  Council  Comment  Letter. 

See  Thrivent  Comment  Letter;  Vanguard 
Comment  Letter;  see  infra  section  1ILB.3.C. 

See  Vanguard  Comment  Letter. 

See,  e.g.,  Dreyfus  Comment  Letter;  Federated 
IV  Comment  Letter;  Chamber  11  Comment  Letter; 
Comment  Letter  of  The  Squam  Lake  Group  (Sept. 

1 7,  201 3)  ("Squam  Lake  Comment  Letter”);  Ropes 
&  Gray  Comment  Letter. 

See  Proposing  Release,  supra  note  25,  at 
section  llI.A.l.c. 


illiquid  secondary  markets  at 
discounted  or  even  fire-sale  prices.'*®'* 
The  floating  NAV  reform  may  not  fully 
address  the  incentive  to  redeem  because 
market-based  pricing  may  not  capture 
the  likely  increasing  illiquidity  of  a 
fund’s  portfolio  as  it  sells  its  more 
liquid  assets  first  during  a  period  of 
market  stress  to  defer  liquidity  pressures 
as  long  as  possible.'*®® 

We  acknowledge  that  a  floating  NAV 
does  not  eliminate  the  incentive  to 
redeem  in  pursuit  of  higher  quality  or 
greater  liquidity — indeed,  we  intend  to 
address  the  risks  associated  with  these 
incentives  primarily  through  our  fees 
and  gates  reform.  However,  we  continue 
to  believe  that  a  floating  NAV  should 
mitigate  the  incentive  to  redeem  due  to 
the  mismatch  between  the  stable  NAV 
price  and  the  actual  value  of  fund  shares 
because  shareholders  will  receive  a 
market  value  for  their  shares  rather  than 
a  fixed  price  when  they  redeem. 
Importantly,  the  complementary 
liquidity  fees  and  gates  aspect  of  our 
money  market  reforms  would  also  apply 
to  institutional  prime  funds  that  are 
subject  to  a  floating  NAV.  As  discussed 
previously,  while  not  intended  to  stem 
investors’  desire  to  move  to  more  liquid 
or  higher  quality  investments,  liquidity 
fees  are  specifically  designed  to  ensure 
that  redeeming  investors  pay  the  costs 
of  the  liquidity  they  receive,  and 
redemption  gates  are  designed  as  a  tool 
to  allow  funds  to  manage  heavy 
redemptions  in  times  of  stress  and  thus 
reduce  the  chance  of  harm  to  the  fund 
and  investors.  In  this  way,  we  believe 
that  the  totality  of  our  money  market 
fund  reforms  addresses 
comprehensively  many  features  of 
money  market  funds,  including  the 
characteristics  of  their  investor  base  that 
can  make  them  susceptible  to  heavy 
redemptions,  and  gives  fund  boards  new 
tools  for  addressing  a  loss  of  liquidity 
that  may  develop  in  funds. ^®® 

One  commenter  submitted  a  white 
paper  concluding  that  (i)  liquidity  fees 
and  gates,  if  implemented  effectively, 
could  stop  and  prevent  runs;  and  (ii) 
although  a  variable  NAV  would  not  stop 
a  run,  it  could  mitigate  the  first  mover 
advantage  associated  with  the 
motivation  to  run  that  results  from  small 


See  DERA  Study,  supra  note  24,  at  4  (noting 
that  most  money  market  fund  portfolio  securities 
are  held  to  maturity,  and  secondary  markets  in 
these  securities  are  not  deeply  liquid). 

'>65  Id. 

Some  commenters  agreed  that  a  floating  NAV 
alone  is  not  enough  to  address  these  incentives. 

See,  e.g.,  Americans  for  Fin.  Reform  Comment 
Letter  (‘‘[w']hile  the  floating  NAV  has  clear  benefits 
in  making  clear  that  investor  assets  are  at  risk  of 
loss,  we  are  concerned  that  a  floating  NAV  alone 
will  not  create  a  sufficient  disincentive  for  investors 
to  engage  in  ‘runs'  on  MMFs.”). 


shadow  price  departures  from  $1.00.^®*’ 
The  authors  of  the  paper  concluded 
further  that  the  ability  of  a  variable  NAV 
to  mitigate  this  first  mover  advantage  is 
overstated  when  viewed  in  light  of  the 
real-world  costs  of  moving  between 
investments  that  investors  will  face  and, 
in  a  significant  stress  event,  such  effect 
is  a  minor  determinant  of  behavior.^®® 
We  acknowledge  this  view  and  agree,  as 
discussed  above,  that  a  floating  NAV 
cannot  stop  redemptions  when  (as 
assumed  in  the  paper)  investors  are 
redeeming  in  a  flight  to  quality  due  to 
a  continuing  deterioration  of  the  credit 
risk  in  a  fund’s  portfolio.  However,  the 
floating  NAV  reform  reduces  the  benefit 
from  redeeming  ahead  of  others  to  at 
most  one  half  of  a  hundredth  of  a  cent 
per  share'*®® — 100  times  less  than  it  is 
currently — which  investors  would 
weigh  against  the  cost  of  switching  to  an 
alternative  investment.'*^®  As  we  discuss 
above,  the  floating  NAV  reform  is 
designed  to  supplement  the  fees  and 
gates  reform  only  for  those  funds  that 
are  more  vulnerable  to  credit  events 
(compared  to  government  funds)  and 
that  have  an  investor  base  more  likely 
to  engage  in  heavy  redemptions 
(compared  to  retail  investors)  because 
of,  among  other  reasons,  the  first  mover 
advantage  created  by  the  funds’  cmrent 
valuation  and  pricing  practices. 
Specifically,  compared  to  the  current 
stable  NAV  environment,  a  variable 
NAV  will  significantly  limit  the  value  of 
the  first  mover  advantage.  Although  this 
first  mover  advantage  may  not  be  the 
main  driver  of  investor  decisions  to 
redeem,  it  strengthens  the  incentive  to 
redeem  for  those  investors  with  the 
most  at  stake  from  a  decline  in  a  fund’s 
value,  which  increases  the  chance  of 
unfair  investor  dilution  in  contravention 
of  a  core  principle  of  the  Investment 
Company  Act.  We  continue  to  believe 
that  a  floating  NAV  will,  for 
institutional  prime  funds,  reduce  the 
impact  of  the  first  mover  advantage 
associated  with  money  market  funds’ 
current  valuation  and  pricing  practices 
and  thus  is  consistent  with  our 


See  Treasury  Strategies  HI  Comment  Letter 
(submitting  a  white  paper:  Carfang,  et  al..  Proposed 
Money  Market  Mutual  Fund  Regulations;  A  Game 
Theorj'  Assessment  (using  “game  theory”  analysis 
to  evaluate  whether  a  variable  NAV  and/or  a 
constant  NAV,  with  or  without  the  ability  to  impose 
a  liquidity  fee  or  gate,  can  prevent  or  stop  a  run  on 
money  market  fund  assets). 

4B9For  example,  the  floating  NAV  at  4  decimals 
will  adjust  from  SI  .0000  to  S0.9999  as  soon  as  the 
value  reaches  S0.99995.  Hence,  the  most  an  investor 
can  benefit  from  redeeming  ahead  of  others  and 
switching  to  an  alternative  investment  is 
S1.0000-S0.99995  =  50.00005. 

470  We  discuss  the  costs  associated  with 
institutional  investors  transferring  betw'een 
investment  alternatives  in  section  II1.K.3. 
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obligation  to  seek  to  prevent  investor 
dilution  of  fund  shares  (as  discussed  in 
more  detail  in  the  section  below). 

A  few  commenters  also  suggested  that 
shareholders  in  a  floating  NAV  fund 
would  have  the  same  incentive  to 
redeem  if  a  floating  NAV  fund  deviates 
far  enough  from  the  typical  historical 
range  for  market-based  pricing, 
particularly  if  they  believe  the  fund  may 
continue  to  drop  in  value. We  note, 
however,  that  the  floating  NAV  reform, 
one  part  of  our  broader  reforms  to 
money  market  funds,  is  designed  to 
address  a  particular  structural  incentive 
that  exists  as  a  result  of  existing 
valuation  and  pricing  methodologies 
under  rule  2a-7.  As  we  stated  in  our 
proposal  and  in  this  Release,  the 
floating  NAV  reform  is  not  intended  to 
deter  redemptions  that  constitute 
rational  risk  management  by 
shareholders  or  that  reflect  a  general 
incentive  to  avoid  loss. 

Several  commenters  argued  that 
shareholders  may  choose  not  to  redeem 
from  a  stable  NAV  money  market  fund 
during  times  of  stress  to  avoid 
contributing  to  the  likelihood  that  their 
fund  breaks  the  buck.'^^z  Although  this 
may  be  the  case  for  some  shareholders, 
as  shown  during  the  financial  crisis, 
other  shareholders  do  redeem  from 
stable  value  money  market  funds, 
regardless  of  the  impact  on  the  fund.^^^ 

It  is  the  actions  of  those  shareholders 
that  have  led  to  our  re-evaluation  of  the 
appropriateness  of  exempting  all  money 
market  funds  from  the  valuation  and 
pricing  provisions  that  apply  to  all  other 
mutual  funds. 

One  commenter  also  argued  that  rule 
2a-7  already  places  a  number  of 
detailed  remedial  obligations  on  the 
board  of  a  money  market  fund,  in  the 
event  a  credit  event  occurs,  that  are 
designed  to  prevent  any  first  mover 
advantage  related  to  money  market 
funds’  current  valuation  and  pricing 
methods. ^74  7^15  commenter  discussed, 
for  example,  the  existing  requirement 
that  fund  boards  periodically  calculate 
the  fund’s  shadow  price  and  take  action 
in  the  event  it  deviates  from  the  market- 
based  NAV  per  share  by  more  than  50 
basis  points.  We  note,  however,  that  the 
floating  NAV  reform  is  designed  to 
proactively  address  a  structural  feature 
of  money  market  funds  that  may 


See,  e.g.,  Federated  IV  Comment  Letter 
(arguing  that,  unlike  a  stable  NAV  fund, 
shareholders  may  have  a  greater  incentive  to 
redeem  from  a  declining  floating  NAV  fund  because 
shareholders  would  “realize”  the  small  declines  in 
value);  Chamber  II  Comment  Letter. 

->72  See,  e.g..  Wells  Fargo  Comment  Letter;  Ropes 
&  Gray  Comment  Letter;  ICI  Comment  Letter, 

■•73  See  supra  section  II. 

•’7->  See  Federated  IV  Comment  Letter. 


incentivize  heavy  redemptions  in  times 
of  market  stress  (and  the  resulting 
shareholder  inequities)  before  a 
significant  credit  event  occurs  or  the 
fund  re-prices  its  shares  using  market- 
based  values  (i.e.,  breaks  the  buck). 
Under  current  rule  2a-7,  there  remains 
a  first  mover  advantage  until  the  fund 
breaks  the  buck  and  re-prices  its  shares 
using  market-based  valuations.  One 
commenter  also  noted  that  any 
reduction  in  the  incentive  to  redeem 
early  from  the  fund’s  stable  pricing 
would  be  marginal  and  contingent  upon 
the  type  of  stress  experienced. We 
note  that  the  floating  NAV  reform  is 
targeted  towards  the  funds  that  have 
been  most  susceptible  to  heavy 
redemptions  in  the  past.  We  believe  that 
the  risks  associated  with  these  funds 
have  shown  that  the  first  mover 
advantage  that  results  from  current  rule 
2a-7’s  valuation  and  pricing  methods 
needs  to  be  addressed.  This  is 
particularly  true  in  light  of  the 
Investment  Company  Act  mandate  to 
ensure  that  investors  are  treated  fairly 
and  the  impact  that  the  first  mover 
advantage  has  on  investor  dilution. 

Finally,  a  number  of  commenters 
suggested  that  the  evidence  of  hea\7}7 
redemptions  in  European  floating  NAV 
money  market  funds  and  U.S.  ultra- 
short  bond  funds  during  2008,  taken 
together,  may  be  the  best  means 
available  to  predict  whether  a  floating 
NAV  will  reduce  shareholder  incentives 
to  redeem  shares  in  times  of  stress. 

These  commenters  suggest,  therefore, 
that  a  floating  NAV  alone  likely  would 
not  stop  investors  from  redeeming 
shares. We  recognize  that  many 
European  floating  NAV  money  market 
funds  and  U.S.  ultra  short  bond  funds 
experienced  heavy  redemptions  during 
the  financial  crisis.'*^®  We  note  that,  as 


■>75  See  ABA  Business  Law  Section  Comment 
Letter. 

-*76  500,  e.g.,  Federated  IV  Comment  Letter;  HSBC 
Comment  Letter. 

-*77  See  supra  note  475  and  accompanying  text. 

-*78  As  we  discussed  in  the  Proposing  Release,  we 
understand  that  many  European  floating  NAV 
money  market  funds  are  priced  and  managed 
differently  than  floating  NAV  funds  (as  we 
proposed,  and  as  adopted  today).  We  also  noted 
that  Europe  has  several  different  types  of  money 
market  funds,  all  of  which  can  take  on  more  risk 
than  U.S.  money  market  funds  as  they  are  not 
currently  subject  to  regulatory  restrictions  on  their 
credit  quality,  liquidity,  maturity,  and 
diversification  as  stringent  as  those  imposed  under 
rule  2a-7.  Finally,  we  noted  in  the  Proposing 
Release  that  empirical  analysis  yields  different 
opinions  on  whether  floating  NAV  funds,  as 
compared  with  stable  NAV  funds,  are  less 
susceptible  to  run-like  behavior.  See  Proposing 
Release,  supra  note  25,  at  section  IlI.A.l.d. 
Accordingly,  we  note  that  the  fact  that  some  ultra- 
short  bond  funds  and  European  floating  NAV  funds 
experienced  hea\y  redemptions  during  the 
financial  crisis  does  not  necessarily  suggest  that 


discussed  above,  the  floating  NAV 
reform  is  not  intended  to  wholly 
prevent  heightened  redemptions  or 
deter  redemptions  that  constitute 
rational  risk  management  by 
shareholders  or  that  reflect  a  general 
incentive  to  avoid  loss.  Instead,  our 
floating  NAV  reform  is  intended  to 
address  the  incremental  incentive  to 
redeem  created  by  money  market  funds’ 
current  valuation  and  pricing  methods 
(and  not  incentives  to  redeem  that  relate 
to  flights  to  quality  and  liquidity)  and 
that  exacerbates  shareholder  dilution. 

b.  Risks  of  Investor  Dilution 

As  discussed  earlier,  one  of  the 
Commission’s  most  significant  concerns 
when  originally  providing  the 
exemption  permitting  the  use  of 
amortized  cost  valuation  and  penny 
rounding  pricing  for  money  market 
funds  was  to  minimize  the  risks  of 
investor  dilution.^^g  ^  primary 
principle  underlying  the  Investment 
Company  Act  is  that  sales  and 
redemptions  of  redeemable  securities 
should  be  effected  at  prices  that  are  fair 
and  do  not  result  in  dilution  of 
shareholder  interests  or  other  harm  to 
shareholders.'*®®  Absent  an  exemption,  a 
mutual  fund  must  sell  and  redeem  its 
redeemable  securities  only  at  a  price 
based  on  its  current  net  asset  value, 
which  equals  the  value  of  the  fund’s 
total  assets  minus  the  amount  of  the 
fund’s  total  liabilities.'*®*  A  mutual  fund 
generally  must  value  its  assets  at  their 
market  value,  in  the  case  of  securities 
for  which  market  quotations  are  readily 
available,  or  at  fair  value,  as  determined 
in  good  faith  by  the  fund’s  board  of 


investors  in  floating  NAV  money  market  funds  (as 
adopted  today)  also  would  redeem  heavily  in  a 
financial  crisis. 

-*7s  See  Proposing  Release,  supra  note  25. 

-*86  500  Investment  Trusts  and  Investment 
Companies:  Hearings  on  S.  3580  before  a 
Subcommittee  of  the  Senate  Committee  on  Banking 
and  Currency,  76th  Cong.,  3d  Sess.  136-38  (1940) 
(hearings  that  preceded  the  enactment  of  the 
Company  Act).  In  addition,  all  funds  must 
accurately  calculate  their  net  asset  values  to  ensure 
the  accuracy  of  their  payment  of  asset-based  fees, 
such  as  investment  advisory  fees,  as  well  as  the 
accuracy  of  their  reported  performance.  Statement 
Regarding  “Restricted  Securities,”  Investment 
Company  Act  Release  No.  5847  (Oct.  21,  1969). 

-*8*  Rule  22c-l.  When  calculating  its  net  asset 
value  for  purposes  of  rule  22c-l:  (i)  An  open-end 
fund  adds  up  the  current  values  of  all  of  its  assets 
(using  their  market  values  or  fair  values,  as 
appropriate),  which  reflect  any  unrealized  gains; 
and  (ii)  subtracts  all  of  its  liabilities,  which  include 
any  federal  income  tax  liability  on  any  unrealized 
gains.  If  the  open-end  fund  understates  a  liability, 
among  other  consequences,  the  price  at  which  the 
fund’s  redeemable  securities  are  redeemed  will  be 
higher,  so  that  redeeming  shareholders  will  receive 
too  much  for  their  shares  while  the  net  asset  value 
of  shares  held  by  the  remaining  shareholders  may 
be  reduced  correspondingly  when  the  full  amount 
of  the  liability  must  be  paid. 
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directors,  in  the  case  of  other  securities 
and  assets. “*82 

A  fund  that  prices  and  transacts  in 
fund  shares  valued  at  amortized  cost 
value  and  rounded  to  the  nearest  penny 
poses  a  risk  of  dilution  of  investor 
shares  because  investors  may  redeem  for 
the  stable  value  of  their  shares  even 
where  the  underlying  market  value  of 
the  fund’s  portfolio  may  be  less.  If  such 
a  redemption  occurs,  the  value  of  the 
remaining  shareholders’  shares  can  be 
diluted,  as  remaining  shareholders 
effectively  end  up  paying  redeeming 
shareholders  the  difference  between  the 
stable  value  and  the  underlying  market 
value  of  the  fund’s  assets. “*83  This  result 
is  illustrated  in  the  example  provided  in 
the  Proposing  Release,  where  we 
discussed  how  redeeming  shareholders 
can  concentrate  losses  in  a  money 
market  fund.**®-* 

This  risk  of  dilution  is  magnified  by 
the  “cliff  effect’’  that  can  occur  if  a 
stable  value  fund  is  required  to  re-price 
its  shares.  If,  due  to  heavy  redemptions, 
losses  embedded  in  a  fund’s  portfolio 
cause  it  to  re-price  its  shares  from  its 
stable  value,  remaining  money  market 
fund  investors  will  receive  at  most  99 
cents  for  every  share  remaining,  while 
redeeming  investors  received  the  full 
$1.00,  even  if  the  market  value  of  the 
fund’s  portfolio  had  not  changed.  In  a 
mutual  fund  that  transacts  using  a 
floating  NAV,  this  cliff  effect  is 
minimized  because  (assuming  pricing  to 
four  decimal  places)  the  “cliff’  is  a 
1/1 00th  the  size  compared  to  when  a 
money  market  fund  is  priced  using 
penny  rounding.  In  other  words,  in  a 
floating  NAV  fund  the  risk  of  investor 
dilution  is  far  less,  in  part,  because  the 
cliff  occurs  earlier  and  is  significantly 
smaller  (at  $0.9999  cents,  or  one 
hundred  times  sooner  and  smaller  than 
a  stable  value  fund  that  drops  from 
$1.00  to  99  cents).  Thus,  the  “cliff 
effect’’  is  significantly  mitigated  in  a 
floating  NAV  fund  that  prices  and 
rounds  share  prices  to  four  decimal 
places. 

As  we  discuss  in  more  detail  below, 
applying  a  floating  NAV  only  to 
institutional  investors  investing  in 
prime  funds  and  allowing  retail 
investors  to  continue  to  invest  in  a 
stable  value  product  recognizes  the 


■'“^Rule  2a-4;  see  also  section  2(a)(41)  defining 
the  term  “value.” 

See  TIAA-CREF  Comment  Letter  (“Allowing 
investors  to  transact  at  daily  using  amortized 
pricing  in  times  of  stress  could  lead  to  dilution  of 
the  remaining  investors’  shares  as  the  first 
redeemers  in  a  run  on  a  money  market  fund  would 
get  a  higher  valuation  for  their  shares  based  on 
amortized  cost  than  would  subsequent 
redeemers.”). 

See  Proposing  Release,  supra  note  25,  at 
section  II.B.l. 


historical  differences  between  these 
types  of  investors,  and  cordons  off  some 
of  the  risks,  reducing  the  chance  that 
heavy  redemptions  by  institutions  will 
result  in  disruption  or  material  dilution 
of  retail  investors’  shares.’*85  We  also 
recognize  that  institutional  investors  are 
not  always  similarly  situated,  with  some 
institutions  having  more  or  less 
investment  at  risk,  resources  to  monitor 
their  investments,  tolerance  for  losses, 
or  proclivity  to  redeem,  which  makes 
certain  institutional  investors  less  likely 
to  be  among  the  first  movers.^®®  A 
floating  NAV  should  also  help  reduce 
the  risks  of  material  dilution  to  this 
subset  of  institutional  investors,  as  it 
will  reduce  the  first  mover  advantage 
associated  with  current  rule  2a-7’s 
valuation  and  pricing  methods,  which 
can  prompt  heavy  redemptions  and  can 
have  the  effect  of  diluting  the  shares  of 
slower-to-redeem  institutional 
investors. ^87 

A  floating  NAV  might  also  prompt 
investors  who  are  the  least  tolerant  of 
losses,  and  thus  the  most  likely  to 
redeem  early  to  avoid  a  decline  in  a 
fund’s  NAV  per  share,  to  shift  into  other 
investment  products,  such  as 
government  money  market  funds  or 
other  stable  value  products  that  may 
more  appropriately  match  their  risk 
profile.  Such  a  shift  would  further 
reduce  the  risks  of  dilution  for  the 
remaining  investors,  mitigating  the 
chances  that  rapid  heavy  redemptions 
will  result  in  negative  outcomes  for 
these  funds  and  their  investors. 

We  recognize  that  our  liquidity  fees 
and  gates  reforms  also  address  the  risks 
of  dilution  to  some  extent.  However, 
fees  and  gates  may  not  address  the 
incentives  that  cause  rapid  heavy 
redemptions  to  occur  in  certain  money 
market  funds  in  the  first  place  (although 
they  should  help  manage  the  results). 
They  also  are  not  primarily  designed  to 
address  the  risks  associated  with 
deviations  in  a  fund’s  NAV  caused  by 
portfolio  losses  or  other  credit  events; 
rather,  they  are  designed  to  ensure  that 
investors  pay  the  costs  of  their  liquidity 
and  allow  funds  time  to  manage  heavy 


■*“5  See  infra  section  111.C.2;  see  also  Schwab 
Comment  Letter  (agreeing  that  segregating 
institutional  investors  from  retail  investors  would 
“reduce  the  chance  that  retail  investors,  who  tend 
to  be  slower  to  react  to  market  events,  will  absorb 
a  disproportionate  share  of  the  losses  if  a  fund 
breal«  the  buck.”). 

See,  e.g.,  ABA  Business  Law  Comment  Letter 
(“It  is  more  likely,  however,  that  larger  institutions 
have  greater  analytical  resources  than  other 
institutional  investors,  such  as  small  pension  plans 
and  companies.”). 

Several  commenters  supported  our  belief  that 
a  floating  NAV  treats  shareholders  more  equitably 
than  under  current  rule  2a-7.  See,  e.g.,  Deutsche 
Comment  Letter;  TIAA-CREF  Comment  Letter; 
Systemic  Risk  Council  Comment  Letter. 


redemptions.  A  floating  NAV  requires 
redeeming  investors  to  receive  only 
their  fair  share  of  the  fund  when  there 
are  embedded  losses  in  the  portfolio 
(avoiding  dilution  of  remaining 
shareholders),  even  in  cases  where  the 
fund  has  sufficient  liquidity  such  that 
fees  or  gates  would  not  be  permitted. 

We  believe  that  the  risks  associated  with 
institutional  prime  money  market 
funds — including  the  incentives 
associated  with  the  first  mover 
advantage  that  results  from  cmrent  rule 
2a-7’s  valuation  and  pricing  methods, 
and  associated  heavy  redemptions  that 
can  worsen  a  decline  in  a  fund’s  stable 
NAV — are  significant  enough  that  they 
need  to  be  addressed  through  the 
targeted  reform  of  a  floating  NAV. 

c.  Enhanced  Allocation  of  Principal 
Volatility  Risk 

Today,  the  risks  associated  with  the 
principal  volatility  of  a  money  market 
fund’s  portfolio  securities  can  be 
obscured  by  the  pricing  and  valuation 
methods  that  allow  these  funds  to 
maintain  a  stable  NAV.  In  non-money 
market  funds,  investors  may  look  to 
historical  principal  volatility  as  an 
indicator  of  fund  risk  because  changes 
in  the  principal  may  be  the  dominant 
source  of  the  total  return.^88  Historical 
principal  volatility  in  money  market 
funds  may  not  have  been  as  fully 
appreciated  by  investors,  because  they 
do  not  experience  any  principal 
volatility  unless  the  fund  breaks  the 
buck  (even  if  such  volatility  has  in  fact 
occurred). "*89 

Some  commenters  suggested,  and  we 
agree,  that  transacting  at  prices  based  on 
current  market  values  means  that 
institutional  investors  who  invest  in 
floating  NAV  funds  will  be  more  aware 
of,  and  willing  to  tolerate,  occasional 
fluctuations  in  fund  share  prices  (largely 
resulting  from  volatility  in  principal 
that  had  been  previously  obscured). '*8“ 
This  may  result  in  more  efficient 
allocation  of  risk  through  a  “sorting 
effect’’  whereby  institutional  investors 
in  prime  funds  either  remain  in  a 
floating  NAV  money  market  fund  and 
accept  the  risks  of  regular  principal 


‘'““Mutual  funds  earn  money  through  dividend 
payments,  capital  gains  distributions  (increases  in 
the  price  of  the  fund’s  portfolio  securities),  and 
increased  NAV.  See  SEC  Office  of  Investor 
Education  and  Advocacy,  Mutual  Funds,  A  Guide 
for  Investors  (Aug.  2007),  available  at  http:// 
www.sec.gov/investor/pubs/sec-guide-to-mutual- 
funds.pdf.  Money  market  fund  investors  may  be 
more  likely  to  focus  on  the  other  components  of 
total  return  in  a  fund,  such  as  interest  or  dividends. 

‘‘““Such  principal  volatility  may  be  even  less 
apparent  if  the  fund’s  sponsor  provides  support  for 
the  fund.  See  supra  section  ILB.4. 

'’““See,  e.g.  Vanguard  Comment  Letter. 
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volatility  or  move  their  assets  into 
alternative  investment  products  better 
suited  to  their  actual  risk  tolerance.^^^ 
Accordingly,  the  shareholders  who 
remain  in  institutional  prime  money 
market  funds  must  be  prepared  to 
experience  gains  and  losses  in  principal 
on  a  regular  basis,  which  may  result  in 
those  remaining  investors  being  less 
likely  to  redeem  at  the  first  sign  that  a 
money  market  fund  may  experience 
such  principal  volatility. 

Some  commenters  recognized  that 
making  principal  gains  and  losses  more 
apparent  to  investors  could  recalibrate 
investors’  perceptions  of  the  risks 
inherent  in  money  market  funds. a 
number  of  commenters  argued, 
however,  that  institutional  investors 
who  invest  in  money  market  funds  that 
will  be  subject  to  a  floating  NAV  are 
well  aware  of  the  risks  of  money  market 
funds  and  that  money  market  fund 
shares  may  fluctuate  in  value.^®"*  But 
contrar}'  to  institutional  investors’ 
purported  existing  knowledge  of  those 
risks,  when  the  reality  of  potential 
principal  losses  became  more  apparent 
during  the  financial  crisis,  many  of 
them  redeemed  heavily  from  money 
market  funds. Our  floating  NAV 
reform,  by  requiring  that  investors 


We  acknowledge,  however,  that  although  we 
expect  money  market  fund  shares  priced  to  four 
decimal  places  likely  will  fluctuate  on  a  somewhat 
regular  basis,  they  are  not  likely  to  fluctuate  daily 
primarily  due  to  the  high  quality  and  short  duration 
of  the  fund’s  underlying  portfolio  securities.  A  few 
commenters  argued  that  a  floating  NAV  will  not 
necessarily  inform  investors  because  NAVs  may  not 
fluctuate  much.  See,  e.g.,  Federated  IV  Comment 
Letter;  HSBC  Comment  Letter;  ICI  Comment  Letter. 
Our  staff  estimates,  based  on  a  historical  analysis 
of  money  market  fund  shadow  prices,  that  money 
market  funds  would  have  floated  just  over  50%  of 
the  time  if  priced  to  four  decimal  places.  See  infra 
note  502  and  accompanying  text. 

See,  e.g.  Vanguard  Comment  Letter  (“The 
reason  the  floating  NAV  would  mitigate  the  risk  of 
disruptive  shareholder  redemptions  in  institutional 
prime  MMFs  is  that  the  process  of  moving  from  a 
stable  NAV  to  a  floating  NAV  will  force  the 
shareholders  of  those  funds,  which  tend  to  be 
concentrated  with  professional  investors  who 
cannot  withstand  any  share  price  movement,  into 
different  investment  vehicles.  The  shareholders 
who  remain  will  have  a  greater  tolerance  for  loss, 
making  them  less  likely  to  flee  at  the  first  sign  of 
stress.’’). 

‘*93  See,  e.g.,  Schwab  Comment  Letter;  Fin.  Svcs. 
Roundtable  Comment  Letter;  Boston  Federal 
Reser\'e  Comment  Letter. 

‘*94  See,  e.g..  Federated  IV  Comment  Letter  (citing 
to  comments  submitted  on  the  FSOC  Proposed 
Recommendations);  Hanson  et  al.  Comment  Letter. 
Commenters  also  noted  that  investors  already 
understand  that  money  market  funds  can  “break  the 
buck.’’  See,  e.g..  Comment  Letter  of  OFl  Global 
Asset  Management,  Inc.  (Sept.  17,  2013) 
(“Oppenheimer  Comment  Letter’’);  Dreyfus 
Comment  Letter;  UBS  Comment  Letter;  Wells  Fargo 
Comment  Letter;  Comment  Letter  of  Key  Bank,  NA 
(Sept.  16,  2013)  (“Key  Bank  Comment  Letter”). 

■*95  Some  commenters  agreed  with  this  view.  See, 
e.g.,  American  Bankers  Ass’n  Comment  Letter; 

Angel  Comment  Letter. 


experience  any  gains  or  losses  in 
principal  when  they  transact  in  money 
market  fund  shares,  will  more  fully 
reveal  the  risk  from  changes  in  the 
fund’s  principal  value  to  shareholders. 

Finally,  some  commenters  also 
suggested  that  enhanced  disclosure 
(including  daily  Web  site  reporting  of 
shadow  NAVs),  rather  than  a  floating 
NAV,  would  be  a  more  efficient  and  less 
costly  way  to  achieve  the  same  goal. “*9® 
We  agree  that  daily  disclosure  of  funds’ 
shadow  NAVs  does  improve  visibility  of 
risk  to  some  degree,  by  making  the 
information  about  NAV  fluctuations 
available  to  investors  should  they 
choose  to  seek  it  out.  But  the  mere 
availability  of  this  information  cannot 
provide  the  same  effect  that  is  provided 
by  institutions  experiencing  actual 
fluctuations  in  the  value  of  their 
investments  (or  acknowledging,  through 
their  investment  in  a  fully  disclosed 
floating  NAV  investment  product,  their 
willingness  to  accept  daily  fluctuations 
in  share  price  value),  which  will  be 
provided  by  a  floating  NAV. 

4.  Money  Market  Fund  Pricing 

Having  determined  to  adopt  the 
floating  NAV  reform  for  institutional 
prime  funds,  there  is  a  separate  (albeit 
related)  issue  of  how  to  price  the  shares 
for  transactions.  Today,  for  the  reasons 
discussed  previously  in  this  section,  we 
are  amending  rule  2a-7  to  eliminate  the 
exemption  that  currently  permits 
institutional  prime  funds  to  maintain  a 
stable  NAV  through  amortized  cost 
valuation  and/or  penny  rounding 
pricing. \i\Jq  are  also  adopting,  as 
proposed,  an  additional  requirement 
that  these  money  market  funds  value 
their  portfolio  assets  and  price  fund 
shares  by  rounding  the  fund’s  current 
NAV  to  four  decimal  places  in  the  case 
of  a  fund  with  a  $1.0000  share  price  or 
an  equivalent  or  more  precise  level  of 
accuracy  for  money  market  funds  with 
a  different  share  price  (e.g.,  a  money 
market  fund  with  a  $10  target  share 
price  could  price  its  shares  at 


■*96  See,  e.g..  Federated  IV  Comment  Letter;  ICI 
Comment  Letter;  J.P.  Morgan  Comment  Letter; 
SIFMA  Comment  Letter;  Chamber  II  Comment 
Letter.  A  few  commenters  suggested  that  money 
market  funds  be  required  to  transact  in  fund  shares 
to  the  same  level  of  precision  as  disclosed  on  fund 
Web  sites,  which  is  the  approach  that  we  are 
adopting  today.  See,  e.g..  Fidelity  Comment  Letter 
(stating  that  money  market  fimds  should  disclose 
(on  fund  Web  sites)  the  NAV  to  the  same  precision 
as  it  prices  its  shares  for  transactions  in  order  to 
avoid  arbitrage  opportunities  based  on  asymmetry 
of  information). 

■*97  As  discussed  further  below,  under  our  final 
rule  amendments,  government  and  retail  money 
market  funds  will  be  permitted  to  use  the  amortized 
cost  method  and/or  penny-rounding  method  to 
maintain  a  stable  price  per  shfue  as  they  do  today. 


$10,000).’*®®  Accordingly,  the  final 
amendments  change  the  rounding 
convention  for  money  market  funds  that 
are  required  to  adopt  a  floating  NAV — 
from  penny  rounding  (i.e.,  to  the  nearest 
one  percent)  to  “basis  point’’  rounding 
(i.e.,  to  the  nearest  1/1 00th  of  one 
percent),  which  is  a  more  precise 
standard  than  other  mutual  funds  use 
today. 

We  proposed  to  require  that 
institutional  prime  funds  use  basis  point 
rounding  and  we  noted  that  basis  point 
rounding  appeared  to  be  the  level  of 
sensitivity  that  would  be  required  if 
gains  and  losses  were  to  be  regularly 
reflected  in  the  share  price  of  money 
market  funds  in  all  market 
environments,  including  relatively 
stable  market  conditions.  We  also  noted 
that  this  level  of  precision  may  help 
more  effectively  inform  investor 
expectations  regarding  the  floating 
nature  of  their  shares.’*®®  In  money 
market  funds  today,  there  is  no 
principal  volatility  unless  the  fund 
breaks  the  buck,  and  thus  this  indicator 
of  risk  may  not  have  always  been 
readily  apparent. 

As  discussed  in  the  Proposing 
Release,  we  considered,  as  an 
alternative  to  the  basis  point  rounding 
requirement  that  we  are  adopting  today 
(which  is  a  condition  for  relying  on  rule 
2a-7  for  institutional  prime  money 
market  funds),  requiring  institutional 
prime  funds  to  price  and  transact  in 
fund  shares  at  a  precision  of  1/1 0th  of 
one  percent  (which  is  typically  the 
equivalent  of  three  decimal  places  at 
$10.00  share  price)  (“10  basis  point 
rounding’’),  like  other  mutual  funds.  But 
in  the  Proposing  Release,  we  noted  our 
concern  that  10  basis  point  rounding 
may  not  be  sufficient  to  ensure  that 
investors  can  regularly  observe  the 
investment  risks  that  are  present  in 
money  market  funds,  particularly  if 
funds  manage  themselves  in  such  a  way 
that  their  NAVs  remain  constant  or 
nearly  constant.®®* 

In  considering  whether  to  require 
basis  point  rounding  or,  instead,  to 
allow  10  basis  point  rounding,  we  have 
looked  to  the  potential  for  price 


■*98  See  rule  2a-7(c)(l)(ii).  Mutual  funds  that  are 
not  relying  on  the  exemptions  provided  by  rule  2a- 
7  today  are  required  to  price  and  transact  in  fund 
shares  rounded  to  a  minimum  of  1/lOth  of  1 
percent,  or  three  decimal  places.  See  ASR  219, 
supra  note  5. 

‘*“9  See  Proposing  Release,  supra  note  25,  at 
section  in.A.2. 

390  Some  commenters  recognized  that  making 
gains  and  losses  more  apparent  to  investors  could 
help  recalibrate  investors’  perceptions  of  the  risks 
inherent  in  money  market  funds.  See,  e.g.,  Schwab 
Comment  Letter;  Fin  Svcs.  Roundtable  Comment 
Letter;  Boston  Federal  Reser\'e  Comment  Letter. 

39*  See  supra  note  491. 
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fluctuations  under  the  two  approaches. 
Based  on  our  staff  analysis  of  Form  N- 
MFP  data  between  November  2010  and 
November  2013,  53%  of  money  market 
funds  have  fluctuated  in  price  over  a 
twelve-month  period  with  a  NAV  priced 
using  basis  point  rounding,  compared 
with  less  than  5%  of  money  market 
funds  that  would  have  fluctuated  in 
price  using  10  basis  point  rounding. 

We  recognize  that,  either  way,  this 
limited  fluctuation  in  prices  is  the  result 
of  the  nature  of  money  market  fund 
portfolios,  whose  short  duration  and/or 
high  quality  generally  results  in 
fluctuations  in  value  primarily  when 
there  is  a  credit  deterioration  or  other 
significant  market  event. ^“3  Because  of 
the  nature  of  money  market  fund 
portfolios,  pricing  with  the  accuracy  of 
basis  point  rounding  should  better 
reflect  the  nature  of  money  market 
funds  as  an  investment  product  by 
regularly  showing  market  gains  and 
losses  in  an  institutional  prime  money 
market  fund’s  portfolio. 

After  considering  the  results  of  the 
staff’s  analysis,  we  are  persuaded  to 
require  basis  point  rounding.  We  believe 
that  some  of  the  institutional  investors 
in  these  funds  may  not  appreciate  the 
risk  associated  with  money  market 
funds. 305  As  for  this  subset  of 
institutional  investors,  we  believe  that 
the  basis  point  rounding  requirement 
may  accentuate  the  visibility  of  the  risks 
in  money  market  funds  by  causing  these 
shareholders  to  experience  gains  and 
losses  when  the  funds’  value  fluctuates 
by  1  basis  point  or  more.^oo  We  further 


Our  staff  has  updated  its  analysis  from  the 
discussion  in  the  Proposing  Release.  See  Proposing 
Release,  supra  note  25,  at  section  III. A. 2  and  n.l64. 

See,  e.g.,  Comment  Letter  of  Arnold  &  Porter 
LLP  on  behalf  of  Federated  Investors  (Elimination 
of  the  Use  of  Amortized  Cost  Method  of  Valuation 
by  Stable  Value  Money  Market  Funds)  (Sept.  16, 
2013)  ("Federated  VI  Comment  Letter”). 

Sec  HSBC  Comment  Letter. 

®“®To  be  sure,  this  may  not  generally  include  the 
more  sophisticated  institutional  investors  who  have 
professional  financial  experts  advising  them  and 
carefully  monitoring  their  investments.  See,  e.g.. 
Federated  IV  Comment  Letter  (citing  to  comments 
submitted  on  the  FSOC  Proposed 
Recommendations;  Hanson  et  al.  Comment  Letters). 
But  within  the  class  of  institutional  investors,  we 
understand  that  there  are  many  less  sophisticated 
investors — e.g.,  smaller,  closely  held  corporations — 
who  rely  on  money  market  funds  to  manage  their 
cash  flow  but  who  are  not  fully  aware  of  the  risks 
and  the  potential  for  loss. 

^“'■'See,  e.g..  Report  of  the  President’s  Working 
Group  on  Financial  Markets,  Money  Market  Fund 
Reform  Options  (Oct.  2010)  (“PWG  Report”), 
available  at  http://www.treasur}'.gov/press-center/ 
prcss-releases/Documents/ 
10.21%20PWG%20Report%20Final.pdf,  at  22 
("Investors’  perceptions  that  MMFs  are  virtually 
riskless  may  change  slowly  and  unpredictably  if 
NAV  fluctuations  remain  small  and  rare.  MMFs 
with  floating  NAVs,  at  least  temporarily,  might  even 
be  more  prone  to  runs  if  investors  who  continue  to 
see  shares  as  essentially  risk-free  react  to  small  or 


believe  this  may,  in  turn,  have  two 
potential  effects  that  are  consistent  with 
our  overall  goal  of  addressing  features  in 
money  market  funds  that  can  make 
them  susceptible  to  heavy  redemption. 
First,  to  the  extent  that  some  of  these 
investors  become  more  aware  of  the 
risks,  they  may  develop  an  increased 
risk  tolerance  that  could  help  make 
them  less  prone  to  run.^oz  Second,  by 
helping  make  the  risk  more  apparent 
through  periodic  price  fluctuations, 
basis  point  rounding  may  help  signal  to 
those  investors  who  cannot  tolerate  the 
risk  associated  with  the  fluctuating  NAV 
that  they  should  migrate  to  other 
investment  options,  such  as  government 
funds. 308  Because  basis  point  rounding 
is,  as  the  staff’s  study  demonstrated, 
more  likely  to  produce  price 
fluctuations  than  10  basis  point 
rounding,  we  believe  it  is  more  likely  to 
have  these  desired  effects. 309 

a.  Other  Considerations 

We  recognize  that  10  basis  point 
rounding  would  provide  certain 
benefits.  For  example,  it  could  provide 


temporary  changes  in  the  value  of  their  shares.”); 
Comment  Letter  of  Federated  Investors,  Inc.  (May 
19,  2011)  (available  in  File  No.  4-619)  ("Federated 
May  2011  Comment  Letter”)  (stating  that  “managers 
would  employ  all  manners  of  techniques  to 
minimize  the  fluctuations  in  their  funds’  NAVs” 
and,  therefore,  “li]nvestors  would  then  expect  the 
funds  to  exhibit  very  low  volatility,  and  would 
redeem  their  shares  if  the  volatility  exceeded  their 
expectations”).  As  discussed  above,  we  believe  that 
our  floating  NAV  reform  improves  the  allocation  of 
risk  and  should  result  in  better-informed  investors 
that,  by  choosing  to  invest  in  a  floating  NAV, 
appreciate  and  are  willing  to  tolerate  the  risks  of 
principal  volatility,  even  if  those  fluctuations  do 
not  occur  on  a  daily  basis.  See  supra  section 
1I1.B.3.C. 

^07  Several  commenters  agreed  with  this  position. 
See,  e.g..  Comment  Letter  of  Eric  S.  Rosengren, 
President,  Federal  Reserve  Bank  of  Boston,  et  al. 
(Sept.  12,  2013)  (“Fed  Bank  President  Comment 
Letter”)  ("We  agree  with  the  SEC’s  position  that  a 
floating  NAV  requirement,  if  properly 
implemented,  could  recalibrate  investors’ 
perception  of  the  risks  inherent  in  a  fund  by 
‘making  gains  and  losses  a  more  regularly 
observ'able  occurrence’.”);  HSBC  Comment  Letter. 

See,  e.g..  Fed  Bank  President  Comment  Letter 
(“Because  a  constant  NAV  MMMF  generally  draws 
risk-averse  investors,  it  is  likely  that  given  an 
appropriate  transition  period,  the  investor  base 
would  either  change  or  become  more  tolerant  of 
NAV  fluctuations,  lowering  the  chance  of 
destabilizing  runs.”). 

509  We  are  concerned  that,  were  we  to  adopt  10 
basis  point  rounding,  institutional  prime  money 
market  funds  would  not  regularly  float  during 
normal  market  times,  in  which  case  certain 
institutional  investors  may  not  fully  appreciate  that 
the  investment  has  risks  and  they  might  thus  invest 
in  the  product  despite  their  lower  risk  tolerance. 

See,  e.g.,  PWG  Report,  supra  note  506,  at  10 
("Investors  have  come  to  view  MMF  shares  as 
extremely  safe,  in  part  because  of  the  funds’  stable 
NAVs  and  sponsors’  record  of  supporting  funds  that 
might  otherwise  lose  value.  MMFs’  history  of 
maintaining  stable  value  has  attracted  highly  risk- 
averse  investors  who  are  prone  to  withdraw  assets 
rapidly  when  losses  appear  possible.”). 


consistency  in  pricing  among  all 
floating  NAV  mutual  funds  and  this 
could  reduce  investors’  incentives  to 
reallocate  assets  into  other  potentially 
riskier  floating  NAV  mutual  funds  (e.g., 
ultra-short  bond  funds)  that  some 
commenters  suggested  may  appear  to 
present  less  volatility.  A  number  of 
commenters  argued  for  this  alternative, 
suggesting  that  money  market  funds 
should  not  be  required  to  use  a  more 
precise  rounding  convention  than  what 
is  required  of  other  mutual  funds. 3^0 

Notwithstanding  these  potential 
benefits,  as  discussed  above  we  believe 
there  are  sufficient  countervailing 
considerations  that  make  it  appropriate 
to  require  basis  point  rounding  for 
institutional  prime  money  market  funds. 
Further,  we  are  requiring  this  additional 
level  of  precision  because  institutional 
prime  money  market  funds  are  distinct 
from  other  mutual  funds  in  their 
regulatory  structure,  purpose,  and 
investor  risk  tolerance,  as  well  as  the 
risks  they  pose  of  investor  dilution  and 
to  well-functioning  markets. 
Accordingly,  we  believe  on  balance  that 
it  is  appropriate  to  require  these  money 
market  funds  to  use  a  more  precise 
pricing  and  rounding  convention  than 
used  by  other  mutual  funds. 

Some  commenters  also  argued  that 
enhanced  disclosure  (including  daily 
Web  site  reporting  of  shadow  NAVs), 
would  be  a  more  efficient  and  less 
costly  way  to  achieve  the  same  goal.3i'> 
We  agree  that  daily  disclosure  of  funds’ 
shadow  NAVs  does  improve  visibility  of 
risk  to  some  degree,  by  making  the 
information  about  NAV  fluctuations 
available  to  investors  should  they 
choose  to  seek  it  out.  But  we  are 
skeptical  that,  as  to  the  subset  of 
institutional  investors  who  are  less 
aware  of  the  risks,  the  mere  availability 
of  this  information  can  provide  the  same 
level  of  impact  than  is  provided  by 
actually  experiencing  fluctuations  in  the 
investment  value  (or  acknowledging, 
through  these  investors’  investment  in  a 
fully  disclosed  floating  NAV  investment 
product,  their  willingness  to  accept 
daily  fluctuations  in  share  price  value), 
which  will  be  provided  by  a  floating 
NAV  priced  using  basis  rounding.  In  a 
similar  vein,  one  commenter  suggested 
that,  as  an  alternative  to  a  floating  NAV, 
we  consider  a  modified  penny-rounding 
pricing  method  whereby  a  money 
market  fund  would  be  permitted  to 
calculate  an  unrounded  NAV  once  each 


®’“See,  e.g.,  BlackRock  II  Comment  Letter;  Legg 
Mason  &  Western  Asset  Comment  Letter;  Fidelity 
Comment  Letter. 

See,  e.g..  Federated  IV  Comment  Letter;  ICI 
Comment  Letter;  ].P.  Morgan  Comment  Letter; 
SIFMA  Comment  Letter;  Chamber  II  Comment 
Letter. 
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day  and  therefore,  absent  a  significant 
market  event,  use  the  previous  day’s 
portfolio  valuation  for  any  intraday 

NAV  calculations. Under  this 

approach,  money  market  funds  w'ould 
disclose  their  basis-point  rounded  price, 
but  only  transact  at  the  penny-rounded 
price. Although  we  recognize  that 
such  an  approach  would  likely  retain 
the  efficiencies  associated  with 
amortized  cost  valuation,  this 
alternative  is  not  without  other  risks, 
including  the  use  of  potentially  stale 
valuation  data.  More  significantly, 
unlike  our  floating  NAV  reform,  this 
alternative  does  not  address  the  first- 
mover  advantage  or  risks  of  investor 
dilution  discussed  above. 

Several  commenters  argued  that  basis 
point  rounding  is  an  artificial  means  to 
increase  the  volatility  of  floating  NAV 
funds  and  would  mislead  investors  by 
exaggerating  the  risks  of  investing  in 
money  market  funds  compared  to  ultra- 
short  bond  funds,  and  suggested  that 
instead  we  should  adopt  10  basis  point 
rounding. 5  For  example,  one 
commenter  noted  that  basis  point 
rounding  is  so  sensitive  that  it  might 
produce  price  distinctions  among  funds 
that  result  merely  from  the  valuation 
model  used  by  a  pricing  service,  rather 
than  from  a  difference  in  the  intrinsic 
value  of  the  securities  (“model 
noise’’). We  do  not  believe  that  basis 
point  rounding  will  mislead  investors, 
nor  do  we  believe  that  price  changes  at 
the  fourth  decimal  place  will  generally 
be  a  result  of  “model  noise’’  rather  than 
reflecting  changes  in  the  market  value  of 
the  fund’s  portfolio. We  note  that 
today  many  money  market  funds  are 
voluntarily  disclosing  their  shadow 
price  with  basis  point  rounding,  and 
they  are  prohibited  from  doing  so  if  the 
shadow  price  was  misleading  to 
investors.  Funds  have  also  been 
required  to  report  their  shadow  NAVs  to 
us  on  Form  N-MFP  priced  to  the  fourth 
decimal  place  since  the  inception  of  the 
form,  and  we  have  found  the  shadow 
NAVs  priced  at  this  level  useful  and 


See  Comment  Letter  of  Federated  Investors, 
Inc.  (Nov.  6,  2013):  see  also  Comment  Letter  of 
Arnold  &  Porter  LLP  on  behalf  of  Federated 
Investors  (July  16,  2014).  We  note  that  this 
alternative,  if  combined  with  fees  and  gates,  is  very 
similar  to  the  fees  and  gates  alternative  we 
proposed  (which  included  a  requirement  for  penny- 
rounded  pricing).  We  discuss  why  we  have  chosen 
not  to  adopt  that  alternative  in  section  lU.L.l. 

513 /d, 

51^  See  supra  section  1I1.B.3. 

515  See,  e.g.,  Schwab  Comment  Letter;  Stradley 
Ronon  Comment  Letter;  SIFMA  Comment  Letter; 
Legg  Mason  &  Western  Asset  Comment  Letter; 
Fidelity  Comment  Letter. 

515  See  Goldman  Sachs  Comment  Letter. 

517  See,  e.g.,  HSBC  Comment  Letter  (noting  that 
basis  point  rounding  would  “better  reflect  gains  and 
losses”  than  3  decimal  place  rounding). 


relevant  in  our  risk  monitoring  efforts. 
For  example,  reporting  of  shadow  prices 
to  four  decimal  places  provides  a  level 
of  precision  (as  compared  with  three 
decimal  place  rounding)  needed  for  our 
staff  to  fully  evaluate  and  monitor  the 
impact  of  credit  events  on  money 
market  fund  share  prices.®^® 

Some  commenters  also  stated  that 
ultra-short  bond  funds  priced  using  10 
basis  point  rounding  might  appear  less 
volatile  than  money  market  funds 
priced  using  basis  point  rounding.®^®  As 
a  result,  these  commenters  noted  what 
they  viewed  as  the  undesirable  effect 
that  investors  might  be  incentivized  to 
move  their  assets  into  ultra-short  bond 
funds  that  have  similar  investment 
parameters  to  money  market  funds  but 
are  not  required  to  adhere  to  the  risk- 
limiting  conditions  of  rule  2a-7.®2o 
Based  on  our  staff  analysis  of 
Morningstar  data  between  November 
2010  and  November  2013,  100%  of 
ultra-short  bond  funds  have  fluctuated 
in  price  over  a  twelve-month  period 
with  a  NAV  priced  using  10  basis  point 
rounding,  compared  with  53%  of  money 
market  funds  that  would  have 
fluctuated  in  price  using  basis  point 
rounding. Accordingly,  we  do  not 
believe  that  it  is  likely  investors  will 
view  ultra-short  bond  funds  as  less 
volatile  than  money  market  funds 
priced  using  basis  point  roimding.  We 
also  note,  however,  that  because  floating 
NAV  money  market  funds  and  ultra- 
short  bond  funds  invest  in  different 
securities  and  are  subject  to  different 
regulatory  requirements  (including  risk- 
limiting  conditions),  investors  may 
consider  these  factors  when  evaluating 
the  risk  profile  of  these  different 
investment  products. Existing 
disclosure  requirements,  along  with  the 
amendments  to  money  market  fund 


5’B  Basis  point  precision  will  also  enable  our  staff 
to  monitor  the  effect  of  shifts  in  interest  rates  on 
money  market  fund  share  prices  (particularly  in 
more  regular  market  conditions). 

5'“'  See,  e.g.,  BlackRock  II  Comment  Letter; 
Stradley  Ronon  Comment  Letter;  SIFMA  Comment 
Letter;  Fidelity  Comment  Letter. 

520  We  note  that  other  features  of  ultra-short  bond 
funds  may  counter  this  incentive,  including  that 
they  are  generally  not  a  cash  equivalent  for 
accounting  purposes  and  their  less  favorable  tax 
treatment  than  what  the  Treasury  Department  and 
IRS  have  proposed  and  issued  today.  See  infra 
section  III.B.6. 

521  Using  Morningstar  data,  our  staff  analyzed  the 
monthly  NAV  fluctuations  of  54  active  ultra-short 
bond  fund  share  classes  during  November  2010  and 
November  2013.  The  money  market  fund  data  was 
obtained  using  Form  N-MFP  data.  See  supra  note 
502  and  accompanying  text. 

522  As  discussed  in  infra  section  III.B.6,  the 
Treasury  Department  and  the  IRS  will  issue  today 
a  revenue  procedure  that  exempts  from  the  wash 
sale  rule  dispositions  of  shares  in  any  floating  NAV 
money  market  fund.  This  exemption  does  not  apply 
to  ultra-short  bond  funds. 


disclosure  requirements  we  are  adopting 
today,  are  designed  to  help  investors 
understand  these  differences  and  the 
associated  risks. 

b.  Implementation  of  Basis  Point 
Rounding 

One  commenter  noted  that  basis  point 
rounding  “should  be  relatively 
straightforward  for  the  industry  to 
accommodate.’’  ^^3  a  number  of 
commenters,  however,  objected  to  our 
proposed  amendment  to  require  that 
floating  NAV  money  market  funds  price 
and  transact  their  shares  at  the  fourth 
decimal  place.  Commenters  stated  that 
pricing  and  transacting  at  four  decimal 
places  (as  opposed  to  reporting  only 
their  shadow  price  at  four  decimal 
places)  would  be  operationally 
expensive  and  overly  burdensome 
because  money  market  fund  systems  are 
typically  designed  for  processing  all 
mutual  funds, which  generally 
process  and  record  transactions  rounded 
to  the  nearest  penny  (which  is  typically 
the  equivalent  of  three  decimal  places  at 

a  $10.00  share  price). vVe 

acknowledge  that  money  market  funds, 
intermediaries,  and  shareholders  will 
likely  incur  significant  costs  in  order  to 
modify  their  systems  to  accommodate 
pricing  and  transacting  in  fund  shares 
rounded  to  four  decimals.  We  discuss 
these  costs  in  section  III. B. 8. a  below.  We 
understand,  however,  that  because 
virtually  all  mutual  funds  (including 
money  market  funds),  regardless  of 
price,  round  their  NAV  to  the  nearest 
penny,  these  system  change  costs  will 
be  incurred  if  we  require  money  market 
funds  to  float  their  NAV,  regardless  of 
whether  we  require  the  use  of  basis 
point  rounding  (unless  funds  were  to  re¬ 
price  to  $10.00  per  share). 


523  Comment  Letter  of  Interactive  Data 
Corporation  (Sept.  17,  2013)  (“Interactive  Data 
Comment  Letter”). 

52“*  See  supra  note  500. 

525  See,  e.g.,  BlackRock  II  Comment  Letter; 

Invesco  Comment  Letter;  Schwab  Comment  Letter; 
Legg  Mason  &  Western  Asset  Comment  Letter;  ICI 
Comment  Letter. 

526  We  understand  that  virtually  all  systems 
round  to  the  nearest  penny  when  processing  fund 
share  transactions.  See  ICI  Comment  Letter. 
Accordingly,  if  a  money  market  fund  continued  to 
be  priced  at  a  dollar,  even  if  rounded  to  the  third 
decimal  place,  we  understand  that  similar 
significant  systems  changes  would  be  necessary  to 
transact  and  report  in  fund  shares  priced  at  SI. 000. 
We  note  that  money  market  funds  would  be  able 
to  avoid  these  costs  and  move  floating  NAV  money 
market  funds  to  existing  mutual  fund  systems  by  re¬ 
pricing  fund  shares  to  SIOO.OO  per  share,  under  a 
basis  point  rounding  requirement.  See  id.  We 
recognize  that  such  a  transition  might  create  other 
costs,  such  as  proxy  solicitation  if  the  fund’s  charter 
prohibits  such  a  re-pricing  and  potential  investor 
resistance  to  using  a  cash  management  product  that 
prices  based  on  a  SIOO.OO  initial  share  price.  See 
id.  (noting  that  basis  point  rounding  would  be 

Continued 


47782 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


A  few  commenters  also  noted  that 
although  basis  point  rounding  may 
convey  the  risk  of  a  floating  NAV  to 
investors  more  clearly  by  reflecting  very 
small  fluctuations  in  value,  it  does  so  at 
a  significant  cost — increasing  the  tax 
and  accounting  burdens  associated  with 
the  realized  gains  and  losses  that  would 
result  from  more  frequent  changes  in  a 
money  market  fund’s  NAV  per  share. ^^7 
As  discussed  in  section  III. B. 6. a  below, 
however,  the  Treasury  Department  and 
IRS  are  today  proposing  a  new 
regulation  that  would  permit  investors 
to  elect  to  use  a  “simplified  aggregate 
mark-to-market  method”  to  determine 
annual  realized  gains  or  losses  and 
therefore  eliminate  the  need  to  track 
purchase  and  sale  transactions. 
Therefore,  it  is  unlikely  that  there  will 
be  increased  operational  burdens  that 
result  from  tax  or  accounting  costs 
associated  with  more  frequent  realized 

gains  or  losses. ^28 
c.  Economic  Analysis 

Under  our  final  amendments,  and  as 
we  proposed,  institutional  prime  funds 
will  round  prices  and  transact  in  fund 
shares  to  four  decimal  places  in  the  case 
of  a  fund  with  a  $1.00  target  share  price 
[i.e.,  $1.0000)  or  an  equivalent  or  more 
precise  level  of  accuracy  for  money 
market  funds  with  a  different  share 
price.  During  normal  market  conditions, 
rounding  prices  and  transacting  in  fund 
shares  at  four  decimal  places  will 
provide  investors  an  opportunity  to 
better  understand  the  risks  of 
institutional  prime  funds  as  an 
investment  option  and  will  provide 
investors  with  improved  transparency 
in  pricing.  This  should  positively  affect 
competition.  During  times  of  stress,  it 
will  reduce  much  of  the  economic 
incentive  for  shareholders  to  redeem 
shares  ahead  of  other  investors  at  a 
stable  net  asset  value  when  the  market 
value  of  portfolio  holdings  fall  and  will 
reduce  shareholder  dilution.  As  such, 
the  risk  of  heavy  share  redemptions 
should  decrease,  and  shareholders  will 


workable  (without  significant  costs)  if  money 
market  funds  moved  to  a  SIOO.OO  price  per  share, 
but  suggesting  that  investors  would  be  unlikely  to 
use  a  cash  management  product  priced  at  this 
level).  We  agree  with  this  commenter  that  it  is 
unlikely  that  investors  would  invest  in  a  money 
market  fund  that  implements  an  initial  SIOO.OO 
share  price  in  a  floating  NAV  money  market  fund. 
If  a  money  market  fund  chose  to  do  so,  we  estimate 
that  each  fund  would  incur  one-time  proxy 
solicitation  costs  of  S100,000.  See  infra  note  735 
and  accompanying  text. 

See,  e.g.,  BlackRock  11  Comment  Letter;  UBS 
Comment  Letter. 

52®  As  discussed  in  section  lll.B.G.a.i,  however, 
investors  are  likely  to  incur  additional,  although 
small,  realized  gains  and/or  losses  as  a  result  of 
more  frequent  fluctuations  in  the  share  price  under 
a  floating  NAV  priced  to  four  decimal  places. 


be  freated  more  equitably  as  they  absorb 
their  proportionate  share  of  gains, 
losses,  and  costs.  In  addition,  rounding 
prices  and  transacting  in  fund  shares  at 
four  decimal  places  may  help  to  further 
reduce  the  incentive  for  shareholders  to 
redeem  shares  ahead  of  other  investors 
by  helping  less  informed  investors 
better  understand  the  inherent  risks  in 
money  market  funds.  As  such,  the  risk 
of  heavy  share  redemptions  may 
decrease  as  investors  experience  greater 
information  efficiency  and  allocative 
efficiency  by  better  understanding  the 
risks  more  closely  and  directing  their 
investments  accordingly.  Reducing  the 
risk  of  heavy  share  redemptions  by 
removing  the  first-mover  advantage 
should  promote  capital  formation  by 
making  money  market  funds  a  more 
stable  source  of  financing  for  issuers  of 
short-term  credit  instruments.  We 
recognize,  however,  that  as  discussed 
below  in  section  ILK,  to  the  extent  that 
money  flows  out  of  institutional  prime 
floating  NAV  funds  and  into  alternative 
investment  vehicles,  capital  formation 
may  be  adversely  affected. 

5.  Amortized  Cost  and  Penny  Rounding 
for  Stable  NAV  Funds 

As  discussed  above,  all  money  market 
funds  that  are  not  subject  to  our  targeted 
floating  NAV  reform  may  continue  to 
price  fund  shares  as  they  do  today  and 
use  the  amortized  cost  method  to  value 
portfolio  securities. 529  This  approach 
differs  from  our  2013  proposal,  in  which 
we  proposed  to  eliminate  the  use  of  the 
amortized  cost  method  of  valuation  for 
all  money  market  funds.  At  that  time, 
we  stated  that  amortized  cost  valuation 
or  penny  rounding  pricing  alone 
effectively  provides  the  same  50  basis 
points  of  deviation  from  a  fund’s 
shadow  price  before  the  fund  must 
“break  the  buck”  and  re-price  its  shares. 
Accordingly,  and  in  light  of  the  fact 
that,  under  our  proposal,  all  money 
market  funds  (including  stable  NAV 
funds)  would  be  required  to  disclose  on 
a  daily  basis  their  fund  share  prices 
with  their  portfolios  valued  using 
market-based  factors  (rather  than 
amortized  cost),  we  proposed  to 
eliminate  the  use  of  amortized  cost  for 
stable  NAV  funds  (but  to  continue  to 
permit  penny  rounding  pricing). 53o 

A  number  of  commenters  objected  to 
eliminating  amortized  cost  valuation  for 


52®  Stable  NAV  money  market  funds  may  also 
choose  to  use  the  penny  rounding  method  of 
pricing  fund  shares.  Under  our  amendments, 
government  and  retail  money  market  funds  will  be 
permitted  to  maintain  a  stable  NAV.  See  infra 
sections  IIl.C.l  and  II1.C.2. 

5®®  See  Proposing  Release,  supra  note  25,  at 
section  I1LA.3. 


stable  NAV  funds. Most  significantly, 
commenters  argued  that  prohibiting  the 
use  of  amortized  cost  valuation  would 
hinder  money  market  funds’  ability  to 
provide  for  intraday  purchases  and 
redemptions  and  same-day  settlement 
because  of  the  increased  time  required 
to  strike  a  market -based  price. 532  One 
commenter  noted,  for  example,  that  if  a 
money  market  fund  prices  at  the  close 
of  the  New  York  Stock  Exchange,  the 
fund  may  not  be  able  to  complete  the 
penny  rounding  process,  wire 
redemption  proceeds,  and  settle  fund 
trades  before  the  close  of  the 
Fedwire.533  Commenters  also  argued 
that  substituting  penny  rounding 
pricing  for  amortized  cost  valuation 
would  increase  costs  and  operational 
complexity  without  providing 
corresponding  benefits. 53^  A  few 
commenters  also  suggested  that,  in 
assessing  whether  to  eliminate 
amortized  cost  valuation  for  securities 
that  mature  in  more  than  60  days,  we 
should  consider  the  broader  systemic 
implications  of  a  potential  shift  in 
money  market  fund  portfolio  holdings 
towards  securities  that  mature  within  60 


55’  See  genera/Iy  BlackRock  II  Comment  Letter; 
Dreyfus  Comment  Letter;  Federated  VI  Comment 
Letter;  Wells  Fargo  Comment  Letter;  SIFMA 
Comment  Letter.  A  number  of  commenters 
suggested  that  amortized  cost  is  an  appropriate 
valuation  method  for  money  market  funds  because 
the  characteristics  of  typical  portfolio  holdings  (i.e., 
high  quality,  short  duration,  and  typically  held-to- 
maturity)  result  in  minimal  differences  between  a 
money  market  fund’s  NAV  calculated  using 
amortized  cost  and  a  fund’s  market-based  NAV. 

See,  e.g.,  Legg  Mason  &  Western  Asset  Comment 
Letter;  UBS  Comment  Letter;  Chamber  II  Comment 
Letter.  Commenters  also  suggested  that  amortized 
cost  valuation  may  increase  objectivity  and 
consistency  across  the  fund  industry  because 
money  market  instruments  do  not  often  trade  in  the 
secondary  markets  and  therefore  the  market-based 
prices  may  be  less  reliable.  See,  e.g..  Federated  VI 
Comment  Letter;  Goldman  Sachs  Comment  Letter; 
Legg  Mason  &  Western  Asset  Comment  Letter. 

522  See,  e.g..  Federated  VI  Comment  Letter 
(suggesting  that  it  would  take  a  minimmn  of  three 
to  four  hours  to  strike  a  market-based  NAV 
(assuming  there  are  no  technology'  problems), 
compared  with  as  little  as  one  hour  for  a  fund  using 
penny-rounded  pricing  and  amortized  cost 
valuation).  See  also,  e.g.,  Legg  Mason  &  Western 
Asset  Comment  Letter;  SunGard  Comment  Letter; 
UBS  Comment  Letter;  ICl  Comment  Letter; 
BlackRock  II  Comment  Letter. 

52®  See  Federated  VI  Comment  Letter. 

52'*  See,  e.g..  Federated  VI  Comment  Letter  (noting 
that  June  2012  survey  data  from  Form  N-MFP 
filings  shows  that  approximately  72%  of  prime 
money  market  fund  assets  had  maturities  of  less 
than  60  days).  As  a  result,  this  commenter  suggests 
that  substituting  penny  rounding  for  amortized  cost 
imposes  disproportionately  high  costs  without 
incremental  benefits  because  a  large  portion  of  fund 
portfolios  will  continue  to  use  amortized  cost  under 
current  Commission  guidance.  See  also,  e.g.,  Legg 
Mason  &  Western  Asset  Comment  Letter;  SunGard 
Gomment  Letter;  UBS  Gomment  Letter;  ICI 
Comment  Letter. 
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days  (in  order  to  avoid  the  need  to  use 
market-based  values). ^35 
We  no  longer  believe  that,  as  we 
stated  in  the  Proposing  Release,  there 
would  be  little  additional  cost  to  funds 
if  we  eliminated  amortized  cost 
valuation  (and  permitted  only  penny 
rounding)  for  all  money  market  funds 
(including  stable  NAV  money  market 
funds).  Our  belief  was,  in  part,  based  on 
the  fact  that,  as  proposed  (and  as  we  are 
adopting  today),  all  money  market  funds 
would  be  required  to  post  on  their  Web 
sites  daily  shadow  prices  (determined 
using  market-based  values)  rounded  to 
four  decimal  places.  Because,  under  our 
proposal  money  market  funds  would  be 
required  to  obtain  daily  market-based 
valuations  in  order  to  post  daily  shadow 
prices  to  fund  Web  sites,  we  believed 
that  funds  would  have  this  information 
readily  available  (and  therefore  not 
require  the  use  of  amortized  cost). 
Notwithstanding  this,  commenters 
noted,  however,  the  ability  to  use 
amortized  cost  valuation  provides  a 
significant  benefit  to  money  market 
funds  when  compared  to  penny 
rounding  pricing — the  ability  to  provide 
intraday  liquidity  to  shareholders  in  a 
cost-effective  and  efficient  manner.  We 
agree  with  commenters  that  eliminating 
amortized  cost  valuation  would  likely 
hinder  the  ability  of  funds  to  provide 
frequent  intraday  liquidity  to 
shareholders  and  may  impose 
unnecessar}^  costs  and  operational 
burdens  on  stable  NAV  money  market 
funds.  This  is  particularly  true  in  light 
of  the  fact  that  under  existing  regulatory 
restrictions  and  guidance,  a  material 
intraday  fluctuation  would  still  have  to 
be  recognized  in  fair  valuing  the 
security.  We  therefore  believe  that 
eliminating  amortized  cost  valuation  in 
the  context  of  stable  NAV  funds  would 
be  contrar}^  to  a  primary  goal  of  our 
rulemaking — to  preserve  to  the  extent 
feasible,  while  protecting  investors  and 
the  markets,  the  benefits  of  money 
market  funds  for  investors  and  the 
short-term  funding  markets  by  retaining 
a  stable  NAV  alternative. 

Accordingly,  we  are  not  adopting  the 
proposed  amendments  that  would 
prohibit  stable  NAV  money  market 
funds  from  using  amortized  cost  to 
value  portfolio  securities.  Rather,  under 
the  final  amendments,  stable  NAV  funds 
may  continue  to  price  fund  shares  as 
they  do  today,  using  the  amortized  cost 
method  to  value  portfolio  securities 
and/or  the  penny  rounding  method  of 
pricing.  Given  the  continued 


See,  e.g.,  Stradley  Ronon  Comment  Letter; 
SIFMA  Comment  Letter.  As  discussed  in  this 
section,  we  are  not  eliminating,  as  proposed,  the 
use  of  amortized  cost  valuation  for  stable  NAV 
money  market  funds  under  our  final  amendments. 


importance  of  amortized  cost  valuation 
under  our  final  rules,  we  are  providing 
expanded  valuation  guidance  related  to 
the  use  of  amortized  cost  and  other 
related  valuation  matters  in  section 
IIl.D. 

6.  Tax  and  Accounting  Implications  of 
Floating  NAV  Money  Market  Funds 

a.  Tax  Implications 

In  the  Proposing  Release,  we 
discussed  two  principal  tax 
consequences  of  requiring  certain 
money  market  funds  to  implement  a 
floating  NAV,  potentially  causing 
shareholders  to  experience  taxable  gains 
or  losses.  First,  under  tax  rules 
applicable  at  the  time  of  the  Proposing 
Release,  floating  NAV  money  market 
funds  (or  their  shareholders)  would  be 
required  to  track  the  timing  and  price  of 
purchase  and  sale  transactions  in  order 
to  determine  and  report  capital  gains  or 
losses.  Second,  floating  NAV  funds 
would  be  subject  to  the  “wash  sale” 
rule,  which  postpones  the  tcix  benefit  of 
losses  when  shareholders  sell  securities 
at  a  loss  and,  within  30  days  before  or 
after  the  sale,  buy  substantially  identical 
securities.  These  tax  consequences 
generally  do  not  exist  today,  because 
purchases  and  sales  of  money  market 
fund  shares  at  a  stable  $1.00  share  price 
do  not  generate  gains  or  losses.  Because 
we  are  today  adopting  the  floating  NAV 
requirement  for  certain  money  market 
funds  as  part  of  our  reforms,  we  have 
continued  to  analyze  the  related  tax 
effects.  As  discussed  below,  the 
Treasury  Department  and  IRS  will 
address  these  tax  concerns  to  remove 
almost  all  tax -related  burdens  associated 
with  our  floating  NAV  requirement. 

i.  Accounting  for  Net  Gains  and  Losses 

As  we  discussed  in  the  Proposing 
Release,  we  expected  taxable  investors 
in  floating  NAV  money  market  funds, 
like  taxable  investors  in  other  types  of 
mutual  funds,  to  experience  gains  and 
losses.  Accordingly,  we  expected 
shareholders  in  floating  NAV  money 
market  fvmds  to  owe  tax  on  any  realized 
gains,  to  receive  tax  benefits  from  any 
realized  losses,  and  to  be  required  to 
determine  those  amounts.  However, 
because  it  is  not  possible  to  predict  the 
timing  of  shareholders’  future 
transactions  and  the  amount  of  NAV 
fluctuations,  we  were  not  able  to 
estimate  with  any  specificity  the 
amount  of  any  increase  or  decrease  in 
shareholders’  tax  burdens.  Because  we 
expect  that  investors  in  floating  NAV 
money  market  funds  will  experience 
relatively  small  fluctuations  in  value, 
and  because  many  money  market  funds 
may  qualify  as  retail  and  government 


money  market  funds,  any  changes  in  tax 
burdens  likely  would  be  minimal. 

In  the  Proposing  Release,  we  also 
noted  that  tax  rules  generally  require 
mutual  funds  or  intermediaries  to  report 
to  the  IRS  and  shareholders  certain 
information  about  sales  of  shares, 
including  sale  dates  and  gross  proceeds. 
If  the  shares  sold  were  acquired  after 
January  1,  2012,  the  fund  or 
intermediary  would  also  have  to  report 
basis  and  whether  any  gain  or  loss  is 
long  or  short  term. 336  At  the  time  of  the 
Proposing  Release,  Treasury  regulations 
excluded  sales  of  stable  value  money 
market  funds  from  this  transaction 
reporting  obligation. 337  \/Ve  noted  that 
mutual  funds  and  intermediaries  (and, 
we  anticipated,  floating  NAV  money 
market  funds)  are  not  required  to  make 
reports  to  certain  shareholders, 
including  most  institutional  investors. 
The  regulations  call  these  shareholders 
“exempt  recipients.”  338 
We  have  been  informed  that  the 
Treasury  Department  and  the  IRS  today 
will  propose  new  regulations  to  make 
all  money  market  funds  exempt  from 
this  transaction  reporting  requirement, 
and  the  exemption  is  to  be  formally 
applicable  for  calendar  years  beginning 
on  or  after  the  date  of  publication  in  the 
Federal  Register  of  a  Treasury  Decision 
adopting  those  proposed  regulations  as 
final  regulations.  Importantly,  the 
Treasury  Department  and  the  IRS  have 
informed  us  that  the  text  of  the 
proposed  regulations  will  state  that 
persons  subject  to  transaction  reporting 
may  rely  on  the  proposed  exemption  for 
all  calendar  years  prior  to  the  final 
regulations’  formal  date  of  applicability. 
Therefore,  the  Treasury  and  IRS  relief 
described  above  is  available 
immediately. 

We  noted  in  the  Proposing  Release 
our  understanding  that  the  Treasury 
Department  and  the  IRS  were 
considering  alternatives  for  modifying 
forms  and  guidance:  (1)  To  include  net 
transaction  reporting  by  the  funds  of 
realized  gains  and  losses  for  sales  of  all 
mutual  fund  shares;  and  (2)  to  allow 
summary  income  tax  reporting  by 
shareholders.  Many  commenters  argued 
that  this  potential  relief  does  not  go  far 
enough  and  noted  that,  because 
institutions  are  exempt  recipients,  these 


new  reporting  requirements  (often 
referred  to  as  “basis  reporting”)  were  instituted  by 
section  403  of  the  Energy  Improvement  and 
Extension  Act  of  2008  (Division  B  of  Pub.  L.  110- 
343)  (26  U.S.C.  6045(g),  6045A,  and  6045B);  see 
also  26  CFR  1.6045-1;  Internal  Revenue  Service 
Form  1099-B.  These  new  basis  reporting 
requirements  and  the  pre-201 2  reporting 
requirements  are  collectively  referred  to  as 
“transaction  reporting.” 

537  See  26  CFR  1.6045-1  (c)(3)(vi). 

538  See  26  CFR  1. 6045-1  (c)(3)(i). 
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investors  would  still  incur  costs  to  build 
systems  to  track  and  report  their  own 
basis  information  and  calculate  gains 
and  losses. We  recognized  in  the 
Proposing  Release  the  limitations  of  this 
potential  tax  relief. 

We  have  been  informed  that  the 
Treasury  Department  and  the  IRS  today 
will  propose  new  regulations  that  will 
provide  more  comprehensive  and 
effective  relief  than  the  approaches 
described  in  the  Proposing  Release. 
These  regulations  will,  as  suggested  by 

one  commenter,54o  make  a  simplified 
aggregate  method  of  accounting 
available  to  investors  in  floating  NAV 
money  market  funds  and  are  proposed 
to  be  formally  applicable  for  taxable 
years  ending  after  the  publication  in  the 
Federal  Register  of  a  Treasury  Decision 
adopting  the  proposed  regulations  as 
final  regulations.  Importantly,  the 
Treasury  Department  and  the  IRS  have 
informed  us  that  the  text  of  the 
proposed  regulations  will  state  that 
taxpayers  may  rely  on  the  proposed 
rules  for  taxable  years  ending  on  or  after 
the  date  that  the  proposed  regulations 
are  published  in  the  Federal  Register. 
That  is,  because  investors  may  use  this 
method  of  accounting  before  final 
regulations  are  published,  the  Treasury 
Department  and  IRS  relief  is  available  as 
needed  before  then. 

The  simplified  aggregate  method  will 
allow  money  market  fund  investors  to 
compute  net  capital  gain  or  loss  for  a 
year  by  netting  their  annual 
redemptions  and  purchases  with  their 
annual  starting  and  ending  balances. 
Importantly,  for  shares  in  floating  NAV 
money  market  funds,  the  simplified 
aggregate  method  will  enable  investors 
to  determine  their  annual  net  taxable 
gains  or  losses  using  information  that  is 
currently  provided  on  shareholder 
account  statements  and — most 
important — will  eliminate  any 
requirement  to  track  individually  each 
share  purchase,  each  redemption,  and 
the  basis  of  each  share  redeemed.  We 
expect  that  the  simplified  aggregate 
method  will  significantly  reduce  the 
burdens  associated  with  tax 
consequences  of  the  floating  NAV 
requirement  because  funds  will  not 
have  to  build  new  tracking  and 
reporting  systems  and  shareholders  will 
be  able  to  calculate  their  tax  liability 

e.g.,  BlackRock  II  Comment  Letter; 

Schwab  Comment  Letter;  ICI  Comment  Letter. 

See  Comment  Letter  of  George  C.  Howell,  III, 
Hunton  &  Williams  LLP,  on  behalf  of  Federated 
Investors  (Tax  Compliance  Issues  Created  by 
Floating  NAV)  (May  1,  2014)  (“Federated  xll 
Comment  Letter”)  (suggesting  that  a  “mark  to 
market”  tax  accounting  method  would 
meaningfully  resolve  the  more  significant  tax  issue 
(as  compared  with  “wash  sale”  provisions) 
resulting  from  the  floating  NAV  reform). 


using  their  existing  shareholder  account 
statements,  rather  than  tracking  the 
basis  for  each  share.  We  have  also 
considered  the  effect  of  this  relief  on  the 
tax-related  burdens  associated  with 
accounting  for  net  gains  and  losses  in 
our  discussion  of  operational 
implications  below.^^i 

The  Treasury  Department  and  IRS 
have  informed  us  of  their  intention  to 
proceed  as  expeditiously  as  possible 
with  the  process  of  considering 
comments  and  issuing  final  regulations 
regarding  the  simplified  aggregate 
method  of  accounting  for  floating  NAV 
money  market  funds.  We  note  that 
money  market  funds  and  their 
shareholders  may  begin  using  the 
simplified  method  of  accounting  as 
needed  before  the  regulations  are 
finalized.  Were  the  Treasury 
Department  and  IRS  to  withdraw  or 
materially  limit  the  relief  in  the 
proposed  regulations,  the  Commission 
would  expect  to  consider  whether  any 
modifications  to  the  reforms  we  are 
adopting  today  may  be  appropriate. 

ii.  Wash  Sales 

As  discussed  in  the  Proposing 
Release,  the  “wash  sale”  rule  applies 
when  shareholders  sell  securities  at  a 
loss  and,  within  30  days  before  or  after 
the  sale,  buy  substantially  identical 
securities. Generally,  if  a  shareholder 
incurs  a  loss  from  a  wash  sale,  the  loss 
cannot  be  recognized  currently  and 
instead  must  be  added  to  the  basis  of  the 
new,  substantially  identical  securities, 
which  postpones  the  loss  recognition 
until  the  shareholder  recognizes  gain  or 
loss  on  the  new  securities. Because 
many  money  market  fund  investors 
automatically  reinvest  their  dividends 
(which  are  often  paid  monthly), 
virtually  all  redemptions  by  these 
investors  would  be  within  30  days  of  a 
dividend  reinvestment  {i.e.,  purchase) 
and  subject  to  the  wash  sale  rule. 

Subsequent  to  our  proposal,  the 
Treasury  Department  issued  for 
comment  a  proposed  revenue  procedure 
under  which  redemptions  of  floating 
NAV  money  market  fund  shares  that 
generate  losses  below  0.5%  of  the 
taxpayer’s  basis  in  those  shares  would 
not  be  subject  to  the  wash  sale  rule  (c/e 
minimis  except! on). Many 
commenters  noted,  however,  that  the  de 
minimis  exception  to  the  wash  sale  rule 
does  not  mitigate  the  tax  compliance 
burdens  and  operational  costs  that 

See  infra  section  III.B.8. 

See  26  U.S.C.  1091. 

543  Id. 

544  See  IRS  Notice  2013—48,  Application  of  Wash 
Sale  Rules  to  Money  Market  Fund  Shares  (proposed 
July  3,  2013),  available  at  http://www.irs.gov/pub/ 
irs-drop/n-1 3-48.pdf 


would  be  required  to  establish  systems 
capable  of  identifying  wash  sale 
transactions,  determining  if  they  meet 
the  de  minimis  criterion,  and  adjusting 
shareholder  basis  when  they  do  not.®^^ 

We  understand  that  these  concerns 
will  not  be  applicable  to  floating  NAV 
money  market  funds.  First,  under  the 
simplified  aggregate  method  of 
accounting  described  above,  taxpayers 
will  compute  aggregate  gain  or  loss  for 
a  period,  and  gain  or  loss  will  not  be 
associated  with  any  particular 
disposition  of  shares.  Thus,  the  wash 
sale  rule  will  not  affect  any  shareholder 
that  chooses  to  use  the  simplified 
aggregate  method.  Second,  for  any 
shareholder  that  does  not  use  the 
simplified  aggregate  method,  the 
Treasury  Department  and  the  IRS  today 
will  release  a  revenue  procedure  that 
exempts  from  the  wash  sale  rule 
dispositions  of  shares  in  any  floating 
NAV  money  market  fund.  This  wash- 
sale  tax  relief  will  be  available 
beginning  on  the  effective  date  of  our 
floating  NAV  reforms  (60  days  after 
publication  in  the  Federal  Register).  We 
have  also  considered  the  effect  of  this 
relief  from  the  tax-related  burdens 
associated  with  the  wash  sale  rule  in 
our  discussion  of  operational 
implications  below. 

b.  Accounting  Implications 

In  the  Proposing  Release,  we  noted 
that  some  money  market  fund 
shareholders  may  question  whether  they 
can  treat  investments  in  floating  NAV 
money  market  funds  as  “cash 
equivalents”  on  their  balance  sheets.  As 
we  stated  in  the  Proposing  Release,  and 
as  we  discuss  below,  it  is  the 
Commission’s  position  that,  under 
normal  circumstances,  an  investment  in 
a  money  market  fund  with  a  floating 
NAV  under  our  final  rules  meets  the 
definition  of  a  “cash  equivalent.” 

Many  commenters  agreed  with  our 
position  regarding  the  treatment  of 
investments  in  floating  NAV  money 
market  funds  as  cash  equivalents. 

Most  of  these  commenters,  however, 
suggested  that  the  Commission  issue  a 
more  formal  pronouncement  and/or 
requested  that  FASB  and  GASB  codify 
our  position.®'*®  A  few  commenters 

545  See,  e.g.,  ICI  Comment  Letter;  BlackRock  II 
Comment  Letter;  Schwab  Comment  Letter. 

See  infra  section  1II.B.8. 

547  See  supra  section  III. A. 7  for  a  discussion  of 
accounting  implications  related  to  the  liquidity  fees 
and  gates  aspect  of  oin  final  rules. 

548  See,  e.g.,  BlackRock  II  Comment  Letter; 

Fidelity  Comment  Letter;  Deloitte  Comment  Letter; 
Ernst  &  Young  Comment  Letter. 

548  See,  e.g.,  ICI  Comment  Letter;  BlackRock  II 
Comment  Letter;  Fidelity  Comment  Letter.  We  do 
not  have  authority  over  the  actions  that  GASB  may 
or  may  not  take  with  respect  to  local  government 
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suggested  that  our  floating  NAV 
requirement  raises  uncertainty  about 
whether  floating  NAV  money  market 
fund  shares  could  continue  to  be 
classified  as  cash  equivalents, and 
one  commenter  disagreed  and  suggested 
that  it  is  likely  that  under  present 
accounting  standards  investors  would 
have  to  classify  investments  in  shares  of 
floating  NAV  money  market  funds  as 
trading  securities  or  available-for-sale 
securities  (rather  than  as  a  cash 
equivalent).®®^  We  have  carefully 
considered  commenters’  views  and,  for 
the  reasons  discussed  below,  our 
position  continues  to  be  that  an 
investment  in  a  floating  NAV  money 
market  fund  under  our  final  rules,  under 
normal  circumstances,  meets  the 
definition  of  a  “cash  equivalent.”  A 
more  formal  pronouncement  (as 
requested  by  some  commenters)  is  not 
required  because  the  federal  securities 
laws  provide  the  Commission  with 
plenary  authority  to  set  accounting 
standards,  and  we  are  doing  so  here.®®^ 
We  reiterate  our  position  below.®®® 

The  adoption  of  a  floating  NAV  alone 
for  certain  rule  2a-7  funds  will  not 
preclude  shareholders  from  classifying 
their  investments  in  money  market 
funds  as  cash  equivalents,  under  normal 
circumstances,  because  fluctuations  in 
the  amount  of  cash  received  upon 
redemption  would  likely  be  small  and 
would  be  consistent  with  the  concept  of 
a  ‘known’  amount  of  cash.  As  already 
exists  today  with  stable  share  price 
money  market  funds,  events  may  occur 
that  give  rise  to  credit  and  liquidity 
issues  for  money  market  funds  so  that 
shareholders  would  need  to  reassess  if 
their  investments  continue  to  meet  the 
definition  of  a  cash  equivalent. 

7.  Rule  lOb-10  Confirmations 

Rule  lOb-10  under  the  Securities 
Exchange  Act  of  1934  (“Exchange  Act”) 
addresses  broker-dealers’  obligations  to 
confirm  their  customers’  securities 


investment  pools  (“LGIPs”).  See  infra  section 
II1.C.4. 

®®oSee,  e.g.,  ].P.  Morgan  Comment  Letter; 
Northern  Trust  Comment  Letter;  Boeing  Comment 
Letter. 

551  See,  Federated  X  Comment  Letter  (citing  to 
Statement  on  Financial  Accounting  Standards  No. 
115);  see  also  infra  note  429  and  accompanying 
text. 

552  The  federal  securities  laws  provide  the 
Commission  with  authority  to  set  accounting  and 
reporting  standards  for  public  companies  and  other 
entities  that  file  financial  statements  with  the 
Commission.  See,  e.g.,  15  U.S.C.  77g,  77s,  77aa(25) 
and  (26);  15  U.S.C.  78c(b),  781(b)  and  78m(b); 
section  8,  section  29(e),  section  30,  and  section 
37(a)  of  the  Investment  Company  Act. 

553  We  are  also  amending  the  Codification  of 
Financial  Reporting  Policies  to  reflect  our 
interpretation  under  U.S.  CAAP,  as  discussed 
below.  See  infra  section  VI. 


transactions.®®^  Under  Rule  lOb-lO(a),  a 
broker-dealer  generally  must  provide 
customers  with  information  relating  to 
their  investment  decisions  at  or  before 
the  completion  of  a  securities 
transaction.®®®  Rule  lOb-lO(b),  however, 
provides  an  exception  for  certain 
transactions  in  money  market  funds  that 
attempt  to  maintain  a  stable  NAV  and 
where  no  sales  load  or  redemption  fee 
is  charged.  The  exception  permits 
broker-dealers  to  provide  transaction 
information  to  money  market  fund 
shareholders  on  a  monthly  basis  (subject 
to  certain  conditions)  in  lieu  of 
immediate  confirmations  for  all 
purchases  and  redemptions  of  shares  of 
such  funds.®®® 

Because  share  prices  of  institutional 
prime  money  market  funds  likely  will 
fluctuate,  absent  exemptive  relief, 
broker-dealers  will  not  be  able  to 
continue  to  rely  on  the  current 
exception  under  Rule  1  Ob-1 0(b)  for 
transactions  in  floating  NAV  money 
market  funds. ®®7  Instead,  broker-dealers 
will  be  required  to  provide  immediate 
confirmations  for  all  such  transactions. 
We  note,  however,  that 
contemporaneous  with  this  Release,  the 
Commission  is  providing  notice  and 
requesting  comment  on  a  proposed 
order  that,  subject  to  certain  conditions, 
would  grant  exemptive  relief  from  the 
immediate  confirmation  delivery 
requirements  of  Rule  lOb-10  for 
transactions  effected  in  shares  of  any 
open-end  management  investment 
company  registered  under  the 
Investment  Company  Act  that  holds 
itself  out  as  a  money  market  fund 
operating  in  accordance  with  rule  2a- 
7(c)(l)(ii).®®8 

In  the  Proposing  Release,  we 
requested  comment  on  whether,  if  the 
Commission  adopted  the  floating  NAV 
requirement,  broker-dealers  should  be 
required  to  provide  immediate 
confirmations  to  all  institutional  prime 
money  market  fund  investors. 
Commenters  generally  urged  the 
Commission  not  to  impose  such  a 


554  17CFR  240.10b-10. 

555  17  CFR  240.10b-10(a). 

556  17  CFR  240.10b-10(b). 

552  See  generally  Money  Market  Fund  Reform; 
Amendments  to  Form  PF,  Securities  Act  Release 
No.  9408,  Investment  Advisers  Act  Release  No. 
3616,  Investment  Company  Act  Release  No.  30551 
(June  5,  2013),  78  FR  36834,  36934  Oune  19,  2013); 
see  also  Exchange  Act  rule  10b-10(b)(l),  (limiting 
alternative  monthly  reporting  to  money  market 
funds  that  attempt  [)  to  maintain  a  stable  net  asset 
value)  (emphasis  added). 

558  See  Notice  of  Proposed  Exemptive  Order 
Granting  Permanent  Exemptions  Under  the 
Securities  Exchange  Act  of  1934  from  the 
Confirmation  Requirements  of  Exchange  Act  Rule 
lOb-10  for  Certain  Money  Market  Funds,  Exchange 
Act  Release  No.  34-72658  (July  23,  2014j  (“Notice 
of  Proposed  Exemptive  Order”). 


requirement,  arguing  that  there  would 
be  significant  costs  associated  with 
broker-dealers  providing  immediate 
confirmations.®®®  Commenters  noted 
that  there  would  be  costs  of 
implementing  new  systems  to  generate 
confirmations  and  ongoing  costs  related 
to  creating  and  sending  trade-by-trade 
confirmations.®®®  We  estimate  below  the 
costs  to  broker-dealers  associated  with 
providing  securities  transaction 
confirmations  for  floating  NAV  money 
market  funds. ®®i 

We  believe  that  the  initial  one-time 
cost  to  implement,  modify,  or  reprogram 
existing  systems  to  generate  immediate 
confirmations  (rather  than  monthly 
statements)  will  be  approximately 
$96,650  on  average  per  affected  broker- 
dealer,  based  on  the  costs  that  the 
Commission  has  estimated  in  a  similar 
context  of  developing  internal  order  and 
trade  management  systems  so  that  a 
registered  security-based  swap  entity 
could  electronically  process 
transactions  and  send  trade 
acknowledgments.®®®  In  addition,  we 
estimate  that  320  broker-dealers  that  are 
clearing  customer  transactions  or 
carrying  customer  funds  and  securities 
would  be  affected  by  this  requirement 
because  they  would  likely  be  the  broker- 
dealers  responsible  for  providing  trade 
confirmations.®®®  As  a  result,  the 


550  See  ICI  Comment  Letter;  SIFMA  Comment 
Letter  at  Appendices  1  and  2;  Dreyfus  Comment 
Letter;  Federated  X  Comment  Letter. 

560  See,  e.g..  Federated  X  Comment  Letter, 

561  Broker-dealers  may  not  incur  all  of  these  costs 
if  the  exemptive  relief  we  propose  today  is  adopted. 

562 This  estimate  is  based  on  the  following:  [(Sr. 
Programmer  (160  hours)  at  S285  per  hour)  +  (Sr. 
Systems  Analyst  (160  hours)  at  S251  per  hour)  + 
(Compliance  Manager  (10  hours)  at  S294  per  hour) 

+  (Director  of  Compliance  (5  hours)  at  S426  per 
hour)  +  (Compliance  Attorney  (20  hours)  at  S291 
per  hour)]  =  896,650  per  broker-dealer.  See  Trade 
Acknowledgement  and  Verification  of  Security- 
Based  Swap  Transactions,  Exchange  Act  Release 
No.  63727,  76  FR  3859,  3871  n.81  (Jan.  21,  2011). 
(We  note  that  the  original  estimate  in  the  Trade 
Acknowledgment  release  contained  a  technical 
error  in  the  calculation  stating  a  cost  of  866,650 
instead  of  896,650  for  a  security-based  swap  entity.) 
A  SIFMA  survey  also  indicates  that  the  costs  are 
likely  to  be  below  8500,000  per  firm.  See  SIFMA 
Comment  Letter,  at  Appendices  1  and  2.  According 
to  this  commenter,  after  surveying  its  members,  it 
found  that  the  vast  majority  of  respondents 
estimated  that  initial  costs  associated  with 
providing  confirmation  statements  would  fall  below 
8500,000.  However,  based  on  tbe  data  provided,  it 
was  unclear  at  wbat  level  below  8500,000  its 
members  considered  to  be  tbe  actual  cost  and 
whether  the  firms  were  a  representative  sample 
{e.g.,  in  terms  of  size  and  sophistication)  of  the  type 
of  firms  that  would  be  affected. 

563  Based  on  FOCUS  Report  data  as  of  December 
31,  2013,  the  Commission  estimates  that  there  are 
approximately  320  broker-dealers  that  are  clearing 
or  carrj'ing  broker-dealers  that  do  not  claim 
exemptions  pursuant  to  paragraph  (k)  of  Exchange 
Act  rule  15c3-3.  Because  not  all  of  these  clearing 
or  carrjdng  broker-dealers  would  necessarily 
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Commission  estimates  initial  costs  of 
$30,928,000  for  providing  immediate 
confirmations  for  shareholders  in 
institutional  prime  money  market 
funds. 

To  estimate  ongoing  costs  of 
providing  immediate  confirmations,  one 
commenter  stated  that,  based  on  the 
data  it  had  gathered,  the  median 
estimated  ongoing  annual  cost 
associated  with  confirmation  statements 
would  constitute  between  10%  and  15% 
of  the  initial  costs.  To  be 
conservative,  we  have  estimated  that  the 
ongoing  annual  costs  would  constitute 
15%  of  the  initial  costs.  Applying  that 
figure  to  the  initial  costs,  the 
Commission  estimates  ongoing  annual 
costs  of  $4,639,200  for  providing 
immediate  confirmations  for 
shareholders  in  institutional  prime 
money  market  funds. 

The  Commission  notes  that  benefits 
related  to  the  immediate  trade 
confirmation  requirements  under  Rule 
lOb-10  with  respect  to  institutional 
prime  money  market  funds  are  difficult 
to  quantify  as  they  relate  to  the 
additional  value  to  investors  provided 
by  having  more  timely  confirmations 
with  respect  to  funds  that  we  expect 
will  experience  relatively  small 
fluctuations  in  value.  While  the 
Commission  did  not  receive  any 
comments  regarding  these  potential 
benefits,  given  that  institutional  prime 
money  market  funds  likely  will 
fluctuate  in  price,  some  investors  may 
find  value  in  receiving  information 
relating  to  their  investment  decisions  at 
or  before  the  completion  of  a  securities 

transaction.  567 


provide  rule  lOb-10  confirmations  to  customers  of 
institutional  prime  money  market  funds,  the 
Commission  anticipates  that  this  is  a  conservative 
estimate  of  the  number  of  clearing  or  carrying 
broker-dealers  that  would  provide  trade 
confirmations  to  customers  in  money  market  funds 
subject  to  the  floating  NAV  requirement. 

.■i64This  estimate  is  based  on  the  following: 
896,650  X  320  firms  =  830,928,000. 

See  SIFMA  Comment  Letter,  at  Appendices  1 
and  2. 

HOBXhis  estimate  is  based  on  the  following: 
830,928,000  x  15%  =  84,639,200. 

se^xhe  Commission  acknowledges  that 
shareholders  that  invest  in  institutional  prime 
money  market  funds  will  continue  to  have 
extensive  investor  protections  separate  and  apart 
from  the  protections  provided  under  rule  lOb-10, 
including  that  (1)  funds  subject  to  the  floating  NAV 
requirement  will  continue  to  be  subject  to  the  “risk- 
limiting”  conditions  of  rule  2a-7,  and  (2) 
information  on  prices  will  be  available  through 
other  means  (for  example,  under  the  new  fund 
disclosure  requirements  of  Investment  Company 
Act  Rule  2a-7(h)(10),  investors  will  be  able  to 
access  a  fund’s  daily  market-based  NAV  per  share 
on  a  money  market  fund’s  Web  site).  See  Notice  of 
Proposed  Exemptive  Order,  at  6-7. 


8.  Operational  Implications  of  Floating 
NAV  Money  Market  Funds 

a.  Operational  Implications  to  Money 
Market  Funds  and  Others  in  the 
Distribution  Chain 

In  the  Proposing  Release,  we  stated 
that  we  expect  that  money  market  funds 
and  transfer  agents  already  have  laid  the 
foundation  required  to  use  floating 
NAVs  because  they  are  required  under 
rule  2a-7  to  have  the  capacity  to  redeem 
and  sell  fund  shares  at  prices  based  on 
the  funds’  current  NAV  pursuant  to  rule 
22c-l  rather  than  $1.00,  i.e.,  to  transact 
at  the  fund’s  floating  NAV.^es 
Intermediaries,  although  not  subject  to 
rule  2a-7,  typically  have  separate 
obligations  to  investors  with  regard  to 
the  distribution  of  proceeds  received  in 
connection  with  investments  made  or 
assets  held  on  behalf  of  investors. 569  We 
also  noted  that  before  the  Commission 
adopted  the  2010  amendments  to  rule 
2a-7,  the  ICI  submitted  a  comment  letter 
detailing  the  modifications  that  would 
be  required  to  permit  funds  to  transact 
at  the  fund’s  floating  NAV.570 

Commenters  noted,  as  we  recognized 
in  the  Proposing  Release,  however,  that 
some  funds,  transfer  agents, 
intermediaries,  and  others  in  the 
distribution  chain  may  not  currently 
have  the  capacity  to  process  constantly 
transactions  at  floating  NAVs,  as  would 
be  required  under  our  proposal. 57i 


See  current  rule  2a-7(c)(13).  See  also  2010 
Adopting  Release,  supra  note  17,  at  nn. 362-363. 

See,  e.g.,  2010  Adopting  Release,  supra  note 
17,  at  nn. 362-363.  Examples  of  intermediaries  that 
offer  money  market  funds  to  their  customers 
include  broker-dealers,  portals,  bank  trust 
departments,  insurance  companies,  and  retirement 
plan  administrators.  See  Investment  Company 
Institute,  Operational  Impacts  of  Proposed 
Redemption  Restrictions  on  Money  Market  Funds, 
at  13  (2012),  available  at  http://www.ici.org/pdf/ 
ppr_12_operationaI_mmf.pdf  (“ICI  Operational 
Impacts  Study”). 

570  See,  e.g..  Comment  Letter  of  the  Investment 
Company  Institute  (Sept.  8,  2009)  (available  in  File 
No.  S7-11-09)  (“ICI  2009  Comment  Letter”) 
(describing  the  modifications  that  would  be 
necessary  if  the  Commission  adopted  the 
requirement,  currently  reflected  in  rule  2a-7(c)(13), 
that  money  market  funds  (or  their  transfer  agents) 
have  the  capacity  to  transact  at  a  floating  NAV,  to: 

(i)  Fund  transfer  agent  recordkeeping  systems  (e.g., 
special  same-day  settlement  processes  and  systems, 
customized  transmissions,  and  reporting 
mechanisms  associated  with  same-day  settlement 
systems  and  proprietary  systems  used  for  next  day 
settlement):  (ii)  a  number  of  essential  ancillary 
systems  and  related  processes  (e.g.,  systems  changes 
for  reconciliation  and  control  functions, 
transactions  accepted  via  the  Internet  and  by  phone, 
modifying  related  shareholder  disclosures  and 
phone  scripts,  education  and  training  for  transfer 
agent  employees  and  changes  to  the  systems  used 
by  fund  accountants  that  transmit  net  asset  value 
data  to  fund  transfer  agents);  and  (ili)  sub-transfer 
agent/ recordkeeping  arrangements  (explaining  that 
similar  modifications  likely  would  be  needed  at 
various  intermediaries). 

57’  See,  e.g.,  ICI  Comment  Letter;  Comment  Letter 
of  Chapin  Davis,  Inc.  (Aug.  28,  2013)  (“Chapin 


Accordingly,  consistent  with  our  views 
reflected  in  the  Proposing  Release  and 
as  discussed  below,  we  continue  to 
expect  that  sub-transfer  agents,  fund 
accounting  departments,  custodians, 
intermediaries,  and  others  in  the 
distribution  chain  would  need  to 
develop  and  overlay  additional  controls 
and  procedures  on  top  of  existing 
systems  in  order  to  implement  a  floating 
NAV  on  a  continual  basis. 572  Jn  each 
case,  the  procedures  and  controls  that 
support  the  accounting  systems  at  these 
entities  would  have  to  be  modified  to 
permit  those  systems  to  calculate  a 
money  market  fund’s  floating  NAV 
periodically  each  business  day  and  to 
communicate  that  value  to  others  in  the 
distribution  chain  on  a  permanent  basis. 

Some  commenters  noted  that  our 
floating  NAV  requirement  would 
adversely  affect  cash  sweep  programs, 
in  which  customer  cash  balances  are 
automatically  “swept”  into  investments 
in  shares  of  money  market  funds 
(usually  through  a  broker-dealer  or  other 
intermediary).  For  example,  one 
commenter  suggested  that  sweep 
programs  cannot  accommodate  a 
floating  NAV  because  such  programs  are 
predicated  on  the  return  of  principal. 573 
Another  commenter  suggested  that  the 
substantial  cost  and  complexity 
associated  with  intraday  pricing  makes 
it  likely  that  many  intermediaries  will 
discontinue  offering  floating  NAV 
institutional  prime  money  market  funds 
as  sweep  options,  and  instead  turn  to 
alternative  investment  products, 
including  stable  NAV  government 
funds. 574  Although  we  do  not  know  to 


Davis  Comment  Letter”);  Federated  IV  Comment 
letter. 

572  Even  though  a  fund  complex’s  transfer  agent 
system  is  the  primary  recordkeeping  system,  there 
are  a  number  of  additional  subsystems  and  ancillary 
systems  that  overlay,  integrate  with,  or  feed  to  or 
from  a  fund’s  primary  transfer  agent  system, 
incorporate  custom  development,  and  may  be 
proprietary  or  vendor  dependent  (e.g.,  print  vendors 
to  produce  trade  confirmations).  See  ICI 
Operational  Impacts  Study,  supra  note  569,  at  20. 
The  systems  of  sub-transfer  agents  and  other  parties 
may  also  require  modifications  related  to  the 
floating  NAV  requirement.  We  have  included  these 
anticipated  modifications  in  our  cost  estimates 
below. 

573  See,  e.g.,  ICI  Comment  Letter.  Another 
commenter  noted  that  the  sweep  investment 
product  is  only  feasible  in  the  current  stable-NAV 
environment  because  the  client  knows  at  the  time 
of  submitting  the  piu-chase  order  how  many  shares 
it  has  purchased,  and  how  many  shares  it  will 
receive  the  next  day  upon  redemption,  absent  a 
break-the-buck  event.  See  State  Street  Comment 
Letter. 

574  See,  e.g..  Wells  Fargo  Comment  Letter 
(acknowledging  that,  as  we  stated  in  the  Proposing 
Release,  sweep  products  may  continue  to  be  viable 
for  floating  NAV  money  market  funds  because  fund 
sponsors  and  other  intermediaries  will  make 
modifications  to  price  fund  shares  periodically 
during  the  day,  but  suggesting  that  the  costs  for 
broker-dealers  to  reprogram  their  systems  would  be 
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what  extent,  if  at  all,  intermediaries  will 
continue  to  offer  sweep  accounts  for 
floating  NAV  money  market  funds,  we 
acknowledge  that  there  are  significant 
operational  costs  involved  in  order  to 
modify  sweep  platforms  to 
accommodate  a  floating  NAV  product. 
Accordingly,  we  anticipate  that  sweep 
account  assets  currently  invested  in 
institutional  prime  money  market  funds 
will  likely  shift  into  government  funds 
that  will  maintain  a  stable  NAV  under 
our  final  rules.  We  discuss  in  the 
Macroeconomic  Effects  section  below 
potential  costs  related  to  a  migration  of 
assets  away  from  floating  NAV  funds 
into  alternative  investments,  including 
stable  NAV  money  market  funds  such  as 
government  funds.  Because  the  amount 
of  sweep  account  assets  currently 
invested  in  institutional  prime  money 
market  funds  is  not  reported  to  us,  nor 
are  we  aware  of  such  information  in  the 
public  domain,  we  are  not  able  to 
provide  a  reasonable  estimate  of  the 
amount  of  sweep  account  assets  that 
may  shift  into  alternative  investment 
products. 

In  the  Proposing  Release,  we  also 
estimated  additional  costs  under  our 
floating  NAV  reform  that  would  be 
imposed  on  money  market  funds  and 
other  recordkeepers  to  track  portfolio 
security  gains  and  losses,  provide  “basis 
reporting,”  and  monitor  for  potential 
wash-sale  transactions.  As  discussed 
above,  we  have  been  informed  that, 
today,  the  Treasury  Department  and  the 
IRS  will  propose  new  regulations  that 
will  eliminate  the  need  for  money 
market  funds  and  others  to  track 
portfolio  gains  and  losses  and  basis 
information,  as  well  as  issue  today  a 
revenue  procedure  that  exempts  money 
market  funds  from  the  wash-sale  rules. 
Accordingly,  oiu'  cost  estimates  for  the 
floating  NAV  reform  have  been  revised 
from  our  proposal  to  reflect  this  fact.^^s 

We  understand  that  the  costs  to 
modify  a  particular  entity’s  existing 
controls  and  procedures  will  vary 
depending  on  the  capacity,  function  and 
level  of  automation  of  the  accounting 
systems  to  which  the  controls  and 
procedures  relate  and  the  complexity  of 
those  systems’  operating 
environments. 5 Procedures  and 
controls  that  support  systems  that 
operate  in  highly  automated  operating 
environments  will  likely  be  less  costly 
to  modify  while  those  that  support 
complex  operations  with  multiple  fund 
types  or  limited  automation  or  both  will 


significant  and  the  operational  complexity  could  be 
made  worse  to  the  extent  that  fund  sponsors  do  not 
standardize  the  times  of  day  at  which  they  price 
shares). 

See  supra  section  lII.B.S.a. 

^^®See,  e.g..  Chamber  I  Comment  Letter. 


likely  be  more  costly  to  change.  Because 
each  system’s  capabilities  and  functions 
are  different,  an  entity  will  likely  have 
to  perform  an  in-depth  analysis  of  the 
new  rules  to  calculate  the  costs  of 
modifications  required  for  its  own 
system.  While  we  do  not  have  the 
information  necessary  to  provide  a  point 
estimate  of  the  potential  costs  of 

modifying  procedures  and  controls,  we 
expect  that  each  entity  will  bear  one¬ 
time  costs  to  modify  existing  procedures 
and  controls  in  the  functional  areas  that 
are  likely  to  be  impacted  by  the  floating 
NAV  reform. 

In  the  Proposing  Release,  we 
estimated  that  the  one-time  costs  of 
implementation  for  an  affected  entity 
would  range  from  $1.2  million  (for 
entities  requiring  less  extensive 
modifications)  to  $2.3  million  (for 
entities  requiring  more  extensive 
modifications)  and  that  the  annual  costs 
to  keep  procedures  and  controls  current 
and  to  provide  continuing  training 
would  range  from  5%  to  15%  of  the 
one-time  costs. In  addition,  we  noted 
that  we  expect  money  market  funds 
(and  their  intermediaries)  would  incur 
additional  costs  associated  with 
programs  and  systems  modifications 
necessary  to  provide  shareholders  with 
access  to  information  about  the  floating 
NAV  per  share  online,  through 
automated  phone  systems,  and  on 
shareholder  statements  and  to  explain  to 
shareholders  that  the  value  of  their 
money  market  funds  shares  will 
fluctuate.®^®  We  estimated  that  the  costs 
for  a  fund  (or  its  transfer  agent)  or 
intermediary  that  may  be  required  to 
perform  these  activities  would  range 
from  $230,000  to  $490,000  and  that  the 
ongoing  costs  to  maintain  automated 
phone  systems  and  systems  for 
processing  shareholder  statements 
would  range  from  5%  to  15%  of  the 
one-time  costs.®®®  In  sum,  we  estimated 


We  are  using  the  term  “point  estimate”  to 
indicate  a  specific  single  estimate  as  opposed  to  a 
range  of  estimates. 

See  Proposing  Release,  supra  note  25,  nn.285- 
86  and  accompanying  text.  We  estimated  that  these 
costs  would  be  attributable  to  the  following 
activities:  (i)  Drafting,  integrating,  and 
implementing  procedures  and  controls:  (h) 
preparation  of  training  materials;  and  (iii)  training. 
As  noted  throughout  this  Release,  we  recognize  that 
adding  new  capabilities  or  capacity  to  a  system 
(including  modifications  to  related  procedures  and 
controls)  will  entail  ongoing  annual  maintenance 
costs  and  understand  that  those  costs  generally  are 
estimated  as  a  percentage  of  initial  costs  of  building 
or  expanding  a  system. 

See  id.  at  n.287  and  accompanying  text.  We 
expect  these  costs  would  include  software 
programming  modifications,  as  well  as  personnel 
costs  that  would  include  training  and  scripts  for 
telephone  representatives  to  enable  them  to  respond 
to  investor  inquiries. 

See  id.  at  n.288  and  accompanying  text.  We 
estimate  that  these  costs  would  be  attributable  to 


that  the  total  range  of  one-time 
implementation  costs  to  money  market 
funds  and  others  in  the  distribution 
chain  would  be  approximately 
$1,430,000  to  $2,790,000  per  entity, 
with  ongoing  costs  that  range  between 
5%  to  15%  of  these  one-time  costs. ®®^ 
Commenters  did  not  generally 
disagree  with  the  type  and  nature  of 
costs  that  we  estimated  will  be  imposed 
by  our  floating  NAV  reform.  One 
commenter  noted  that  the  costs  required 
to  make  the  necessary  systems  changes 
would  not  be  prohibitive  and  could  be 
completed  within  two  to  three  years. ®®2 
A  number  of  commenters,  however, 
provided  a  wide  range  of  estimated 
operational  costs  to  money  market 
funds,  intermediaries,  and  others  in  the 
distribution  chain.  These  commenters 
suggested  that  estimated  one-time 
implementation  costs  would  be  between 
$350,000  to  $3,000,000,  depending  on 
the  affected  entity.®®®  One  commenter 
estimated  that  it  could  cost  up  to 
$2,300,000  per  fund,  transfer  agent,  or 
intermediary,  to  modify  systems 
procedures  and  controls  to  implement  a 
floating  NAV.®®^  Another  commenter 
estimated  that  it  would  cost  each  back 
office  processing  service  provider 
$1,725,000  in  one-time  costs  to 
implement  a  floating  NAV.®®®  We  also 
received  from  commenters  some  cost 
estimates  provided  on  a  fund  complex 
level.  Two  fund  complexes  estimated 
their  total  one-time  costs  to  implement 
a  floating  NAV  to  be  between 
$10,000,000  to  $11,000,000,  and  one  of 
the  largest  money  market  fund  sponsors 
approximated  its  one-time  costs  to  be 
$28,000,000.  Averaged  across  the 
number  of  money  market  funds  offered, 
these  one-time  implementation  costs 


the  following  activities:  (i)  Project  assessment  and 
development;  (ii)  project  implementation  and 
testing;  and  (iii)  written  and  telephone 
communication.  See  also  supra  note  578. 

This  estimate  is  calculated  as  follows:  less 
extensive  modifications  (81,200,000  +  8230,000  = 
81,430,000);  more  extensive  modifications 
(82,300,000  +  8490,000  =  82,790,000). 

See  HSBC  Comment  Letter. 

See  Chamber  11  Comment  Letter  (citing 
Treasury  Strategies,  Operational  Implications  of  a 
Floating  NAV  across  Money  Market  Fund  Industry 
Key  Stakeholders  (Summer  2013)  (“TSl  Report”)). 
This  commenter  estimated  costs  for  various 
intermediaries  in  order  to  implement  a  floating 
NAV;  Corporate  treasury  management  system 
vendors  (8350,000-8400,000);  fund  accounting 
ser\'ice  providers  (8400,000-8425,000);  broker- 
dealers  and  portals  (8500,000  -  8600,000);  transfer 
agent  systems  (82,000,000-82,500,000);  and  sweep 
account  software  providers 
(82,000,000-83,000,000).  Another  commenter 
estimated  that  it  would  cost  approximately 
82,000,000  in  one-time  costs  for  a  large  trust  group 
to  implement  a  floating  NAV.  See  Treasury 
Strategies  Comment  Letter. 

See  Federated  II  Comment  Letter. 

See  Fin.  Info.  Forum  Comment  Letter. 
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range  from  $306,000  to  $718,000.5B6 
Another  commenter  provided  survey 
data  stating  that  40%  of  respondents 
(asset  managers  and  intermediaries) 
estimated  that  it  would  cost  $2,000,000 
to  $5,000,000  in  one-time  costs  to 
implement  a  floating  NAV.^®^  Finally,  a 
few  commenters  estimated  the  one-time 
costs  to  the  entire  fund  industry  related 
to  implementing  our  floating  NAV 
reform. 588 

We  estimated  in  the  Proposing 
Release  that  it  would  cost  each  money 
market  fund,  intermediary,  and  other 
participant  in  the  distribution  chain 
approximately  $1,430,000  (for  less 
extensive  modifications)  to  $2,790,000 
(for  more  extensive  modifications)  in 
one-time  costs  to  implement  a  floating 
NAV. 589  Based  on  staff  analysis  and 
experience,  we  are  revising  the 
estimated  operational  costs  for  our 
floating  NAV  reform  downward  by  15% 
to  reflect  the  tax  relief  discussed 
above. 590  in  addition,  as  discussed 
above  (and,  in  a  change  from  our 
proposal),  our  final  rules  will  permit 
retail  and  government  money  market 
funds  to  continue  to  maintain  a  stable 


'>“®See  Federated  X  Comment  Letter  (estimating 
its  one-time  costs  to  implement  a  floating  NAV  to 
be  811,200,000);  Schwab  Comment  Letter 
(estimating  its  one-time  costs  to  implement  a 
floating  NAV  to  be  810,000,000);  Fidelity  Comment 
Letter  (estimating  its  one-time  costs  of  implement 
a  floating  NAV  to  be  828,000,000).  Based  on  Form 
N-MFP  data  as  of  February  28,  2014,  the  per  fund 
costs  are:  Federated  8311,000  (811,200,000  36 

money  market  funds);  Schwab  8588,000 
(810,000,000  17  money  market  funds);  and 

Fidelity  8718,000  (828,000,000  +  39  money  market 
funds). 

See  SIFMA  Comment  Letter  (stating  that 
another  20%  of  survey  respondents  estimated  that 
one-time  implementation  costs  for  a  floating  NAV 
would  be  between  85,000,000  to  815,000,000). 
Because  we  do  not  have  access  to  the  names  of  the 
survey  respondents  or  their  specific  cost  estimates, 
we  are  unable  to  approximate  these  costs  on  a  per 
fund  basis. 

®““See,  e.g.,  TSI  Report  (estimating  81.8  to  82.0 
billion  in  total  upfront  costs  for  U.S.  institutional 
money  market  fund  investors  to  modify  operations 
in  order  to  comply  with  a  floating  NAV 
requirement);  Angel  Comment  Letter  (estimating 
813.7  to  891.5  billion  in  initial  upfront  costs  related 
to  implementing  a  floating  NAV  reform).  As 
discussed  above,  we  have  analyzed  a  variety  of 
commenter  estimates  and  provided  cost  estimates 
on  a  per-fund  basis.  We  are  unable,  however,  to 
verify  the  accuracy  or  make  a  relevant  comparison 
between  our  per-fund  cost  estimates  and  the  broad 
range  of  costs  provided  by  these  commenters  that 
apply  to  all  U.S.  institutional  money  market  fund 
investors  and/or  the  entire  fund  industry'. 

See  supra  note  581 . 

See  supra  section  III. B. 6. a.  We  note  that  many 
commenters  suggested  that  a  primarj'  drawback 
(and  cost)  of  our  floating  NAV  reform  is  the 
substantial  operational  costs  associated  with 
complying  with  tax  tracking  requirements  in  a 
floating  NAV  fund.  See,  e.g..  Fin.  Svcs.  Roundtable 
Comment  Letter;  Federated  IV  Comment  Letter; 
Fidelity  Comment  Letter.  Although  we  attribute  a 
1 5%  reduction  in  estimated  operational  costs  to  tax- 
related  costs,  the  cost  savings  could  be  higher  or 
lower  than  our  estimate. 


NAV  as  they  do  today  and  to  use 
amortized  cost  valuation  and/or  penny¬ 
rounding  pricing.  A  number  of 
commenters  noted  that  eliminating  the 
ability  of  stable  NAV  funds  to  use 
amortized  cost  valuation,  as  we 
proposed,  would  impose  significant 
operational  costs  on  these  funds. 58^ 
Accordingly,  based  on  staff  analysis  and 
experience,  we  are  also  revising  the 
estimated  operational  costs  downward 
by  5%  to  reflect  the  ability  of  stable 
NAV  funds  to  continue  to  use  amortized 
cost  valuation  as  they  do  today.  We 
therefore  estimate  that  it  will  cost  each 
money  market  fund,  intermediary,  and 
other  participant  in  the  distribution 
chain  approximately  $1,144,000  (for  less 
extensive  modifications)  to  $2,232,000 
(for  more  extensive  modifications)  in 
one-time  costs  to  implement  the  floating 

NAV  reform. 592 

We  believe  that  this  range  of 
estimated  costs  generally  fits  within  the 
range  of  costs  suggested  by  commenters 
as  described  above  (after  accounting  for 
estimated  costs  savings  related  to  tax 
relief  and  the  increased  availability  of 
amortized  cost  valuation,  not 
contemplated  by  commenters  in  their 
estimates).  We  note,  however,  that  many 
money  market  funds,  transfer  agents, 
custodians,  and  intermediaries  in  the 
distribution  chain  may  not  bear  the 
estimated  costs  on  an  individual  basis 
and  therefore  will  likely  experience 
economies  of  scale.  Accordingly,  we 
expect  that  the  cost  for  many  individual 
entities  that  would  have  to  process 
transactions  at  a  floating  NAV  will 
likely  be  less  than  these  estimated 

costs. 593 

In  addition  to  the  estimated  one-time 
implementation  costs,  we  estimate  that 
funds,  intermediaries,  and  others  in  the 
distribution  chain  will  incur  annual 


591  See  supra  note  534. 

592  This  estimate  is  calculated  as  follows; 
81,430,000  X  80%  =  81,144,000  (less  extensive 
modifications);  82,790,000  x  80%  =  82,232,000 
(more  extensive  modifications).  A  few  commenters 
also  noted  that  our  floating  NAV  requirement 
would  also  result  in  significant  lost  management 
fees.  See,  e.g..  Federated  X  Comment  Letter 
(suggesting  that  a  shift  of  one-third  of  assets  away 
from  institutional  prime  funds  would  result  in 
annual  lost  management  fees  of  approximately  8578 
million  for  money  market  fund  advisers 
nationwide).  We  acknowledge  that,  to  the  extent 
there  is  a  significant  outflow  of  assets  from  the 
institutional  prime  funds  into  non-money  market 
funds  as  a  result  of  the  floating  NAV  requirement, 
money  market  fund  managers  may  experience 
declines  in  management  fee  income.  We  discuss  the 
possibility  of  such  shifts  in  money  market  fund 
assets  in  our  discussion  of  macroeconomic  effects 
below. 

693  por  example,  the  costs  will  likely  be  allocated 
among  the  multiple  users  of  affected  systems,  such 
as  money  market  funds  that  are  members  of  a  fund 
group,  money  market  funds  that  use  the  same 
transfer  agent  or  custodian,  and  intermediaries  that 
use  systems  purchased  from  the  same  third  party. 


operating  costs  of  approximately  5%  to 
15%  of  initial  costs.  Accordingly,  we 
estimate  that  funds  and  other 
intermediaries  will  incur  annual 
operating  costs  as  a  result  of  the  floating 
NAV  reform  that  range  from  $57,200  to 
$3  34,8  00,594  Most  commenters  that 
addressed  this  issue  directly  did  not 
disagree  with  our  estimate  of  ongoing 
costs,  although  we  note  that  a  few 
commenters  estimated  the  new  annual 
operating  costs  to  the  entire  fimd 
industry  related  to  implementing  our 
floating  NAV  reform. 595  One  commenter 
provided  survey  data  showing  that  66% 
of  respondents  (asset  managers  and 
intermediaries)  estimated  that  annual 
costs  would  approximate  10%  to  15%  of 
initial  costs. 596  Another  commenter, 
however,  disagreed  with  our  estimate  of 
annual  operating  costs  of  approximately 
5%  to  15%  of  initial  costs  and  suggested 
that  the  annual  costs  to  fund  sponsors 
will  actually  be  close  to  the  costs  of 
initial  implementation.  We  disagree. 

This  commenter  noted  that  most  of  the 
ongoing  cost  would  result  from  the 
elimination  of  amortized  cost 
accounting  (generally)  and  more 
frequent  price  calculations  using 
market-based  factors.  59^  Because  stable 
NAV  money  market  funds  may  continue 
to  use  amortized  cost  valuation  under 
our  final  rules  (unlike  our  proposal),  we 
believe  this  commenter  has  overstated 
the  ongoing  costs  under  our  final 
rules. 598  Therefore,  we  believe 
consistent  with  the  comments  received, 
that  it  is  more  appropriate  to  continue 
to  estimate  the  ongoing  operational 


59^  This  estimate  is  calculated  as  follows;  less 
extensive  modifications  =  857,200  (81,144,000  x 
5%);  more  extensive  modifications  =  8334,800 
(82,232,000x15%). 

595  See,  e.g..  Chamber  II  Comment  Letter 
(estimating  82.0  to  82.5  billion  in  new  annual 
operating  costs  relating  to  the  FNAV  reform).  As 
discussed  above,  most  commenters  did  not 
specifically  object  to  our  estimated  range  of  ongoing 
costs  on  a  per-fund  basis.  We  do  not,  however,  have 
information  available  to  us  to  evaluate  the  accuracy 
of  cost  estimates  to  the  entire  fund  industr)'  or  make 
a  meaningful  comparison  of  such  estimates  with 
our  per-fund  cost  ongoing  cost  estimates. 

599  See  SIFMA  Comment  Letter. 

597  See  Federated  X  Comment  Letter  (noting, 
however,  that  it  estimates  annual  operating  costs  of 
approximately  8231,000  per  fund  (85.7  million  for 
pricing  services  +  81.5  million  for  transfer  agent 
services  +  82.5  million  for  technology,  training,  and 
other  monitoring  costs  =  89.7  million  +  42  money 
market  funds  managed  by  Federated  = 
approximately  8231,000  per  fund).  This  estimate  is 
consistent  with  our  estimated  range  of  ongoing 
costs.  See  supra  note  594. 

598  We  recognize,  however,  that  under  our  final 
rules,  floating  NAV  money  market  funds  will  incur 
increased  costs  as  a  result  of  the  elimination  of 
amortized  cost  valuation.  These  costs,  discussed 
above,  are  significantly  lower  than  those  that  funds 
would  incur  under  our  proposal  (that  would  have 
eliminated  amortized  cost  valuation  for  all  money 
market  funds,  including  those  funds  not  subject  to 
our  floating  NAV  reform). 
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costs  as  approximately  5%  to  15%  of 
the  initial  implementation  costs  and  are 
not  revising  the  ongoing  cost  estimates 
from  our  proposal. 

b.  Operational  Implications  to  Money 
Market  Fund  Shareholders 

In  addition  to  money  market  funds 
and  other  entities  in  the  distribution 
chain,  each  money  market  fund 
shareholder  wdll  also  likely  be  required 
to  analyze  our  floating  NAV  proposal 
and  its  own  existing  systems, 
procedures,  and  controls  to  estimate  the 
systems  modifications  it  would  be 
required  to  undertake.  Because  of  this, 
and  the  variation  in  systems  currently 
used  by  institutional  money  market 
fund  shareholders,  we  do  not  have  the 
information  necessary  to  provide  a  point 
estimate  of  the  potential  costs  of 
systems  modifications.  We  describe 
below  the  types  of  activities  typically 
involved  in  making  systems 
modifications  and  estimate  a  range  of 
hours  and  costs  that  we  anticipate  will 
be  required  to  perform  these  activities. 
We  sought  comment  in  the  Proposing 
Release  regarding  the  potential  costs  of 
system  modifications  for  money  market 
fund  shareholders,  and  the  comments 
we  received,  along  with  the  differences 
between  our  proposal  and  the  final 
rules,  have  informed  our  estimates. 

In  the  Proposing  Release,  we  prepared 
ranges  of  estimated  costs,  taking  into 
account  variations  in  the  functionality, 
sophistication,  and  level  of  automation 
of  money  market  fund  shareholders’ 
existing  systems  and  related  procedures 
and  controls,  and  the  complexity  of  the 
operating  environment  in  which  these 
systems  operate.  In  deriving  our 
estimates,  we  considered  the  need  to 
modify  systems  and  related  procedures 
and  controls  related  to  recordkeeping, 
accounting,  trading,  and  cash 
management,  and  to  provide  training 
concerning  these  modifications.  We 
estimated  that  a  shareholder  whose 
systems  (including  related  procedures 
and  controls)  would  require  less 
extensive  modifications  would  incur 
one-time  costs  ranging  from  $123,000  to 
$253,000,  while  a  shareholder  whose 
systems  (including  related  procedures 
and  controls)  would  require  more 
extensive  modifications  would  incur 
one-time  costs  ranging  from  $1.4  million 
to  $2.9  million. 

Most  commenters  did  not  disagree 
with  our  cost  estimates.  One  commenter 
stated  that  it  expects  at  least  50%  of 


590  We  estimate  that  these  costs  would  be 
attributable  to  the  following  activities:  (i)  Planning, 
coding,  testing,  and  installing  system  modifications: 
(ii)  drafting,  integrating,  implementing  procedures 
and  controls;  (iii)  preparation  of  training  materials; 
and  (iv)  training. 


institutional  investors  in  money  market 
funds  will  require  some  systems 
development  to  be  able  to  invest  in  a 
floating  NAV  money  market  fund.  This 
commenter  also  noted  that  having 
sufficient  time  to  implement  the 
changes  is  a  more  important  factor  than 
cost  in  determining  the  extent  to  which 
corporate  treasurers,  for  example,  would 
use  a  floating  NAV  fund  product.®®® 
Another  commenter  acknowledged  our 
range  of  estimated  costs  and  suggested 
that  while  these  estimates  may  not 
appear  substantial  at  first  glance,  when 
viewed  in  the  context  of  current  money 
market  fund  returns,  such  costs 
represent  a  significant  disincentive  to 
continued  investment  in  institutional 
prime  funds.®®’  Although  we 
acknowledge  that  the  costs  to  money 
market  fund  shareholders  may  make 
investing  in  floating  NAV  money  market 
funds  uneconomical  given  the  current 
rates  of  return,  we  note  that  we  are 
adopting  a  two-year  compliance  period 
that  may,  to  the  extent  that  interest  rates 
return  to  more  typical  levels,  counter 
any  disincentive  that  may  exist 
currently.®®^ 

The  TSl  Report  ®®3  provided  ranges  of 
costs  that  it  expects  would  be  imposed 
on  floating  NAV  money  market  fund 
shareholders.  These  costs  ranged  from 
$250,000  for  a  U.S.  business  that  invests 
in  floating  NAV  money  market  funds 
and  makes  the  fewest  changes  possible, 
to  $550,000  for  a  government-sponsored 
entity  money  market  fund 
shareholder.®®^  We  have  carefully 
considered  this  range  of  costs  to 
shareholders  provided  by  the 
commenter  and  the  changes  from  the 
proposal  to  the  rule  that  we  are  adopting 
today,  and  we  now  believe  that  it  is 
appropriate  to  decrease  our  cost 
estimates  from  the  proposal. 
Accordingly,  we  estimate  that  a 
shareholder  whose  systems  (including 
related  procedures  and  controls)  would 
require  less  extensive  modifications 
would  incur  one-time  costs  ranging 
from  $212,500  to  $340,000,  while  a 
shareholder  whose  systems  (including 
related  procedures  and  controls)  would 
require  more  extensive  modifications 
would  incur  one-time  costs  ranging 
from  $467,500  to  $850,000.  We  believe 
that  these  estimates  better  reflect  the 


See  HSBC  Comment  Letter. 

See  Wells  Fargo  Comment  Letter. 

See  infra  section  III.N.2.  for  a  discussion  of  the 
floating  NAV  compliance  date. 

'*03  See  supra  note  583. 

O'”  See  id.,  TSl  Report  (estimating  that  the  one¬ 
time  implementation  costs  would  range  from 
8350,000  to  8370,000  for  a  corporate  investor; 
8275,000  to  8300,000  for  a  public  university 
investor;  8325,000  to  8350,000  for  a  municipality 
investor;  and  8400,000  to  8425,000  for  a  fiduciary' 
investor). 


changes  in  our  final  rules  from  those 
that  we  proposed.®®®  We  also  recognize 
that  these  estimates  are  more  consistent 
with  the  range  of  cost  estimates 
provided  by  this  commenter.  We 
estimate  that  the  annual  maintenance 
costs  to  these  systems  and  procedures 
and  controls,  and  the  costs  to  provide 
continuing  training,  will  range  from  5% 
to  15%  of  the  one-time  implementation 
costs.®®® 

c.  Intraday  Liquidity  and  Same-Day 
Settlement 

As  discussed  below,  we  believe  that 
floating  NAV  money  market  funds 
should  be  able  to  continue  to  provide 
shareholders  with  intraday  liquidity  and 
same-day  settlement  by  pricing  fund 
shares  periodically  during  the  day  (e.g., 
at  11  a.m.  and  4  p.m.).  In  the  Proposing 
Release,  we  noted  that  money  market 
funds’  ability  to  maintain  a  stable  value 
also  facilitates  the  funds’  role  as  a  cash 
management  vehicle  and  provides  other 
operational  efficiencies  for  their 
shareholders.  Shareholders  generally  are 
able  to  transact  in  fund  shares  at  a  stable 
value  known  in  advance,  which  permits 
money  market  fund  transactions  to 
settle  on  the  same  day  that  an  investor 
places  a  purchase  or  sell  order  and 
determine  the  exact  value  of  his  or  her 
money  market  fund  shares  (absent  a 
liquidation  event)  at  any  time.  These 
features  have  made  money  market  funds 
an  important  component  of  systems  for 
processing  and  settling  various  types  of 
transactions. 

Some  commenters  have  expressed 
concern  that  intraday  liquidity  and/or 
same-day  settlement  would  not  be 
available  to  investors  in  floating  NAV 
money  market  funds.  These  commenters 
point  to,  for  example,  operational 
challenges  such  as  striking  the  NAV 
multiple  times  during  the  day  while 
needing  to  value  each  portfolio  security 
using  market-based  values.®®^  A  few 
commenters  also  noted  that  pricing 
services  may  not  be  able  to  provide 
periodic  pricing  throughout  the  day.®®® 
Some  commenters  also  raised  concerns 
about  the  additional  costs  involved  with 
striking  the  NAV  multiple  times  per 


Consistent  with  our  cost  estimates  discussed 
above  for  funds,  intermediaries,  and  others  in  the 
distribution  chain,  we  have  considered  in  these 
estimates  cost  savings  related  to  the  tax  relief 
discussed  above.  See  supra  section  111. B. 8. a. 

See  supra  note  578.  Commenters  did  not 
address  specifically  our  estimate  of  ongoing  costs  to 
money  market  fund  shareholders  in  floating  NAV 
funds.  Accordingly,  we  are  not  amending  our 
estimate  from  the  proposal. 

See,  e.g.,  BlackRock  II  Comment  Letter;  ICI 
Comment  Letter;  Chamber  II  Comment  Letter. 

'""‘See,  e.g..  Federated  IV  Comment  Letter; 
Interactive  Data  Comment  Letter;  Chamber  II 
Comment  Letter. 


47790 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


day,  including,  for  example,  costs  for 
pricing  services  to  provide  multiple 
quotes  per  day  and  for  accounting 
agents  to  calculate  multiple  NAVs.®'*^ 

On  the  other  hand,  one  commenter  who 
provides  pricing  services  noted  that, 
while  providing  intraday  liquidity  and 
same-day  settlement  for  floating  NAV 
funds  would  require  some  investment, 
they  believe  that  calculating  NAVs 
multiple  times  per  day  is  feasible  within 
our  proposed  two-year  compliance 
period.®^“  A  few  commenters  further 
noted  that  transfer  agents  will  need  to 
enhance  their  systems  to  account  for 
floating  NAV  money  market  funds  and 
condense  their  reconciliation  and  audit 
processes  (which  may,  for  example, 
increase  the  risk  of  errors).®^^ 

A  few  commenters  also  asserted  that 
if  floating  NAV  funds  are  unable  to 
provide  same-day  settlement,  this  could 
affect  features  that  are  particularly 
appealing  to  retail  investors,  such  as 
ATM  access,  check  writing,  and 
electronic  check  payment  processing 
services  and  products.®^ ^  First,  as 
discussed  below,  we  believe  that  many 
floating  NAV  money  market  funds  will 
continue  to  be  able  to  provide  same-day 
settlement.  Second,  we  note  that  under 
the  revised  retail  money  market  fund 
definition  adopted  today,  retail 
investors  should  have  ample 
opportunity  to  invest  in  a  fund  that 
qualifies  as  a  retail  money  market  fund 
and  thus  is  able  to  maintain  a  stable 
NAV.  As  a  result,  this  should 
significantly  alleviate  concerns  about 
the  costs  of  altering  these  features  and 
permit  a  number  of  funds  to  continue  to 
provide  these  features  as  they  do  today. 
Nonetheless,  we  recognize  that  not  all 
funds  with  these  features  may  choose  to 
qualify  as  retail  money  market  funds, 
and  therefore,  some  funds  may  need  to 
make  additional  modifications  to 
continue  offering  these  features.  We 


«09See,  e.g.,  BlackRock  II  Comment  Letter; 
Dreyfus  Comment  Letter;  State  Street  Comment 
Letter. 

See  Interactive  Data  Comment  Letter.  Another 
commenter  noted  that  money  market  funds  would 
still  be  able  to  provide  same-day  settlement  in 
floating  NAV  funds.  See  State  Street  Comment 
Letter. 

See  J.P.  Morgan  Comment  Letter;  Dreyfus 
Comment  Letter;  Comment  Letter  of  DST  Systems, 
Inc.  (Sept.  18,  2013)  (“DST  Systems  Comment 
Letter”). 

•*’^See,  e.g..  Fidelity  Comment  Letter  (“[Bjroker- 
dealers  offer  clients  a  variety  of  features  that  are 
available  generally  only  to  accounts  with  a  stable 
NAV,  including  ATM  access,  check  writing,  and 
ACH  and  Fedwire  transfers.  A  floating  NAV  would 
force  MMFs  that  offer  same-day  settlement  on 
shares  redeemed  through  wire  transfers  to  shift  to 
next  day  settlement  or  require  fund  advisers  to 
modify  their  systems  to  accommodate  floating  NAV 
MMFs.”). 


have  included  estimates  of  the  costs  to 
make  such  modifications  below. 

We  understand  that  many  money 
market  funds  currently  permit  same-day 
trading  up  until  5  p.m.  Eastern  Time. 
These  funds  do  so  because  amortized 
cost  valuation  allows  funds  to  calculate 
their  NAVs  before  they  receive  market- 
based  prices  (typically  provided  at  the 
end  of  the  day  after  the  close  of  the 
Federal  Reserve  Cash  Wire).  We 
recognize  that,  under  the  floating  NAV 
reform,  closing  times  for  same-day 
settlement  will  likely  need  to  be  moved 
earlier  in  the  day  to  allow  sufficient 
time  to  calculate  the  NAV  prior  to  the 
close  of  the  Federal  Reserve  Cash  Wire. 
One  commenter  suggested  that  it  will 
take  a  minimum  of  three  to  four  hours 
to  strike  a  market-based  NAV  price. ®^® 
As  a  result,  investors  in  floating  NAV 
money  market  funds  may  not  have  the 
ability  to  redeem  shares  late  in  the  day, 
as  they  can  today.  We  also  recognize 
that  floating  NAV  money  market  funds 
may  price  only  once  a  day,  at  least  until 
such  time  as  pricing  vendors  are  able  to 
provide  continuous  pricing  throughout 
the  day.®^^  We  considered  these 
potential  costs  as  well  as  the  benefits  of 
our  floating  NAV  reform  and  believe 
that,  as  discussed  above,  it  is 
appropriate  to  address,  through  the 
floating  NAV  reform,  the  incremental 
incentive  that  exists  for  shareholders  to 
redeem  in  times  of  stress  from 
institutional  prime  money  market  funds. 
We  note,  however,  that  because  stable 
NAV  money  market  funds  may  continue 
to  use  amortized  cost  as  they  do  today 
(as  revised  from  our  proposal),  these 
same-day  settlement  concerns  raised  by 
commenters  here  would  be  limited  to 
institutional  prime  funds — the  only 
money  market  funds  subject  to  the 
floating  NAV  reform.®^® 

We  sought  comment  in  the  Proposing 
Release  on  the  costs  associated  with 


See  Federated  II  Comment  Letter. 

See  SIFMA  Comment  Letter  (noting  that  in  its 
survey  of  members,  60%  of  asset  managers  expect 
to  price  their  floating  NAV  money  market  funds 
only  once  per  day,  which  is  less  frequent  than 
currently  offered  by  most  money  market  funds).  See 
also  Institutional  Cash  Distributors,  ICD 
Commentary:  Operational  and  Accounting  Issues 
with  the  Floating  NAV  and  the  Impact  on  Money 
Market  Funds  (July  2013),  available  at  http:// 
m\w.sec.gov/comments/;s7-03- 1 3/s703 1 3-40.pdf. 
One  commenter  noted  that  they  are  already 
investing  in  new  technology  that  includes  real-time 
debt  security  evaluations.  See  Comment  Letter  of 
Interactive  Data. 

See  SIFMA  Comment  Letter  (noting  that, 
under  our  proposal,  the  impediment  to  same-day 
settlement  exists  for  stable  NAV  money  market 
funds  as  well  as  floating  NAV  money  market  funds 
because  both  types  of  funds  would  be  prohibited 
from  using  amortized  cost  for  securities  with 
remaining  maturities  over  60  days).  As  noted  above, 
we  are  no  longer  prohibiting  stable  NAV  funds  from 
using  amortized  cost. 


providing  same-day  settlement  and  for 
pricing  services  to  provide  prices 
multiple  times  each  day.  One 
commenter  provided  survey  data  that 
estimated  the  range  of  costs  for  floating 
NAV  funds  to  offer  same-day  settlement. 
Seventy-five  percent  of  respondents 
estimated  the  one-time  costs  to  be 
approximately  $500,000  to  $1  million, 
and  25%  of  respondents  estimated  the 
one  times  costs  to  be  approximately  $1 
million  to  $2  million. ®i®  Sixty-six 
percent  of  respondents  approximated 
ongoing  costs  that  would  range  between 
10-15%  of  initial  costs.®''^  We  did  not 
receive  other  quantitative  estimates 
specifically  on  the  costs  associated  with 
modifying  systems  to  allow  for  same- 
day  settlement  by  floating  NAV 
funds.®’®  We  have  carefully  considered 
this  survey  data  with  respect  to  same- 
day  settlement  issues  in  arriving  at  our 
aggregate  operational  cost  estimates 
discussed  above  in  section  III. B. 8. a.®’® 

9.  Transition 

We  are  providing  a  two-year 
compliance  date  (as  proposed)  for 
money  market  funds  to  implement  the 
floating  NAV  reform.  A  long  compliance 
period  will  give  more  time  for  funds  to 
implement  any  needed  changes  to  their 
investment  policies  and  train  staff,  and 
also  will  provide  more  time  for 
investors  to  analyze  their  cash 
management  strategies.  This  compliance 
period  will  also  give  time  for  retail 
money  market  funds  to  reorganize  their 
operations  and  establish  new  funds. 
Importantly,  this  compliance  period 
will  allow  additional  time  for  the 
Treasury  Department  and  IRS  to 
consider  finalizing  rules  addressing 
certain  tax  issues  relating  to  a  floating 
NAV  described  above  and  for  the 


As  discussed  supra  in  note  587,  we  do  not 
have  access  to  the  names  of  the  survey  respondents 
or  their  specific  cost  estimates  and  are  therefore 
unable  to  approximate  these  costs  on  a  per  fund 
basis.  Accordingly,  the  costs  on  a  per  fund  basis 
will  likely  be  significantly  lower  than  the  figures 
provided  here. 

See  SIFMA  Comment  Letter. 

We  note  that  some  commenters  may  have 
included  costs  associated  with  enabling  floating 
NAV  funds  to  provide  same-day  settlement  in  their 
cost  estimates  of  operational  implications  generally. 
These  costs  are  discussed  above. 

We  have  based  our  cost  estimates  for  same-day 
settlement  principally  on  staff  experience  and 
expertise.  In  assessing  the  reasonableness  of  our 
estimates,  we  considered  as  an  outer  bound  the 
survey  data  provided  by  SIFMA  (although  as  noted 
above,  the  survey  respondents  likely  represent  fund 
complexes  and  thus  we  are  not  able  to  determine 
these  costs  on  a  per  fund  basis).  We  estimate  that 
money  market  funds  will  likely  establish  twice  per 
day  pricing  as  the  appropriate  balance  between 
current  money  market  fund  practice  to  provide 
multiple  settlements  per  business  day  and  the 
additional  costs  and  complexities  involved  in 
pricing  money  market  fund  shares  using  market- 
based  values. 
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Commission  to  consider  final  rules 
removing  NRSRO  ratings  from  rule  2a- 
7,620  so  that  funds  could  make  several 
compliance-related  changes  at  one  time. 

We  acknowledge,  as  discussed  in  the 
Proposing  Release  and  as  noted  by  some 
commenters,  that  a  transition  to  a  new 
regulatory  regime  could  itself  cause  the 
type  of  heavy  redemptions  that  the 
amendments,  including  the  floating 
NAV  reform,  are  designed  to  prevent. 

In  the  proposal,  we  noted  that  our 
proposed  two-year  compliance  period 
would  benefit  money  market  funds  and 
their  shareholders  by  allowing  money 
market  funds  to  make  the  transition  to 
a  floating  NAV  at  the  optimal  time  and 
potentially  not  at  the  same  time  as  all 
other  money  market  funds.  In  addition, 
we  stated  our  belief  that  money  market 
fund  sponsors  would  use  the  relatively 
long  compliance  period  to  select  an 
appropriate  conversion  date  that  would 
minimize  the  risk  that  shareholders  may 
pre-emptively  redeem  shares  at  or  near 
the  time  of  conversion  if  they  believe 
that  the  market  value  of  their  shares  will 
be  less  than  $1.00.  Several  commenters 
reiterated  this  concern,  with  one 
commenter  noting  that  shareholders  in 
floating  NAV  money  market  funds  may 
be  incentivized  to  redeem  in  order  to 
avoid  losses  or  realize  gains,  depending 
on  the  expected  NAV  at  the  time  of 

conversion. a  few  commenters 

suggested  that  money  market  funds  will 
likely  be  unwilling  or  unable  to  stagger 
their  transitions  over  our  proposed  two- 
3'ear  transition  period,  but  did  not 
provide  any  survey  data  or  other 
support  for  their  beliefs. ^23 
We  continue  to  believe  that  an 
extended  compliance  period  (as 
adopted,  two  years)  should  help 
mitigate  potential  pre-emptive 
redemptions  by  providing  money 
market  fund  shareholders  with 
sufficient  time  to  consider  the  reforms 
and  decide,  if  they  determine  that  a 
floating  NAV  investment  product  is  not 
appropriate  or  desirable,  to  invest  a 
stable  NAV  retail  or  government  money 
market  fund  or  an  alternative 
investment  product.  We  recognize  that, 
although  money  market  funds  may 
comply  with  the  rule  amendments  at 
any  time  between  the  effective  date  and 


•*20  See  Removal  of  Certain  References  to  Credit 
Ratings  and  Amendment  to  the  Issuer 
Diversification  Requirement  in  the  Monej'  Market 
Fund  Rule,  Investment  Company  Act  Release  No. 
lC-31184  (July  23,  2014). 

See,  e.g.,  Dreyfus  Comment  Letter;  Goldman 
Sachs  Comment  Letter.  The  PWG  Report  suggests 
that  a  transition  to  a  floating  NAV  could  itself  result 
in  significant  redemptions.  See  PWG  Report,  supra 
note  506,  at  22. 

See  Stradley  Ronon  Comment  Letter. 

'■'23  See,  e.g.,  Stradley  Ronon  Comment  Letter; 
SIFMA  Comment  Letter. 


the  compliance  date,  in  practice,  money 
market  funds  may  implement 
amendments  relating  to  floating  NAV 
near  the  end  of  the  transition  period, 
which  may  further  cause  the  potential 
for  widespread  redemptions  prior  to  the 
transition.  Although  a  few  commenters 
suggested  as  much,624  vve  did  not 
receive  any  sur\^ey  data  and  we  are  not 
able  to  reasonably  estimate  the  extent  to 
which  money  market  funds  may  or  may 
not  stagger  their  transition  to  a  floating 
NAV. 

We  note,  however,  that  in  order  to 
mitigate  this  risk,  money  market  fund 
managers  could  take  steps  to  ensure  that 
the  fund’s  market-based  NAV  is  $1.00  or 
higher  at  the  time  of  conversion  and 
communicate  to  shareholders  the  steps 
that  the  fund  plans  to  take  ahead  of  time 
in  order  to  mitigate  the  risk  of  heavy 
pre-emptive  redemptions,  though  funds 
would  be  under  no  obligation  to  do  so. 
Even  if  funds  took  such  steps,  investors 
may  pre-emptively  withdraw  their 
assets  from  money  market  funds  that 
will  transact  at  a  floating  NAV  to  avoid 
this  risk.  We  note,  however,  that  while 
a  two-year  compliance  period  does  not 
eliminate  such  concerns,  we  expect,  as 
discussed  above,  that  providing  a  two- 
year  compliance  period  will  allow 
money  market  funds  time  to  prepare 
and  address  investor  concerns  relating 
to  the  transition  to  a  floating  NAV,  and 
therefore  possibly  mitigate  the  risk  that 
the  transition  to  a  floating  NAV,  itself, 
could  prompt  significant  redemptions. 

In  addition,  the  liquidity  fees  and  gates 
reforms  will  be  effective  and  therefore 
available  to  fund  boards  as  a  tool  to 
address  any  heightened  redemptions 
that  may  result  from  the  transition  to  a 
floating  NAV.625 

C.  Effect  on  Certain  Types  of  Money 
Market  Funds  and  Other  Entities 

1 .  Government  Money  Market  Funds 

The  fees  and  gates  and  floating  NAV 
reforms  included  in  today’s  Release  will 
not  apply  to  government  money  market 
funds,  which  are  defined  as  a  money 
market  fund  that  invests  at  least  99.5% 
of  its  total  assets  in  cash,  government 
securities,®26  and/or  repurchase 
agreements  that  are  “collateralized 
fully’’  [i.e.,  collateralized  by  cash  or 


Jd. 

“35  We  will  monitor  fund  redemption  activity 
during  the  transition  period  and  consider 
appropriate  action  if  it  appears  necessary'.  For 
example,  such  action  could  include  SEC  Staff 
contacting  fund  groups  to  determine  the  nature  of 
any  stress  from  redemption  activity  and  the 
potential  need  for  any  exemptive  or  other  relief. 

“36  A  "government  security”  is  backed  by  the  full 
faith  and  credit  of  the  U.S.  government.  See  rule 
2a-7(a)(17);  section  2(a)(16). 


government  securities).®27  Jn  addition, 
under  today’s  amendments,  government 
money  market  funds  may  invest  a  de 
minimis  amount  (up  to  0.5%)  in  non¬ 
government  assets,‘’28  unlike  our 
proposal  and  under  current  rule  2a-7, 
which  permits  government  money 
market  funds  to  invest  up  to  20%  of 
total  assets  in  non-government  assets. 

Additionally,  as  proposed,  a 
government  money  market  fund  will  not 
be  required  to,  but  may,  impose  a  fee  or 
gate  if  the  ability  to  do  so  is  disclosed 
in  a  fund’s  prospectus  and  the  fund 
complies  with  the  fees  and  gates 
requirements  in  the  amended  rule.^^o 

With  respect  to  the  floating  NAV 
reform,  most  commenters  supported  a 
reform  that  does  not  apply  to 
government  money  market  funds. 


“33  See  rule  2a-7(a)(5)  (defining  "collateralized 
fully”  by  reference  to  rule  5b-3(c)(l),  which 
requires  that  collateral  be  comprised  of  cash  or 
government  securities). 

“3“  Non-government  assets  would  include  all 
“eligible  securities”  permitted  under  rule  2a-7 
other  than  cash,  government  securities  (as  defined 
in  section  2(a)(16),  or  repurchase  agreements  that 
are  "collateralized  fully”  (as  defined  in  rule  5b-3). 

“3“ Under  current  rule  2a-7  (and  as  proposed),  a 
government  money  market  fund  is  defined  based  on 
the  portfolio  holdings  test  used  today  for 
determining  the  accuracy  of  a  fund’s  name  ("names 
rule”).  See  Proposing  Release,  supra  note  25,  n.l69 
and  accompanying  text  (rule  35d-l  states  that  a 
materially  deceptive  and  misleading  name  of  a  fund 
(for  purposes  of  section  35(d)  of  the  Investment 
Company  Act  (Unlawful  representations  and 
names))  includes  a  name  suggesting  that  the  fund 
focuses  its  investments  in  a  particular  type  of 
investment  or  in  investments  in  a  particular 
industry  or  group  of  industries,  unless,  among  other 
requirements,  the  fund  has  adopted  a  policy  to 
invest,  under  normal  circumstances,  at  least  80%  of 
the  value  of  its  assets  in  the  particular  type  of 
investments  or  industry'  suggested  by  the  fund’s 
name).  While  in  the  Proposing  Release  we 
discussed  the  definition  of  government  money 
market  fund  in  the  context  of  the  proposed  floating 
NAV  reform,  this  definition  also  was  applicable  to 
the  proposed  fees  and  gates  reform.  We  understand 
that  government  money  market  funds  today  invest 
in  other  government  money  market  funds  (“fund  of 
funds”)  and  look  through  those  funds  to  the 
underlying  securities  when  determining 
compliance  with  rule  35d-l,  or  the  "names  rule.” 
Accordingly,  we  expect  that  money  market  funds 
will  continue  to  evaluate  compliance  with  what 
investments  qualify  under  our  definition  of 
government  money  market  fund  in  the  same  way, 
and  therefore  categorize,  as  appropriate, 
investments  in  other  government  money  market 
funds  as  within  the  99.5%  government-asset  basket. 

“3“  See  rule  2a-7(c)(2)(iii).  Any  government 
money  market  fund  that  chooses  not  to  rely  on  rule 
2a-7(c)(2)(iii)  may  wish  to  consider  providing 
notice  to  shareholders.  We  believe  at  least  sixty 
days  wTitten  notice  of  the  fund’s  ability  to  impose 
fees  and  gates  would  be  appropriate. 

“31  See,  e.g.,  J.P.  Morgan  Comment  Letter;  T.  Rowe 
Price  Comment  Letter;  Vanguard  Comment  Letter; 
ICl  Comment  Letter;  IDC  Comment  Letter.  But  see 
Comment  Letter  of  J.  Huston  McCulloch  (Sept.  13, 
2013)  ("McCulloch  Comment  Letter”)  (suggesting 
that  the  floating  NAV  reform  also  apply  to 
government  money  market  funds  and  noting  that 
even  short-term  treason,'  bills  fluctuate  in  present 
value).  As  discussed  below,  we  continue  to  believe 

Continued 
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Commenters  noted  that  government 
funds  pose  significantly  less  risk  of 
heavy  investor  redemptions  than  prime 
funds,  have  low  default  risk  and  are 
highly  liquid  even  during  market  stress, 
and  experienced  net  inflows  during  the 
financial  crisis. Also,  few 
commenters  explicitly  supported  or 
opposed  excluding  government  fimds 
from  the  fees  and  gates  reforms.  Of  these 
commenters,  a  few  supported  a 
narrowly  tailored  fees  and  gates  reform 
that  does  not  apply  to  government 
money  market  funds, and  a  few 
commenters  argued  that  all  types  of 
money  market  funds — including 
government  money  market  funds — 
should  have  the  ability  to  apply  a  fee  or 
gate.®^'* 

We  continue  to  believe  that 
government  money  market  funds  should 
not  be  subject  to  the  fees  and  gates  and 
floating  NAV  reforms.  As  discussed  in 
the  Proposing  Release,  government 
money  market  funds  face  different 
redemption  pressures  and  have  different 
risk  characteristics  than  other  money 
market  funds  because  of  their  unique 
portfolio  composition. 635  The  securities 
primarily  held  by  government  money 
market  hinds  typically  have  a  lower 
credit  default  risk  than  commercial 
paper  and  other  securities  held  by  prime 
money  market  funds  and  are  highly 
liquid  in  even  the  most  stressful  market 
conditions. 636  As  noted  in  our  proposal, 
government  funds’  primary  risk  is 
interest  rate  risk;  that  is,  the  risk  that 
changes  in  the  interest  rates  result  in  a 
change  in  the  market  value  of  portfolio 
securities. 637  Even  the  interest  rate  risk 


that  our  floating  NAV  reform  should  not  apply  to 
government  funds.  Our  belief  is  based,  in  part,  on 
the  strong  commenter  support  in  favor  of  a  more 
targeted  floating  NAV  reform  that  addresses  the 
incremental  incentive  for  institutional  investors  to 
redeem  from  prime  funds,  and  our  stated  goal  of 
preserving  as  much  as  possible  the  benefits  of 
money  market  funds  for  most  investors,  vi'hile 
appropriately  balancing  concerns  about  the  risks  of 
heavy  redemptions  in  prime  funds  during  times  of 
stress  and  the  harm  this  can  cause  to  short-term 
funding  markets. 

See,  e.g.,  ].P  Morgan  Comment  Letter;  ICI 
Comment  Letter;  IDC  Comment  Letter;  T.  Row'e 
Price  Comment  Letter. 

See,  e.g.,  BlackRock  11  Comment  Letter, 
("Government  MMFs  .  .  .  should  not  be  required 
to  implement  liquidity  fees  and  gates.”);  J.P. 

Morgan  Comment  Letter. 

See,  e.g.,  U.S.  Bancorp  Comment  Letter,  (“If 
ultimately  adopted,  gating  should  be  available  to  all 
classes  of  funds  .  .  .”);  HSBC  Comment  Letter, 
("[W]e  believe  all  MMFs  should  be  required  to  have 
the  pow'er  to  apply  a  liquidity  fee  or  gate  so  that 
the  MMF  provider  can  manage  a  low'  probability  but 
high  impact  event.”). 

t>35  Proposing  Release,  supra  note  25,  at  section 
111. A. 3.  See  also  DERA  Study,  supra  note  24,  at  8- 
9. 

036 Proposing  Release,  supra  note  25,  at  section 
11I.A.3.;  see  aIso].P.  Morgan  Comment  Letter; 
Vanguard  FSOC  Comment  Letter. 

See  Proposing  Release,  supra  note  25,  at  66. 


of  government  money  market  funds, 
however,  is  generally  mitigated  because 
these  funds  typically  hold  assets  that 
have  short  maturities  and  hold  those 
assets  to  maturity. 638 

As  discussed  in  the  DERA  Study  and 
below,  government  money  market  funds 
historically  have  experienced  inflows, 
rather  than  outflows,  in  times  of 
stress. 639  In  addition,  the  assets  of 
government  money  market  funds  tend  to 
appreciate  in  value  in  times  of  stress 
rather  than  depreciate.64o  Most 
government  money  market  funds  always 
have  at  least  30%  weekly  liquid  assets 
because  of  the  nature  of  their  portfolio 
[i.e.,  the  securities  they  generally  hold, 
by  definition,  are  weekly  liquid  assets). 
Accordingly,  with  respect  to  fees  and 
gates,  the  portfolio  composition  of 
government  money  market  funds  means 
that  these  funds  are  less  likely  to  need 
to  use  these  tools. 

We  have  also  determined  not  to 
impose  the  fees  and  gates  and  floating 
NAV  reforms  on  government  money 
market  funds  in  an  effort  to  facilitate 
investor  choice  by  providing  a  money 
market  fund  investment  option  that 
maintains  a  stable  NAV  and  that  does 
not  require  investors  to  consider  the 
imposition  of  fees  and  gates.  As  noted 
above,  we  expect  that  some  money 
market  fund  investors  may  be  unwilling 
or  unable  to  invest  in  a  money  market 
fund  that  floats  its  NAV  and/or  can 
impose  a  fee  or  gate. 6^1  By  not 
subjecting  government  money  market 
funds  to  the  fees  and  gates  and  floating 
NAV  reforms,  fund  sponsors  will  have 
the  ability  to  offer  money  market  fund 
investment  products  that  meet 
investors’  differing  investment  and 
liquidity  needs. 6‘*2  yyg  also  believe  that 
this  approach  preserves  some  of  the 
current  benefits  of  money  market  funds 
for  investors.  Based  on  our  evaluation  of 
these  considerations  and  tradeoffs,  and 
the  more  limited  risk  of  heavy 
redemptions  in  government  money 
market  funds,  we  believe  it  is  preferable 
to  tailor  today’s  reforms  and  not  apply 
the  floating  NAV  requirement  to 


See  Proposing  Release,  supra  note  25,  n.l73. 

See  DERA  Study,  supra  note  24,  at  6-13. 

See  Proposing  Release,  supra  note  25,  n.412. 

641  por  example,  there  could  be  some  types  of 
investors,  such  as  sweep  accounts,  that  may  be 
unwilling  to  invest  in  a  money  market  fund  that 
could  impose  a  gate  because  such  an  investor 
generally  requires  the  ability  to  immediately 
redeem  at  any  point  in  time,  regardless  of  whether 
the  fund  or  the  markets  are  distressed. 

To  the  extent  a  number  of  government  funds 
opt  in  to  the  fees  and  gates  requirements,  and  there 
exists  investor  demand  to  invest  in  government 
funds  that  are  not  subject  to  the  fees  and  gates 
reforms,  w'e  believe  market  forces  and  competitive 
pressures  may  lead  to  the  creation  of  new 
government  funds  that  do  not  implement  fees  and 
gates. 


government  funds,  but  to  permit  them  to 
implement  the  fees  and  gates  reforms  if 

they  choose. 643 

We  also  sought  comment  on  the 
appropriate  size  of  the  non-government 
basket.  Notwithstanding  the  relative 
safety  and  stability  of  government 
money  market  funds,  we  noted  our 
concern  that  a  credit  event  in  this  20% 
basket  or  a  shift  in  interest  rates  could 
trigger  a  decline  in  a  fund’s  shadow 
price  and  therefore  create  an  incentive 
for  shareholders  to  redeem  shares  ahead 
of  other  investors  (similar  to  that 
described  for  institutional  prime  funds 
subject  to  the  floating  NAV  reform).  We 
stated  in  the  Proposing  Release  our 
preliminary  belief  that  the  benefits  of 
retaining  a  stable  share  price  money 
market  fund  option  and  the  relative 
safety  in  a  government  money  market 
fund’s  80%  basket  appropriately 
counterbalances  the  risks  associated 
with  the  20%  portion  of  a  government 
money  market  fund’s  portfolio  that  may 
be  invested  in  non-government 

securities. 644 

A  number  of  commenters,  however, 
raised  concerns  that  the  proposed 
definition  of  government  money  market 
fund  would  permit  these  funds  to  invest 
up  to  20%  of  their  portfolio  in  non¬ 
government  assets,  and,  contrary  to  the 
goals  of  our  money  market  fund  reforms, 
potentially  increase  risk  as  stable  NAV 
government  funds  may  use  this  20% 
basket  to  reach  for  yield. 645  One 


“'*3  Although  government  money  market  funds 
may  opt-in  to  fees  and  gates,  we  expect  these  funds 
will  rarely  impose  fees  and  gates  because  their 
portfolio  assets  present  little  credit  risk. 

•^■•The  Proposing  Release  also  would  have 
required  unaffected  stable  NAV  funds,  including 
government  money  market  funds,  to  maintain  a 
stable  NAV  through  penny-rounding  pricing  (and 
generally  eliminate  amortized  cost  valuation  except 
for  securities  with  remaining  maturities  of  60  days 
or  less).  As  discussed  in  section  1II.B.5,  however, 
we  have  revised  our  approach  and  will  permit 
stable  NAV  funds  to  continue  to  value  portfolio 
securities  using  amortized  cost  and  price  fund 
shares  using  penny-rounding,  as  they  do  today.  We 
are  also  providing  expanded  guidance  on  the  use 
of  amortized  cost.  See  infra  section  IIl.D. 

“5  See,  e.g.,  Goldman  Sachs  Comment  Letter 
(suggesting  that  a  new  class  of  money  market  funds 
could  emerge  that  would  invest  19.9%  of  its  assets 
in  higher  yield  commercial  paper  and  other 
privately  issued  debt  while  maintaining  a  stable 
NAV,  and  under  Commission  rules,  holding  itself 
out  as  a  government  money  market  fund);  HSBC 
Comment  Letter;  CFA  Institute  Comment  Letter; 
Systemic  Risk  Council  Comment  Letter;  Invesco 
DERA  Comment  Letter.  One  commenter  suggested 
reducing  further  the  percentage  of  portfolio  assets 
required  to  be  invested  in  government  securities 
and  potentially  including  state  and  local 
government  securities  in  the  permissible 
investment  basket.  See  Comment  Letter  of  The 
Independent  Trustees  of  the  North  Carolina  Capital 
Management  Trust  (“Sept.  17,  2013)  (“NC  Cap. 
Mgmt.  Trust  Comment  Letter”).  We  believe  that  the 
definition  of  a  government  money  market  fund 
should  not  include  state  and  local  government 
securities  as  suggested  by  this  commenter.  We 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014/Rules  and  Regulations 


47793 


commenter  noted  that,  notwithstanding 
the  current  20%  non-government 
security  basket,  its  government  money 
market  funds  invest  100%  of  fund  assets 
in  government  securities  because  doing 
so  meets  the  expectations  of  government 
money  market  fund  investors.®^® 

We  agree  with  commenters  who 
suggested  that  permitting  government 
funds  to  invest  potentially  up  to  20%  of 
fund  assets  in  riskier  non-government 
securities  may  promote  a  type  of  hybrid 
money  market  fund  that  presents  new 
risks  that  are  not  consistent  with  the 
purposes  of  the  money  market  reforms 
adopted  today. One  commenter 
suggested  that  without  a  20%  basket, 
there  may  be  an  oversupply  of 
commercial  paper  that  disrupts 
corporate  funding  (presumably  a  result 
of  a  shift  of  assets  out  of  institutional 
prime  funds  required  to  adopt  our 
floating  NAV  reform).®'*®  As  a  result, 
this  commenter  suggested  that  the 
Commission  wait  until  after  final  rules 
are  adopted  to  evaluate  the  use  of  the 
20%  basket,  including  the  effects  on 
commercial  paper  supply,  and  then 
consider  phasing  the  20%  basket  out 
over  time,  if  appropriate.  We  disagree. 


discuss  the  risks  present  in  these  types  of  securities 
and  municipal  money  market  funds  in  general,  infra 
section  1II.C.3.  See  also  infra  note  773  and 
accompanying  text.  In  addition,  as  discussed  above, 
reducing  further  the  percentage  of  assets  that  must 
be  invested  in  government  securities  undercuts  the 
goals  of  this  rulemaking.  A  few  commenters  also 
raised  concerns  about  the  economic  effects  of  not 
applying  our  floating  NAV  reform  to  government 
funds,  including  promoting  the  ability  of  the  federal 
government  to  borrow  at  the  expense  of  state  and 
local  governments  and  private  issuers.  See,  e.g., 
Comment  Letter  of  Arnold  &  Porter  LLP  on  behalf 
of  Federated  Investors  (Alternative  1]  (Sept.  13, 

2013)  (“Federated  III  Comment  Letter”);  Mass. 
Governor  Comment  Letter;  Systemic  Risk  Council 
Comment  Letter.  We  address  the  macroeconomic 
effects  of  the  floating  NAV  requirement  and  related 
exemptions  in  section  III.K.  One  commenter  also 
noted  that  because  stable  NAV  funds  (including 
government  money  market  funds)  would  no  longer 
be  permitted  to  value  securities  using  amortized 
cost,  these  funds  would  still  incur  many  of  the  same 
operational  burdens  as  floating  NAV  funds.  See 
Federated  II  Comment  Letter;  Federated  III 
Comment  Letter.  As  discussed  in  section  III.B.5, 
however,  we  have  revised  our  approach  from  the 
Proposing  Release  and  will  permit  both  retail  and 
government  money  market  funds  to  continue  to 
value  portfolio  securities  using  amortized  cost  and 
use  the  penny-rounding  method  of  pricing. 

‘^'*See  Fidelity  DERA  Comment  Letter. 

“^^See,  e.g.,  Comment  Letter  of  BlackRock,  Inc. 
(June  6,  2013)  (“Blackrock  I  Comment  Letter”);  CFA 
Institute  Comment  Letter  (noting  that  “the  80 
percent  requirement  [. .  .]  would  undermine  the 
implied  NAV  stability  of  a  (glovernment  fundl’Js 
structure.  Allowing  fund  managers  to  invest  as 
much  as  20  percent  of  their  assets  in  securities  and 
instruments  with  greater  volatility  in  value  than 
government  securities,  while  continuing  to  operate 
as  stable  NAV  funds  creates  potential  problems.”). 

See  Blackrock  DERA  Comment  Letter.  We 
discuss  in  section  III.K  below  the  macroeconomic 
effects  of  a  potential  shift  in  assets  out  of 
institutional  prime  money  market  funds  and  into 
alternative  investment  products. 


As  stated  above,  the  reason  for  not 
applying  our  fees  and  gates  and  floating 
NAV  reforms  to  government  money 
market  funds  is,  in  part,  a  recognition  of 
the  relative  stability  of  this  type  of 
money  market  fund,  through  its  lack  of 
credit  risk.  It  would  limit  the 
effectiveness  of  our  floating  NAV 
reform,  for  example,  to  allow  a  hybrid 
government  fund  to  develop  and 
potentially  present  credit  risk  to 
institutional  investors  seeking  greater 
yield,  while  keeping  the  benefit  of  a 
stable  NAV. 

As  noted  above,  many  commenters 
suggested  completely  eliminating  the 
20%  basket.®^®  One  commenter 
suggested  a  smaller  de  minimis  basket, 
for  example  5%.®®°  Our  approach 
includes  a  0.5%  de  minimis  basket  in 
which  government  funds  may  invest  in 
non-government  securities.  In  order  to 
evaluate  an  appropriate  de  minimis 
amount  of  non-government  securities, 
Commission  staff,  using  Form  N-MFP 
data,  analyzed  the  exposure  of 
government  money  market  funds  to 
non-government  securities  between 
November  2010  and  November  2013.®®* 

This  analysis  showed,  among  other 
things,  that  as  of  November  2013, 
approximately  17%  of  all  money  market 
funds  were  government  funds  and  that 
average  total  net  assets  of  government 
funds  remained  fairly  constant  at  near 
$500  billion  since  March  of  2012. ®®2  An 
analysis  of  the  data  also  showed  that, 
between  November  2010  and  November 
2013,  government  money  market  funds 
generally  invested  between  0.5%  and 
2.5%  of  their  total  amortized  cost  dollar 
holdings  in  non-government  securities 


See,  e.g.,  Goldman  Sachs  Gomment  Letter; 
HSBC  Comment  Letter;  see  Fidelity  DERA 
Comment  Letter. 

S50  See  CPA  Institute  Comment  Letter. 

See  DERA  Memorandum  regarding 
Government  Money  Market  Fund  Exposure  to  Non- 
Government  Securities,  dated  March  17,  2014 
(DERA  Government  MMF  Exposure  Memo”) 
available  at  http:/hv\\'\v.sec.gov/comments/s7-03- 
13/s70313-322.pdf.  This  analysis  categorized 
securities  into  two  types;  “government  securities” 
and  “other  securities.”  “Government  securities” 
includes  Treasury'  Debt,  Treasury'  Repurchase 
Agreements,  Government  Agency'  Debt,  and 
Government  Agency  Repurchase  Agreements. 
“Other  securities”  includes  all  remaining  non¬ 
government  securities  (as  referred  to  above),  such 
as  non-government  tri-party  repurchase  agreements, 
financial  company  commercial  paper,  and  variable 
rate  demand  notes  without  a  demand  feature  or 
guarantee.  Although  this  analysis  sought,  where 
possible,  to  identify  “other  securities”  that  may 
actually  qualify  as  “government  securities,”  it  is 
possible  that  some  assets  classified  as  other 
securities  may  still  qualify  as  government 
securities.  Accordingly,  the  results  of  this  analysis 
should  be  viewed  as  upper  bounds  on  the  extent  to 
which  government  money  market  funds  invest  in 
“other  securities”  [i.e.  non-government  securities). 

See  id.  (reporting  based  on  Form  N-MFP  data, 
as  of  November  2013,  97  government  money  market 
funds  out  of  565  total  money  market  funds). 


and,  more  recently  closer  to  0.5%  in 
non-govemment  securities  from 
November  2012  to  November  2013.®®® 
For  example,  the  90th  percentile  of 
reporting  government  money  market 
funds  demonstrates  that  investments  in 
non-govemment  securities  declined 
from  12.7%  (representing  11  funds)  in 
November  2010  to  nearly  zero  in 
November  2013.®®"* 

A  few  commenters  suggested  that  this 
analysis  is  flawed  because  it 
inappropriately  focuses  on  the  historical 
use  of  the  non-government  securities 
basket  to  predict  future  use  of  the  20% 
basket,  when  we  cannot  accurately 
predict  how  investors  will  react 
following  the  adoption  of  proposed 
regulatory  changes,  such  as  a  floating 
NAV.®®®  One  commenter  further 
suggested  that  the  analysis  instead 
should  address  the  potential  systemic 
risk  posed  by  a  hybrid  fund.®®®  As  other 
commenters  noted,  however,  we 
recognize  the  potential  for  increased 
investor  interest  in  hybrid  government 
money  market  funds,  and  as  discussed 
above,  we  are  concerned  that  continuing 
to  permit  government  money  market 
funds  to  invest  potentially  up  to  20%  of 
fund  assets  in  non-government 
securities  presents  risks  that  are 
contrary  to  goals  of  this  rulemaking.  In 
fact,  the  concern  raised  by  these 
commenters,  suggesting  that  the 
historical  use  of  the  20%  basket  is 
irrelevant  in  the  context  of  a  future 
regulatory  regime  that  includes  a 
floating  NAV  reform,  further  supports 
our  concern  that  retaining  the  20%  non¬ 
government  securities  basket  is  likely  to 
result  in  increased  risk  taking  by 


653  ](j 

Id. 

See,  e.g..  Comment  Letter  of  the  Dreyfus 
Corporation  (Apr.  23,  2014,  DERA  Study)  (“Dreyfus 
DERA  Comment  Letter”)  (expecting  that  the  staffs 
analysis  would  not  show  significant  industry 
investment  by  government  funds  in  non¬ 
government  securities,  but  suggesting  that  this  is  a 
result  of  investor  preference  that  must  be  viewed  in 
the  context  of  stable  NAV  money  market  funds  and 
noting  that  investor  interest  in  hybrid  government 
money  market  funds  may  increase  in  a  floating 
NAV  context);  Comment  Letter  of  Wells  Fargo  Fund 
Management,  LLC  (Apr.  23,  2014,  DERA  Study) 
(“Wells  Fargo  DERA  Comment  Letter”)  (suggesting 
that  without  the  ability  for  government  money 
market  funds  to  diversify  into  prime  and  municipal 
securities,  a  significant  inflow  into  government 
funds  could  force  already  low  yields  on  short-term 
government  securities  to  turn  negative).  Although 
we  recognize  the  potentially  adverse  effects  of 
negative  yields  (e.g.,  some  funds  might  close  to 
further  investment,  affecting  capital  formation),  we 
believe  that  the  potential  risks  associated  with  a 
government  fund  investing  up  to  20%  of  its  total 
assets  in  non-govemment  assets  outweighs 
speculative  concerns  about  future  interest  rates  that 
may  or  may  not  remain  at  historic  lows  two  years 
after  the  rules  regarding  our  floating  NAV  reform 
become  final. 

See  Dreyfus  DERA  Comment  Letter. 
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institutional  prime  fund  investors  who 
move  to  government  money  market 
funds  in  search  of  greater  yield  (but 
with  the  continued  benefit  of  a  stable 
NAV).  We  also  note  that  our  staffs 
analysis  of  the  historical  use  of  the  20% 
basket  establishes  the  baseline  [i.e.,  the 
extent  to  which  government  money 
market  funds  have  used  the  20%  basket) 
for  our  economic  analysis  discussed 
below. 

One  commenter  stated  its  belief  that 
allowing  government  money  market 
funds  to  invest  up  to  20%  in  non¬ 
government  securities  will  not 
materially  increase  the  risks  of  these 
funds  to  investors  or  the  financial 
system  and  that  such  a  fund  would  have 
adequate  liquidity  to  satisfy  any 
increased  redemption  pressure  that 
results  from  a  credit  event  in  the  20% 
basket. This  commenter  cites  to  our 
statement  in  the  Proposing  Release, 
where  we  characterized  as  “minimal” 
the  risk  of  government  money  market 
funds  that  maintain  at  least  80%  of  their 
total  assets  in  cash,  government 
securities,  or  repurchase  agreements 
that  are  collateralized  by  cash  or 
government  securities. We  continue 
to  believe,  however,  as  we  also  stated  in 
the  Proposing  Release,  that  “a  credit 
event  in  [the]  20%  portion  of  the 
portfolio  or  a  shift  in  interest  rates  could 
trigger  a  drop  in  the  shadow  price, 
thereby  creating  incentives  for 
shareholders  to  redeem  shares  ahead  of 
other  investors.”  Even  if  we  assume 
that  a  government  fund  had  sufficient 
liquidity  from  its  80%  basket  of 
government  securities  to  cover 
adequately  increased  redemptions  that 
result  from  a  credit  event  in  the  20% 
basket,  we  note  that  the  structural 
incentives  that  exist  in  stable  NAV 
money  market  funds,  and  the  associated 
first  mover  advantage  and  potential 
shareholder  dilution  concerns,  still 
exist. And,  indeed,  after  our  floating 
NAV  reform  takes  effect,  the  incentives 
could  be  even  more  pronounced  in 
government  funds  if  those  institutional 
investors  who  are  the  most  sensitive  to 
risk  move  to  government  funds. 

Based  on  the  staff’s  analysis,  we 
expect  that  the  0.5%  non-conforming 
basket  is  consistent  with  current 
industry  practices  and  strikes  an 
appropriate  balance  between  providing 
government  money  market  fund 
managers  with  adequate  flexibility  to 
manage  such  funds  while  preventing 
them  from  taking  on  potentially  high 


See  Wells  Fargo  DERA  Comment  Letter. 

See  Proposing  Release,  supra  note  25,  at  text 
accompanying  n.l76. 

See  id.  at  text  following  n.l73. 

•*8“  See  supra  section  II1.B.3. 


levels  of  risk  associated  with  non¬ 
government  assets.  We  therefore  are 
revising  the  definition  of  a  government 
fund  to  require  that  such  a  fund  invest 
at  least  99.5%  (up  from  80%  in  the 
proposal)  of  its  assets  in  cash, 
government  securities,  and/or 
repurchase  agreements  that  are 
collateralized  by  cash  or  government 
securities.  A  money  market  fund  may 
not  call  itself  or  include  in  its  name 
“government  money  market  fund”  or 
similar  names  unless  the  fund  complies 
with  this  requirement. 

Because  we  believe  that  the  de 
minimis  basket  we  are  adopting  is 
consistent  with  current  industry 
practice,  we  do  not  believe  that 
government  funds  will  experience  any 
material  reduction  in  yield,  based  on 
current  interest  rates,  as  a  result  of  our 
amendments.  In  addition,  we  do  not 
believe  that  government  funds  will  be 
required  to  make  any  systems 
modifications  as  a  result  of  changing  to 
a  0.5%  de  minimis  basket  because  funds 
are  already  required  to  monitor 
compliance  with  the  existing  20%  non¬ 
government  basket  requirement.  As 
discussed  below,  however,  we  do  expect 
that  money  market  funds  may  need  to 
amend  their  policies  and  procedures  to 
reflect  the  changes  we  are  adopting 
today,  including  the  new  0.5%  de 
minimis  basket. vVe  estimate  that  it 
will  cost  each  money  market  fund 
complex  approximately  $2,580  in  one¬ 
time  costs  to  amend  their  policies  and 
procedures. 

Because  staff  analysis  shows  that  our 
0.5%  non-conforming  basket  is 
consistent  with  industry  practice,  we 
believe  that  any  effect  on  efficiency, 
competition,  or  capital  formation  should 
be  minimal.  In  addition,  any 
government  money  market  funds  that  do 
currently  use  the  20%  basket  could  roll 
out  of  any  excess  exposme  to  non¬ 
government  assets  by  the  time  that 
funds  are  required  to  comply  with  the 
amended  rule,  given  rule  2a-7’s 
maturity  limits  on  portfolio  securities. 
Nevertheless,  reducing  the  size  of  the 
basket  could  affect  efficiency, 
competition,  or  capital  formation  in  the 
future  because  decreasing  the  size  of  the 
basket  reduces  a  government  fund’s 
flexibility  to  invest  in  non-govemment 
assets  in  the  future.  For  example, 
decreasing  the  size  of  the  basket  could 


Rule  2a-7(a)(16)  defines  a  government  money 
market  fund  and  requires  that  such  funds  invest  at 
least  99.5%  of  fund  assets  in  cash,  government 
securities,  and  repurchase  agreements  that  are 
collateralized  fully. 

These  costs  are  included  as  part  of  the 
Paperwork  Reduction  Act  analysis.  See  infra  section 
IV.A. 
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lead  to  a  loss  of  efficiency  if  government 
funds  are  unable  to  invest  in  securities 
that  government  funds  are  currently 
permitted  to  purchase.  Reducing  the 
basket  size  could  also  restrict 
competition  among  money  market  funds 
because  government  funds  would  not  be 
able  to  invest  more  than  0.5%  in  non¬ 
government  assets  and  thus  will  have  a 
reduced  ability  to  compete  with  other 
money  market  funds  based  on  yield. 
Finally,  capital  formation  in  the 
commercial  paper  market  could  be 
hindered  by  reducing  the  20%  basket 
and  reducing  these  funds’  ability  to 
invest  in  commercial  paper.  We  do  not 
expect  any  such  effect  to  be  substantial, 
however,  given  the  very  small  extent  to 
which  government  funds  have  recently 
used  the  non-govemment  basket. 

We  also  recognize  the  potential  for  a 
significant  inflow  of  money  market  fund 
assets  into  government  money  market 
funds  from  institutional  prime  investors 
(seeking  a  stable  NAV  alternative)  and 
investors  that  are  unable  or  unwilling  to 
invest  in  a  product  that  may  restrict 
liquidity  (through  our  liquidity  fees  and 
gates  reform).  As  we  discuss  in  section 
III.K  below,  we  do  not  anticipate  that 
the  impact  from  the  final  rule 
amendments,  including  those  related  to 
our  floating  NAV  reform,  will  be  large 
enough  to  constrain  government  funds 
and  their  potential  investors. 

2.  Retail  Money  Market  Funds 

As  was  proposed,  our  fees  and  gates 
reform  will  apply  to  retail  money 
market  funds,  but  our  floating  NAV 
reform  will  not.  However,  as  discussed 
more  below,  we  are  revising  the 
definition  of  a  retail  money  market  fund 
from  our  proposal  to  address  concerns 
raised  by  commenters.  As  amended,  a 
retail  money  market  fund  means  a 
money  market  fund  that  has  policies 
and  procedures  reasonably  designed  to 
limit  all  beneficial  owners  of  the  fund 
to  natural  persons.®®^ 

As  discussed  in  the  Proposing  Release 
and  the  DERA  Study,  retail  investors 
historically  have  behaved  differently 
from  institutional  investors  in  a  crisis, 
being  less  likely  to  make  large 
redemptions  quickly  in  response  to  the 
first  sign  of  market  stress.  During  the 
financial  crisis,  institutional  prime 
money  market  funds  had  substantially 
larger  redemptions  than  prime  money 
market  funds  that  self-identify  as 
retail. As  noted  in  the  Proposing 
Release,  for  example,  approximately  4- 
5%  of  retail  prime  money  market  funds 
had  outflows  of  greater  than  5%  on  each 


See  infra  note  679  and  accompanying  text. 

'‘85  See  Proposing  Release,  supra  note  25,  at  n.l85 
and  accompanying  text. 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


47795 


of  September  17,  18,  and  19,  2008, 
compared  to  22-30%  of  institutional 
prime  money  market  funds.®®® 

Similarly,  in  late  June  2011, 
institutional  prime  money  market  funds 
experienced  heightened  redemptions  in 
response  to  concerns  about  their 
potential  exposure  to  the  Eurozone  debt 
crisis,  whereas  retail  prime  money 
market  funds  generally  did  not 
experience  a  similar  increase. ®®7  Studies 
of  money  market  fimd  redemption 
patterns  in  times  of  market  stress  also 
have  observed  this  difference.®®®  As  we 
noted  in  the  Proposing  Release  and 
discussed  above,  we  believe  that 
institutional  shareholders  tend  to 
respond  more  quickly  than  retail 
shareholders  to  potential  market  stresses 
because  generally  they  have  greater 
capital  at  risk  and  may  be  better 
informed  about  the  fund  through  more 
sophisticated  tools  to  monitor  and 
analyze  the  portfolio  holdings  of  the 
funds  in  which  they  invest.®®®  We 
discuss  below  our  fees  and  gates  and 
floating  NAV  reforms  and  their 
application  to  retail  money  market 
funds,  as  defined  bj^  our  amendments 
adopted  today. 

a.  Fees  and  Gates 

Largely  for  the  reasons  discussed 
above,  several  commenters  argued  that 
our  fees  and  gates  reforms  should  not 


See  id. 

See  Proposing  Release,  supra  note  25,  at  n.l87 
and  accompanying  text.  We  noted  that,  based  on 
iMoneyNet  data,  retail  money  market  funds 
experienced  net  redemptions  of  less  than  1% 
between  June  14,  2011  and  July  5,  2011,  and  only 
27  retail  money  market  funds  had  redemptions  in 
excess  of  5%  diu-ing  that  period  (and  of  these  funds 
only  7  had  redemptions  in  excess  of  10%  during 
this  periodj,  far  fewer  redemptions  than  those 
incurred  by  institutional  funds.  We  have  also 
reviewed  the  redemption  activity  for  institutional 
prime  funds  during  this  same  time  period  and  note 
that  institutional  prime  funds  experienced  net 
redemptions  of  approximately  9%  betw’een  June  14, 
2011  and  July  5,  2011,  and  46  institutional  prime 
money  market  funds  had  redemptions  in  excess  of 
5%  during  that  period  (and  of  these  funds  35  had 
redemptions  in  excess  of  10%  during  this  periodj, 
far  greater  redemptions  than  those  incurred  by  retail 
funds. 

“^See,  e.g.,  DERA  Study,  supra  note  24,  at  8; 
Cross  Section,  supra  note  35,  at  9  (noting  that 
institutional  prime  money  market  funds 
experienced  net  redemptions  of  S410  billion  (or 
30%  of  assets  under  managementj  in  the  four  weeks 
beginning  September  10,  2008,  based  on  iMoneyNet 
data,  while  retail  prime  money  market  funds 
experienced  net  redemptions  of  S40  billion  (or  5% 
of  assets  under  managementj  during  this  same  time 
periodj;  Marcin  Kacperczj'k  &  Philipp  Schnabl, 

How  Safe  are  Money  Market  Funds?,  128  Q.  J.  Econ. 
1017  (April  5,  2013J  (“Kacperczyk  &  Schnabl”): 
Wermers  Study,  supra  note  35. 

GGswe  also  understand  that  retail  money  market 
funds’  shareholder  base  tends  to  be  less 
concentrated  and,  thus,  less  likely  to  move  large 
amounts  of  money  at  once.  We  believe  this  may  be, 
in  part,  why  retail  money  market  funds  experienced 
fewer  redemptions  during  the  financial  crisis. 


apply  to  retail  money  market  funds,  in 
the  same  way  that  our  floating  NAV 
reform  would  not  apply  to  retail 
funds. ®7®  More  specifically,  commenters 
argued  that  retail  investors  behave 
differently  than  institutional  investors 
and,  therefore,  retail  money  market 
funds  are  insulated  from  runs  and 
sudden  losses  of  liquidity. ®^^ 

Although,  as  discussed  above,  the 
evidence  suggests  that  retail  investors 
historically  have  exhibited  much  lower 
levels  of  redemptions  or  a  slower  pace 
of  redemptions  in  times  of  stress, ®^2  -v^^e 
cannot  predict  future  investor  behavior 
with  certainty  and,  thus,  we  cannot  rule 
out  the  potential  for  heavy  redemptions 
in  retail  funds  in  the  futme.  Empirical 
analyses  of  retail  money  market  fund 
redemptions  during  the  financial  crisis 
show  that  at  least  some  retail  investors 
eventually  began  redeeming  shares.®^® 
Similarly,  we  note  that  when  the 
Reserve  Primar}^  Fund,  which  was  a 
mixed  retail  and  institutional  money 
market  fund,  “broke  the  buck”  as  a 
result  of  the  Lehman  Brothers 
bankruptcy,  almost  all  of  its  investors 
ran — retail  and  institutional  alike. 
Additionally,  we  note  that  it  is  possible 
that  the  introduction  of  the  Treasury 
Temporary  Guarantee  Program  on 
September  19,  2008  (a  few  days  after 
institutional  prime  money  market  funds 
experienced  heavy  redemptions) 
lessened  the  incentive  for  shareholders 
to  redeem  from  retail  money  market 
funds.  Moreover,  as  we  recognized  in 
the  Proposing  Release,  retail  prime 
money  market  funds,  unlike  government 
money  market  funds,  generally  are 
subject  to  the  same  credit  and  liquidity 
risks  as  institutional  prime  money 
market  funds. ®7‘*  As  such,  absent  fees 
and  gates,  there  would  be  nothing  to 
help  manage  or  prevent  a  run  on  retail 


See,  e.g.,  Fin.  Svcs.  Roundtable  Comment 
Letter;  Comment  Letter  of  United  Ser\'ices 
Automobile  Association  (Sept.  17,  2013)  ("USAA 
Comment  Letter”);  MFDF  Comment  Letter;  see  also 
Fidelity  Comment  Letter  (arguing  that  the  fees  and 
gates  requirements  should  be  limited  to 
institutional  prime  funds). 

See,  e.g.,  USAA  Comment  Letter;  MFDF 
Comment  Letter  (“Because  retail  investors  are 
demonstrably  slower  to  redeem  their  shares,  the 
fund’s  adviser  will  have  greater  ability  to  manage 
the  fund’s  liquidity  in  a  way  necessary  to  meet 
redemptions,  even  in  times  of  market  stress, 
without  necessitating  the  cost  of  that  liquidity  being 
imposed  on  redeeming  retail  shareholders.”); 
Comment  Letter  of  Financial  Services  Institute 
(Sept.  17,  2013)  ("Fin.  Svcs.  Inst.  Comment  Letter”) 
(“Retail  investors  pose  a  substantially  lower  risk  of 
high  redemption  activities  during  periods  of  market 
stress .  .  .  .”). 

See  Proposing  Release,  supra  note  25,  at  n.l99 
and  accompanying  text. 

See  Proposing  Release,  supra  note  25,  at  n.l97 
and  accompanying  text;  see  also  Wermers  Study, 
supra  note  35. 

See  Proposing  Release,  supra  note  25,  at  199. 


prime  money  market  funds  in  the 
future. 

As  noted  in  the  Proposing  Release,  we 
also  believe  there  is  a  difference  in  the 
anticipated  shareholder  behaviors  we 
are  trying  to  address  by  the  fees  and 
gates  requirements  and  floating  NAV 
requirement  as  applied  to  retail 
funds. ®7®  The  floating  NAV  requirement 
is  specifically  designed  to  address 
shareholders’  incentive  to  redeem  to 
take  advantage  of  pricing  discrepancies 
between  a  money  market  fund’s  market- 
based  NAV  per  share  and  its  stable 
share  price.  As  discussed  above,  we 
believe  this  incentive  likely  is  greatest 
among  institutional  investors  because 
they  are  more  likely  to  have  significant 
sized  investments  at  stake  and  the 
sophistication  and  resources  to  monitor 
actively  such  discrepancies. ®7®  While 
retail  investors  are  unlikely  to  be 
motivated  to  a  substantial  degree  by  the 
first-mover  advantage  created  by  money 
market  funds’  stable  pricing  convention, 
they  may  he  motivated  to  redeem 
heavily  in  flights  to  quality,  liquidity, 
and  transparency  (even  if  they  may  do 
so  somewhat  slower  than  institutional 
investors).  Fees  and  gates  are  designed 
to  address  these  types  of 
redemptions. ®^7  We  also  note  that  retail 
money  market  funds  today  operate  with 
the  potential  for  gates  under  rule  22e- 
3,  which  allows  a  fund  board  to 
permanently  gate  and  liquidate  a  money 
market  fund  under  certain 
circumstances.  Today’s  amendments 
include  a  number  of  disclosure  reforms 
that  are  designed  to  ensure  that  retail 
investors  will  understand  this  new 
additional  fee  and  gate  regime  for 
money  market  funds.®’’® 

In  addition,  the  floating  NAV 
requirement  will  affect  a  shareholder’s 
experience  with  an  institutional  prime 
money  market  fund  on  a  daily  basis.  It 
thus  is  a  significant  reform  that  is 
targeted  only  at  those  investors  that  we 
consider  most  likely  to  be  motivated  to 
redeem  at  least  in  part  on  the  basis  of 
pricing  discrepancies  in  the  fund.  In 
contrast,  and  as  discussed  above,  the 
fees  and  gates  requirements  will  not 
affect  a  money  market  fund  on  a  day-to- 
day  basis;  its  effect  will  be  felt  only  if 
the  fund’s  weekly  liquid  assets  fall 
below  30%  of  its  total  assets — i.e., 
unless  it  comes  under  potential  stress — 
and  even  then,  only  if  the  board 
determines  that  a  fee  and/or  gate  is  in 


See  Proposing  Release,  supra  note  25,  at  200. 

See  generally  supra  note  669  and 
accompanying  text. 

See  supra  section  III.B.l;  see  o/so  Invesco 
Comment  Letter  (suggesting  that  liquidity  fees 
would  mitigate  the  “first-mover”  advantage):  UBS 
Comment  Letter. 

See  infra  section  Ill.E. 
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the  best  interests  of  the  fund.  Further, 
while  we  recognize  that  a  retail  money 
market  fund  may  be  less  likely  to 
experience  strained  liquidity  (and  thus 
less  likely  to  need  to  impose  a  fee  or 
gate),  we  believe  there  is  still  a 
sufficient  risk  of  this  occurring  that  we 
should  allow  such  funds  to  impose  a  fee 
or  gate  to  manage  any  related  heavy 
redemptions  when  the  weekly  liquid 
assets  fall  below  30%  and  doing  so  is  in 
the  fund’s  best  interests.  For  the  same 
reasons,  we  believe  requiring  a  fund  to 
impose  a  liquidity  fee  when  weekly 
liquid  assets  fall  below  10%  is  also 
appropriate,  unless  the  board 
determines  otherwise  based  on  the 
fund’s  best  interests.  Accordingly,  retail 
money  market  funds  will  be  subject  to 
the  fees  and  gates  reform. 

b.  Floating  NAV 

i.  Definition  of  Retail  Money  Market 
Fund 

As  we  proposed,  however,  we  are  not 
imposing  the  floating  NAV  reform  on 
retail  money  market  funds.  For  purposes 
of  the  floating  NAV  reform,  we  are 
defining  a  retail  money  market  fund  to 
mean  a  money  market  fund  that  has 
policies  and  procedures  reasonably 
designed  to  limit  all  beneficial  owners 
of  the  fund  to  natural  persons  (“retail 
funds’’).®’’^ 

Many  commenters  generally 
supported  not  applying  a  floating  NAV 
requirement  to  retail  money  market 
funds,  noting,  for  example,  retail 
investors’  moderate  redemption  activity 
during  the  financial  crisis  as  compared 
with  institutional  prime  funds  and  the 
importance  of  retaining  a  stable  NAV 
investment  product  for  retail  investors 
that  facilitates  cash  management, 
particularly  where  there  are  few 
alternatives  offering  diversification, 
stability,  liquidity,  and  a  market-based 
rate  of  return  for  these  investors.®®® 

See  rule  2a-7(a)(25).  “Beneficial  owTiership” 
typically  means  having  voting  and/or  investment 
power.  See,  e.g..  Securities  Exchange  Act  rules  13d- 
3  and  16a-l(a)(2):  Metropolitan  Life  Insurance 
Company,  SEC  Staff  No- Action  Letter  (Nov.  23, 
1999)  (“Met  Life  No-Action  Letter”)  at  n.9  and 
accompanying  text.  We  note  that  our  definition  of 
retail  money  market  fund  is  consistent  with  the  way 
in  which  Congress  defined  a  “retail  customer”  in 
section  913(a)  of  the  Dodd-Frank  Act  (defining 
“retail  customer,”  among  other  things,  as  a  natural 
person),  15  U.S.C.  80b-l  1(g)(2).  A  retail  fund  may 
disclose  in  its  prospectus  that  it  limits  investments 
to  accounts  beneficially  owned  by  natural  persons 
and  describe  in  its  policies  and  procedures  how  the 
fund  complies  with  the  retail  fund  limitation  when 
a  shareholder  of  record  is  an  omnibus  account 
holder  that  does  not  provide  transparency  down  to 
the  beneficial  ownership  level.  We  discuss  omnibus 
account  issues  below.  See  infra  section  III.C.2.b.iii. 

See,  e.g.,  Blackrock  1  Comment  Letter; 
Blackrock  II  Coimnent  Letter;  Vanguard  Comment 
Letter;  T.  Rowe  Fhice  Comment  Letter;  ICI  Comment 
Letter. 


Some  commenters,  however,  objected 
to,  or  expressed  concerns  about  not 
applying  a  floating  NAV  to  retail  funds. 
These  commenters  noted,  for  example, 
that  (i)  retail  investors  in  the  future  may 
not  behave  the  way  we  observed  in 
2008;  (ii)  increases  in  sophistication  of 
retail  investors  (for  example,  through 
technological  advancements)  may  lead 
retail  investors  to  act  more  like 
institutional  investors  over  time;  and 
(iii)  any  differentiation  between  retail 
and  institutional  funds  provides 
opportunities  for  gaming  behavior  by 
institutional  investors.®®^ 

We  recognize,  as  discussed  above, 
that  we  cannot  be  certain  how  retail 
investors  would  have  reacted  during  the 
financial  crisis  had  the  Treasury 
Temporary  Guarantee  Program  not  been 
implemented.  Similarly,  we  cannot 
predict  whether  retail  investors,  in  light 
of  new  tools  to  manage  liquidity  (e.g., 
fees  and  gates)  and  enhanced  disclosure 
and  transparency,  will  behave  more  like 
institutional  investors  in  the  future.  But 
the  evidence  to  date  suggests  that  retail 
investors  do  not  present  the  same  risks 
associated  with  high  levels  of 
redemptions  posed  by  institutional 
investors. ®®2  We  continue  to  believe  that 
the  significant  benefits  of  providing  an 
alternative  stable  NAV  fund  option 
justify  the  risks  associated  with  the 
potential  for  a  shift  in  retail  investors’ 
behavior  in  the  future,  particularly 
given  that  retail  money  market  funds 
will  be  able  to  use  fees  and  gates  as  tools 
to  stem  heavy  redemptions  should  they 
occur.  We  also  note  that,  as  discussed 
below,  our  revised  approach  to  defining 
a  retail  fund  based  on  shareholder 
characteristics  should  minimize  the 
potential  for  gaming  behavior  by 
institutional  investors. 

As  of  February  28,  2014,  funds  that 
self-report  as  retail  money  market  funds 
held  nearly  $998  billion  in  assets,  which 
is  approximately  one-third  of  all  assets 
held  in  money  market  funds.®®®  Unlike 
under  our  proposal,  which  would  have 

See,  e.g.,  Goldman  Comment  Letter;  J.P. 
Morgan  Comment  Letter;  HSBC  Comment  Letter; 
Hanson  et  al.  Comment  Letter. 

See  supra  notes  666  and  667  and 
accompanying  text. 

““3  Staff  estimates  were  derived  by  using  self- 
reported  data  from  iMoneyNet  as  of  February  28, 
2014  to  estimate  percentages  for  retail  and 
institutional  segments  by  money  market  fund  type. 
Staff  then  applied  these  percentages  to  the  total 
market  size  segments  based  on  Form  N-MFP  data 
as  of  February  28,  2014.  Of  these  assets, 
approximately  S593  billion  are  held  by  prime 
money  market  funds  and  another  S209  billion  are 
in  government  funds.  Because  the  final  rules  do  not 
subject  government  funds  to  the  floating  NAV 
requirement,  funds  that  qualify  as  retail  money 
market  funds  would  be  potentially  relevant  only  to 
the  investors  holding  the  S593  billion  in  retail 
prime  funds. 


required  retail  funds  generally  to  value 
portfolio  securities  using  market-based 
factors  rather  than  amortized  cost, 
money  market  funds  that  qualify  as 
retail  funds  may  continue  to  offer  a 
stable  value  as  they  do  today — and 
facilitate  their  stable  price  by  use  of 
amortized  cost  valuation  and/or  penny¬ 
rounding  pricing  of  their  portfolios.  As 
discussed  below,  our  definition  of  a 
retail  fund  reflects  several  modifications 
from  our  proposal  (in  which  a  retail 
fund  was  defined  as  a  fund  that  limits 
redemptions  to  $1  million  in  a  single 
business  day)  and  reflects  an  approach 
suggested  by  a  number  of 
commenters.®®^ 

We  proposed  to  define  a  fund  as 
retail,  and  thus  not  subject  to  the 
floating  NAV  reform,  if  it  is  a  fund  that 
restricts  a  shareholder  of  record  from 
redeeming  more  than  $1  million  in  any 
one  business  day.  We  explained  our 
belief  that  this  approach  should  be 
relatively  simple  to  implement  because 
it  would  only  require  a  fund  to  establish 
a  one-time,  across-the-board  redemption 
policy,  unlike  other  approaches  based 
on  shareholder  characteristics  that 
would  require  ongoing  monitoring  by 
the  fund.  We  also  stated  our  belief  that 
our  proposed  approach  would  reduce 
the  risk  that  a  retail  fund  would 
experience  heavier  redemption  requests 
than  it  could  effectively  manage  in  a 
crisis  because  it  would  limit  the  total 
amount  of  redemptions  a  fund  can 
experience  in  a  single  day  and  therefore 
provide  the  fund  time  to  better  predict 
and  manage  its  liquidity. 

In  the  Proposing  Release,  we  selected 
a  $1  million  redemption  limit  because 
we  expected  this  amount  would  be  high 
enough  to  make  money  market  funds  a 
viable  cash  management  tool  for  retail 
investors,  but  low  enough  that 
institutional  investors  would  likely  self¬ 
select  out  of  these  funds  because  it 
would  not  satisfy  their  operational 
needs.®®®  Under  the  proposed  retail 
fund  definition,  a  fund  would  be  able  to 
permit  an  “omnibus  account  holder’’  to 

(>84  The  definition  of  retail  money  market  fund  we 
are  adopting  is  informed  by  a  joint  comment  letter 
submitted  by  eight  fund  complexes  that  manage 
approximately  SI. 2  trillion  of  U.S.  money  market 
funds  (representing  approximately  45%  of  the  total 
U.S.  money  market  fund  industry  assets)  as  of 
September  30,  2013.  See  Comment  Letter  dated 
October  31,  2013  (submitted  by  BlackRock,  Fidelity, 
Invesco,  Legg  Mason  &  Western  Asset,  Northern 
Trust,  T.  Rowe,  Vanguard,  and  Wells  Fargo)  (“Retail 
Fund  Joint  Comment  Letter”). 

“5  The  Proposing  Release  also  noted  that  a 
money  market  fund  that  sought  to  qualify  as  a  retail 
fund  would  need  to  effectively  describe  that  it  is 
intended  for  retail  investors  and  include  in  the 
fund’s  prospectus  and  advertising  materials 
information  about  the  fund’s  daily  redemption 
limitations.  See  Proposing  Release,  supra  note  25, 
at  section  IILA.4.b.i. 
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redeem  more  than  $1  million  in  a  single 
business  day  provided  the  fund  has 
policies  and  procedures  reasonably 
designed  to  allow  the  conclusion  that 
the  omnibus  account  holder  does  not 
permit  any  beneficial  owner  to  directly 
or  indirectly  redeem  more  than  $1 
million  in  a  single  day.®®®  The 
Proposing  Release  also  considered  and 
sought  comment  on  other  ways  to 
distinguish  a  retail  fund  from  an 
institutional  fund,  including  applying 
limitations  based  on  maximum  account 
balance,  shareholder  concentration,  or 
shareholder  characteristics  {e.g.,  a  social 
security  number  that  would  identify  the 
shareholder  as  an  individual  person  and 
not  an  institution).®®’’  We  discuss  below 
comments  received  on  these  alternative 
means  for  distinguishing  retail  funds 
from  institutional  funds. 

A  number  of  commenters  supported 
(some  with  suggested  scope 
modifications)  our  proposed  approach 
to  define  a  retail  investor  by  means  of 
a  daily  redemption  limit.®®®  Many 
commenters,  however,  raised  concerns 
with  defining  a  retail  fund  as  a  fund  that 
imposes  a  daily  redemption  limit  on  its 
investors,  stating,  for  example,  that  the 
$1  million  daify  redemption  limit 
would  (i)  unduly  limit  liquidity  by 
prohibiting  transactions  by  shareholders 
whose  behavior  does  not  present  run 
risk;  (ii)  restrict  full  liquidity  not  only 
in  times  of  market  stress,  but  also  when 
the  markets  are  operating  effectively; 
and  (iii)  be  costly  and  difficult  to 
implement,  monitor,  and  enforce.®®®  As 
noted  above,  however,  a  number  of 
commenters  have  suggested  defining  a 
retail  money  market  fund  as  a  fund  that 
seeks  to  limit  beneficial  ownership 
interest  to  natural  persons.®®®  After 


686  We  proposed  to  define  an  "omnibus  account 
holder”  as  “a  broker,  dealer,  bank,  or  other  person 
that  holds  securities  issued  by  the  fund  in  nominee 
name.”  See  proposed  (FNAV)  rule  2a-7(c){3)(ii). 

See  infra  note  701  and  accompany  text  for  a 
discussion  of  social  security  numbers  as  a  means  for 
distinguishing  retail  from  institutional  funds  in  the 
Proposing  Release. 

See,  e.g.,  CFA  Institute  Comment  Letter; 
Northern  Trust  Comment  Letter;  Schwab  Comment 
Letter;  USAA  Comment  Letter;  Vanguard  Comment 
Letter.  These  commenters  also  offered  suggested 
scope  modifications,  including  increasing  or 
decreasing  the  daily  redemption  limit,  creating  an 
advance  notice  provision  (pre-approved 
redemptions  over  SI  million  in  a  single  business 
day),  applying  the  daily  redemption  limit  on  a  per- 
account  basis  rather  than  a  per-shareholder  basis, 
and  exempting  certain  transactions  from  the  daily 
redemption  limit. 

'^“^See,  e.g..  Comment  Letter  of  John  D.  Hawke, 

Jr.,  Arnold  and  Porter,  LLP  on  behalf  of  Federated 
Investors,  Inc.,  Washington,  District  of  Columbia 
(Nov.  21,  2013)  (“Federated  XIII  Comment  Letter”); 
Federated  II  Comment  Letter;  Fidelity  Comment 
Letter;  ICI  Comment  Letter;  SIFMA  Comment  Letter. 

680  See  supra  note  684  and  accompanying  text.  In 
addition  to  the  eight  commenters  who  submitted  a 
joint  comment  letter  in  support  of  defining  a  retail 


analyzing  the  comments  received,  we 
agree  that  defining  a  retail  fund  as  a 
fund  that  has  policies  and  procedures 
reasonably  designed  to  limit  beneficial 
ownership  to  natural  persons  (“natural 
person  test”)  provides  a  simpler  and 
more  cost-effective  way  to  accomplish 
our  goal  of  targeting  the  floating  NAV 
reform  to  the  type  of  money  market  fund 
that  has  exhibited  greater  tendencies  to 
redeem  first  in  times  of  market  stress 
and  has  the  investors  most  likely  to  seek 
to  take  advantage  of  any  pricing 
discrepancies  and  therefore  dilute  the 
interests  of  remaining  shareholders.®®’ 
We  discuss  below  the  operation  of  the 
natural  person  test  and  its  economic 
effects. 

ii.  Operation  of  the  Natural  Person  Test 

As  discussed  in  the  Proposing 
Release,  it  currently  is  difficult  to 
distinguish  precisely  between  retail  and 
institutional  money  market  funds,  given 
that  funds  generally  self-report  this 
designation,  there  are  no  clear  or 
consistent  criteria  for  classifying  funds, 
and  there  is  no  common  regulatory  or 
industry  definition  of  a  retail  investor  or 
a  retail  money  market  fund.  We  noted 
that  the  operational  challenges  of 
defining  a  retail  fund  are  numerous  and 
complex.  In  addition,  as  discussed 
below,  drawing  a  distinction  between 
retail  and  institutional  investors  is 
complicated  by  the  extent  to  which 
shares  of  money  market  funds  are  held 
by  investors  through  omnibus  accounts 
and  other  financial  intermediaries.  We 
also  recognize  that  any  distinction 
between  retail  and  institutional  funds 
could  result  in  “gaming  behavior” 
whereby  investors  having  the  general 
attributes  of  an  institution  might 
attempt  to  fit  within  the  confines  of 
whatever  retail  fund  definition  we  craft. 


fund  by  limiting  beneficial  ownership  to  natural 
persons,  a  number  of  other  commenters  also 
supported  this  definition.  See,  e.g.,  SunTrust 
Comment  Letter;  ICI  Comment  Letter;  SIFMA 
Comment  Letter. 

68’  A  number  of  commenters  supported  alternate 
means  of  defining  a  retail  investor.  See,  e.g., 

Schwab  Comment  Letter  (supporting  defining  retail 
investors  based  on  concentration  risk);  Deutsche 
Comment  Letter  (supporting  defining  retail 
investors  based  on  a  maximum  account  balance 
limit);  SIFMA  Comment  Letter  (supporting  defining 
retail  investors  based  on  a  minimum  initial 
investment,  but  also  supporting  the  “natural 
person”  approach  we  are  adopting  today);  Dreyfus 
Comment  Letter  (supporting  defining  retail 
investors  based  on  settlement  times);  Fin.  Svcs. 
Roundtable  Comment  Letter  (supporting  defining 
institutional  investors,  rather  than  retail  investors, 
by,  for  example,  reference  to  assets  under 
management).  We  have  carefully  considered  these 
alternative  means  of  defining  a  retail  investor,  but 
we  believe,  as  discussed  below,  that  the  “natural 
person”  approach  suggested  by  a  number  of  other 
commenters  is  a  simpler  and  more  cost  effective 
way  to  distinguish  between  institutional  and  retail 
investors. 


We  believe,  however,  that  defining  a 
retail  fund  using  the  natural  person  test 
will,  as  a  practical  matter,  significantly 
reduce  opportunities  for  gaming 
behavior  because  we  believe  that  most 
funds  will  use  social  security  numbers 
as  part  of  their  compliance  process  to 
limit  beneficial  ownership  to  natural 
persons,  and  institutional  investors  are 
not  issued  social  security  numbers. 

A  money  market  fund  that  has 
policies  and  procedures  reasonably 
designed  to  limit  beneficial  owners  to 
natural  persons  will  not  be  subject  to 
the  floating  NAV  reform.  We  expect  that 
a  fund  that  intends  to  qualify  as  a  retail 
money  market  fund  would  disclose  in 
its  prospectus  that  it  limits  investments 
to  accounts  beneficially  owned  by 
natural  persons. ®®2  Funds  will  have 
flexibility  in  how  they  choose  to  comply 
with  the  natural  person  test.  As  noted 
by  commenters,  we  expect  that  many 
funds  will  rely  on  social  security 
numbers  to  confirm  beneficial 
ownership  by  a  natural  person.  The 
social  security  number  is  one  well- 
established  method  of  identification, 
issued  to  natural  persons  who  qualify 
under  the  Social  Security 
Administration’s  requirements.  Because 
social  security  numbers  are  in  nearly  all 
cases  obtained  as  part  of  the  account¬ 
opening  process  (for  natural  persons) 
and  are  populated  in  transfer  agent  and 
intermediary  recordkeeping  systems, 
this  approach  should  reduce 
significantly  the  required  enhancements 
to  systems,  processes,  and  procedures 
that  would  be  required  under  alternative 
approaches,  including  our  proposed 
daify  redemption  limit.®®®  In  addition, 
for  intermediaries  using  omnibus 
account  registrations  where  the 
beneficial  owners  are  natural  persons 
(e.g.,  retail  brokerage  accounts,  certain 
trust  accounts,  and  defined  contribution 
plan  accounts),  a  social  security  number 
is  a  key  component  of  customer 
account-opening  procedures  and 
compliance  and  therefore  should  allow 
intermediaries  to  distinguish  retail  from 
institutional  investors  (and  therefore 
assist  retail  funds  in  satisfying  the  retail 
fund  definition).®®^  In  many  cases, 
funds  and  intermediaries  already  collect 
this  data  to  comply  with  “know  your 
customer”  practices  and  anti-money 
laundering  laws  and  should  easily  be 


682  For  example,  a  fund  could  disclose  that  it  is 
a  retail-onlj'  money  market  fund  not  subject  to  the 
floating  NAV  requirement,  consistent  with  the 
requirements  of  Form  N-lA.  See,  e.g..  Item  6  and 
Item  1 1  of  Form  N-1  A;  see  also  infra  note  940  and 
accompanying  text. 

683  See,  e.g.,  ICI  Comment  Letter. 

681 /d. 
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able  to  identify  if  a  beneficial  owner  is 
a  natural  person. 

As  commenters  noted,  defining  a 
retail  fund  in  this  way  encompasses  a 
large  majority  of  individual  investors 
who  use  retail  accounts  today.®®®  For 
example,  we  understand  that  many  tax- 
advantaged  savings  accounts  and 
ordinary  trusts  are  beneficially  owned 
by  natural  persons,  and  therefore  would 
likely  qualify  under  the  natural  person 
test.®®’’  We  understand  that,  often,  in 
these  types  of  accounts,  natural  persons 
are  responsible  for  making  the  decision 
to  redeem  from  a  fund  during  a  time  of 
crisis  (rather  than  an  institutional 
decision  maker).  We  acknowledge, 
however,  that  a  fund  may  still  qualify  as 
a  retail  money  market  fund 
notwithstanding  having  an  institutional 
decision  maker  (e.g.,  a  plan  sponsor  in 
certain  retirement  arrangements,  or  an 
investment  adviser  managing 
discretionary  investment  accounts)  that 
could  eliminate  or  change  an 
investment  option,  such  as  offering  or 
investing  in  a  money  market  fund.  We 
also  recognize  that  there  is  a  potential 
risk  that  an  institutional  decision  maker 
may  react  differently  in  times  of  market 
stress  than  the  individuals  that  we 
expect  will  invest  in  retail  money 
market  funds  as  defined  under  our 
amended  rule.  We  believe  that  in  many 
instances,  however,  this  risk  can  be 
mitigated.  A  number  of  commenters 
noted,  for  example,  that  under  section 
3(34)  of  ERISA,  the  plan  sponsor  of  a 
defined  contribution  plan  can  eliminate 
or  change  an  investment  option  without 
providing  notice  of  the  change,  hut 
stated  that  the  plan  sponsor  would 
likely  provide  30  days’  notice  of  any 
change  in  order  to  obtain  the  benefit  of 
the  fiduciary  safe  harbor  in  section 


095  Id, 

See  Retail  Fund  Joint  Comment  Letter. 

097  Natural  persons  often  invest  in  money  market 
funds  through  a  variety  of  tax-advantaged  accounts 
and  trusts,  including,  for  example:  (i)  participant- 
directed  defined  contribution  plans  (section  3(34)  of 
the  Employee  Retirement  Income  Security  Act 
(“ERISA”)):  (ii)  individual  retirement  accounts 
(section  408  or  408A  of  the  Internal  Revenue  Code 
(“IRC”));  (iii)  simplified  employee  pension 
arrangements  (section  408(k)  of  the  IRC);  (iv)  simple 
retirement  accounts  (section  408(p)  of  the  IRC):  (v) 
custodial  accounts  (section  403(b)(7)  of  the  IRC); 

(vi)  deferred  compensation  plans  for  government  or 
tax-exempt  organization  employees  (section  457  of 
the  IRC);  (vii)  Keogh  plans  (section  401(a)  of  the 
IRC):  (viii)  Archer  medical  savings  accounts 
(section  220(d)  of  the  IRC):  (ix)  college  savings 
plans  (section  529  of  the  IRC);  (x)  health  savings 
account  plans  (section  223  of  the  IRC);  and  (xi) 
ordinary  trusts  (section  7701  of  the  IRC).  Accounts 
that  are  not  beneficially  owmed  by  natural  persons 
(for  example,  accounts  not  associated  with  social 
security  numbers),  such  as  those  opened  by 
businesses,  including  small  businesses,  defined 
benefit  plans,  or  endowments,  would  not  qualify  as 
retail  money  market  funds. 


404(c)  of  ERISA.®®®  To  the  extent  that 
there  remains  a  risk  that  an  institutional 
decision  maker  associated  with  a 
qualifying  retail  fund  makes  decisions 
inconsistent  with  how  we  understand 
retail  funds  generally  behave,  we 
believe  that  our  approach  appropriately 
balances  this  potential  risk  against  the 
substantial  benefits  of  providing  a 
simple  and  cost-effective  way  to 
distinguish  retail  funds  and  provide  a 
targeted  floating  NAV  requirement. 

As  noted  above,  funds  that  intend  to 
satisfy  the  retail  fund  definition  will  be 
required  to  adopt  and  implement 
policies  and  procedures  reasonably 
designed  to  restrict  beneficial 
ownership  to  natural  persons.®®®  For 
example,  funds  could  have  policies  and 
procedures  that  will  help  enable  the 
fund  to  “look  through”  these  types  of 
accounts  and  reasonably  conclude  that 
the  beneficial  owners  are  natural 
persons.  A  fund’s  policies  and 
procedures  could,  for  example,  require 
that  the  fund  reasonably  conclude  that 
ownership  is  limited  to  natural  persons 
and  do  so  (i)  directly,  such  as  when  the 
investor  provides  a  social  security 
number  to  the  fund  adviser,  when 
opening  a  taxable  or  tax-deferred 
account  through  the  adviser’s  transfer 
agent  or  brokerage  division;  or  (ii) 
indirectly,  such  as  when  a  social 
security  number  is  provided  to  the  fund 
adviser  in  connection  with 
recordkeeping  for  a  retirement  plan,  or 
a  trust  account  is  opened  with 
information  regarding  the  individual 
beneficiaries.  We  note  that  our 
definition  of  a  retail  money  market  fund 
provides  a  fund  with  the  flexibility  to 
develop  policies  and  procedures  that 
best  suit  its  investor  base  and  does  not 
require  that  the  fund  use  social  security 
numbers  to  reasonably  conclude  that 
investors  are  natural  persons.  For 
example,  a  money  market  fund  or  the 
appropriate  intermediary  could 
determine  the  beneficial  ownership  of  a 
non-U. S.  natural  person  by  obtaining 
other  government-issued  identification, 
for  example,  a  passport.’’®® 

In  the  Proposing  Release,  we 
discussed  as  an  alternative  to  the  daily 
redemption  limit  approach  requiring 
that  funds  consider  shareholder 
characteristics,  such  as  whether  the 
investor  has  a  social  security  number  or 


‘‘'J®  See  Retail  Fund  Joint  Comment  Letter. 

See  rule  2a-7(a)(25). 

^00  See.  e.g.,  31  CFR  1023.220(a)(2)(i)(A)(4)(ii) 
(requiring  a  broker-dealer  to  obtain  for  non-U. S. 
persons  [a]  taxpayer  identification  number,  a 
passport  number  and  country  of  issuance,  an  alien 
identification  card  number,  or  the  number  and 
country  of  issuance  of  any  other  government-issued 
document  evidencing  nationality  or  residence  and 
bearing  a  photograph  or  similar  safeguard). 


a  taxpayer  identification  number.  We 
noted  our  concern,  however,  that  social 
security  numbers  do  not  necessarily 
correlate  to  an  individual,  and  taxpayer 
identification  numbers  do  not 
necessarily  correlate  to  a  business  (for 
example,  businesses  operated  as  pass¬ 
through  entities).’®^  One  commenter 
reiterated  this  concern. ’®2  We  note, 
however,  that  the  definition  of  a  retail 
fund  does  not  rely  solely  on  each 
investor  having  a  social  security 
number.  Rather,  om  approach 
recognizes  that  in  most  cases,  a  fund  or 
intermediary  may  often  satisfy  the 
natural  person  test  by  implementing 
policies  and  procedures  that  require 
verifying  a  social  security  number  at  the 
time  of  account  opening.  But,  the  fund 
or  intermediary  may,  for  example, 
determine  that  a  non-U. S.  investor  who 
does  not  have  a  social  security  number 
is  a  natural  person  (e.g.,  using  a 
passport). 

Finally,  we  note  that,  currently,  it  is 
not  uncommon  for  a  money  market  fund 
to  be  owned  by  both  retail  and 
institutional  investors,  typically  through 
a  retail  and  institutional  share  class, 
respectively.’®®  In  order  to  qualify  as  a 
retail  money  market  fund,  funds  with 
separate  share  classes  for  different  types 
of  investors  (as  well  as  single-class 
funds  for  both  tjq)es  of  investors)  will 
need  to  reorganize  into  separate  money 
market  funds  for  retail  and  institutional 
investors,  which  may  be  separate  series 
of  the  fund.’®^  In  the  case  of  a  money 
market  fund  with  retail  and  institutional 


See  Proposing  Release,  supra  note  25,  at 
section  III. A. 4. c. iii. 

See  Schwab  Comment  Letter  (suggesting  that 
any  final  rule  identify  accounts  that  are  inherently 
retail  and  include  them  as  part  of  the  definition  of 
a  retail  fund  so  that,  for  example,  estates  and  trusts 
would  qualify  to  invest  in  a  retail  money  market 
fund  (despite  having  a  tax  identification  number, 
rather  than  a  social  security  number).  We  note  that 
an  estate  or  trust  would  be  able  to  qualify  for 
investment  in  a  retail  fund  under  our  definition, 
provided  the  fund  reasonably  concludes  that  the 
Ireneficial  owner(s)  is  a  natural  person. 

^“3  Rule  18f-3  under  the  Investment  Company 
Act  enables  a  money  market  fund  to  offer  retail  and 
institutional  share  classes  by  providing  an 
exemption  from  sections  18(f)(1)  and  18(i)  of  the 
Investment  Company  Act.  We  are  amending,  as 
proposed,  rule  18f-3  (the  multiple  class  rule)  to 
replace  the  phrase  “that  determines  net  asset  value 
using  the  amortized  cost  method  permitted  by 
§  270.2a-7”  with  “that  operates  in  compliance  with 
§  270.2a-7”  because  the  money  market  funds  that 
are  subject  the  floating  NAV  requirement  would  not 
use  the  amortized  cost  method  to  a  greater  extent 
than  mutual  funds  generally. 

Each  series  of  a  series  investment  company  is 
a  separate  investment  company  under  the 
Investment  Company  Act.  See,  e.g..  Fair  and 
Equitable  Treatment  of  Series  Type  Investment 
Company  Shareholders,  Rel.  No.  IC-7276  (Aug.  8, 
1972).  Seeo/so  J.R.  Fleming,  Regulation  of  Series 
Investment  Companies  under  the  Investment 
Company  Act  of  1940,  44  Bus.  Law.  1179  (Aug. 
1989). 
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share  classes,  two  commenters 
suggested  that  the  Commission  provide 
relief  from  section  18(f)(1)  of  the  Act 
(designed,  in  part,  to  prohibit  material 
differences  among  the  rights  of 
shareholders  in  a  fund)  to  allow  the 
fund  to  reorganize  the  classes  into 
separate  money  market  funds. 

We  recognize  that  a  reorganization  of 
a  share  class  of  a  money  market  fund 
into  a  new  series  may  implicate  section 
18  of  the  Investment  Company  Act,  as 
well  as  section  17(a)  of  the  Investment 
Company  Act  (section  17(a)  prohibits, 
among  other  things,  certain  transactions 
between  a  fund  and  an  affiliated  person 
of  the  fund  to  prevent  unfairness  to  the 
fund  or  overreaching  by  the  affiliated 
person). Notwithstanding  the 
prohibitions  in  sections  17(a)  and 
18(f)(1)  and  18(i)  of  the  Act,  in  the 
context  of  distinguishing  between  retail 
and  institutional  money  market  funds 
when  implementing  the  reforms  we  are 
adopting  today,  the  Commission  is  of 
the  view  that  a  reorganization  of  a  class 
of  a  fund  into  a  new  fund  may  take 
place  without  separate  exemptive  relief, 
provided  that  the  fund’s  board  of 
directors,  including  a  majority  of  the 
directors  who  are  not  interested  persons 


705  Sgg  Exemption  for  Open-End  Management 
Investment  Companies  Issuing  Multiple  Classes  of 
Shares;  Disclosure  by  Multiple  Class  and  Master- 
Feeder  Funds,  Investment  Company  Act  Release 
No.  19955  (Dec.  15,  1993),  at  n.l9  and 
accompanying  text. 

706  See  Dechert  Comment  Letter;  NYC  Bar 
Committee  Comment  Letter.  Section  18(f)(1)  of  the 
Act  generally  prohibits  a  fimd  from  issuing  any 
“senior  security”  and  section  18(i)  of  the  Act 
generally  requires  that  every  share  of  stock  issued 
by  a  fund  “shall  be  a  voting  stock  and  have  equal 
voting  rights  -w'ith  everj'  other  outstanding  voting 
stock.”  Rule  18f-3  under  the  Act  provides  a 
conditional  exemption  from  sections  18(f)(1)  and 
18(i)  of  the  Act,  but  Rule  18f-3  does  not  provide 
an  exemption  to  permit  a  fund  with  multiple 
classes  of  shares  to  separate  a  class  from  the  other 
class(es)  and  reorganize  it  into  a  separate  fund,  and 
such  a  reorganization  may  implicate  the  concerns 
underlying  sections  18(f)(f )  and  18(i)  of  the  Act. 

767  See  section  17(b)  (setting  forth,  among  other 
things,  the  standards  for  exempting  a  transaction 
from  the  prohibition).  Section  17(a)  of  the  Act, 
among  other  things,  generally  prohibits  any 
affiliated  person  of  a  fund,  acting  as  principal,  from 
knowingly  selling  to  or  buying  from  the  fund,  any 
security  or  other  property,  with  certain  limited 
exceptions.  A  fund  whose  class  of  shares  is  being 
reorganized  into  a  new  fund  may  be  an  affiliated 
person  of  the  new  fund,  due  to,  among  other 
possibilities,  sharing  an  investment  adviser  or  board 
of  directors.  Similarly,  the  new  fund  may  be  an 
affiliated  person  of  the  fund.  Accordingly,  the  sale 
of  the  assets  of  the  fund  to  the  new  fund,  and  the 
new  fund’s  purchase  of  those  assets  from  the  fund, 
in  a  reorganization  of  a  class  of  the  fund  may  be 
prohibited  under  sections  17(a)(1)  and  (2)  of  the 
Act.  Rule  17a-8  under  the  Act  provides  an 
exemption  from  sections  17(a)(1)  and  17(a)(2)  of  the 
Act  for  a  transaction  that  is  a  “merger, 
consolidation,  or  purchase  or  sale  of  substantially 
all  of  the  assets”  of  a  fund  that  meets  the  rule’s 
conditions.  A  reorganization  of  a  class  of  a  fund 
into  a  new  fund  may  not  be  covered  by  rule  17a- 
8. 


of  the  fund,  determines  that  the 
reorganization  results  in  a  fair  and 
approximately  pro  rata  allocation  of  the 
fund’s  assets  between  the  class  being 
reorganized  and  the  class  remaining  in 
the  fund.''°®  As  is  the  case  with  any 
board  determination,  the  basis  for  the 
fund  board’s  determination  should  be 
documented  fully  in  the  fund’s 
corporate  minutes,  We  believe  that  a 
reorganization  accomplished  in  this 
manner  would  be  consistent  with  the 
investor  protection  concerns  in  sections 
17(a)  and  18  of  the  Act  in  this  context. 
More  specifically,  we  believe  that  this 
board  determination,  in  the  context  of  a 
one-time  reorganization  related 
specifically  to  effectuating  a  split  of 
separate  share  classes  in  order  to  qualify 
as  a  retail  money  market  fund,  addresses 
the  primary  concerns  that  sections  17 
and  18  of  the  Act  are  intended,  in  part, 
to  address — to  ensure  that  shareholders 
in  a  fund  are  treated  fairly  and  prohibit 
overreaching  by  affiliates. 

The  Commission’s  position  is  that,  as 
part  of  implementing  a  reorganization  in 
response  to  the  amendments  we  are 
adopting  today,  a  money  market  fund 
may  involuntarily  redeem  certain 
investors  that  will  no  longer  be  eligible 
to  invest  in  the  newly  established  or 
existing  money  market  fund.  We 
recognize  that  such  an  involuntary 
redemption  (or  cancellation)  of  fund 
shares  may  implicate  section  22(e)  of 
the  Act,  which,  among  other  things, 
generally  prohibits  a  fund  from 
suspending  (or  postponing)  the  right  of 
redemption  for  any  redeemable  security 
for  more  than  seven  days  after  tender  of 
such  shares. ’’1°  Our  staff  has,  in  the  past, 
however,  provided  no-action  relief 
under  section  22(e)  of  the  Act  in  similar 
situations  (e.g.,  where  an  investor’s 
account  balance  falls  below  a  certain 
value,  provided  shareholders  are 


708  A  pro  rata  allocation  ensures,  for  example,  that 
portfolio  securities  with  different  liquidity  and/or 
quality  characteristics  are  distributed  equally 
among  each  fund  class.  The  board’s  determination 
requires  a  finding  that  the  reorganization  results  in 

a  fair  and  approximately  pro  rata  allocation  of  the 
fund’s  assets  in  order  to  acknowledge  that  there 
may  be  limited  situations  in  which  a  1 00%  pro  rata 
allocation  may  not  be  practical  (e.g.,  an  odd-lot 
portfolio  security). 

709  All  registered  investment  companies, 
including  money  market  funds,  must  maintain  as 
part  of  their  records  minute  books  for  board  of 
directors’  meetings  and  presen'e  such  records 
permanently,  the  first  two  years  in  an  easily 
accessible  place.  See  rules  3 la-1  (b)(4)  and  31a- 
2(a)(1). 

7’6For  example,  if  a  shareholder  may  not  redeem 
a  portion  of  his  shares  without  causing  an 
involuntary  redemption  of  his  or  her  entire  account 
balance,  the  shareholder  may  be  deprived  of  the 
right  to  redeem  that  portion  of  his  account  balance, 
in  contravention  of  section  22(e). 


notified  in  advance). 

Notwithstanding  the  prohibitions  in 
section  22(e)  of  the  Act,  in  the  context 
of  a  one-time  reorganization  to 
distinguish  between  retail  and 
institutional  money  market  funds  (either 
in  separating  classes  into  new  funds  or 
in  ensuring  that  an  existing  fund  only 
has  retail  or  institutional  investors),  the 
Commission’s  position  is  that  a  fund 
may  involuntarily  redeem  investors  who 
no  longer  meet  the  eligibility 
requirements  in  a  fund’s  retail  and/or 
institutional  money  market  funds 
without  separate  exemptive  relief, 
provided  that  the  fund  notifies  in 
writing  such  investors  who  become 
ineligible  to  invest  in  a  particular  fund 
at  least  60  days  before  the  redemption 
occurs. 

Accordingly,  the  Commission  is 
exercising  its  authority  under  section 
6(c)  of  the  Act  to  provide  exemptions 
from  these  provisions  of  the  Act  to 
permit  a  money  market  fund  to 
reorganize  a  class  of  a  fund  into  a  new 
fund  in  order  to  qualify  as  a  retail 
money  market  fund  and  make  certain 
involuntary  redemptions  as  discussed 
above. 2  As  discussed  above,  we 
believe  that  such  exemptions  do  not 
implicate  the  concerns  that  Congress 
intended  to  address  in  enacting  these 
provisions,  and  thus  they  are  necessary 
and  appropriate  in  the  public  interest 
and  consistent  with  the  protection  of 
investors  and  the  purposes  fairly 
intended  by  the  Act.  We  discuss  the 
potential  costs  of  reorganizing  funds 

below. 

iii.  Omnibus  Account  Issues 

As  we  discussed  in  the  Proposing 
Release,  most  money  market  funds  do 


7”  See,  e.g.,  Scudder  Group  of  Funds  (pub.  avail. 
Sept.  15, 1992)  (no-action  relief  granted  to  a  fund 
that  proposed  to,  upon  providing  30  days’  notice, 
involuntarily  redeem  accounts  whose  shareholders 
failed  to  provide  taxpayer  identification  numbers); 
DFA  U.S.  Large  Cap  Portfolio  Inc.  (pub.  avail.  Sept. 
7, 1990)  (no-action  relief  provided  to  a  fund  that 
may,  upon  providing  30  days’  notice,  involuntarily 
redeem  investors  who  failed  to  maintain  at  least  SI  5 
million  in  a  private  advisor)'  account  with  the 
investment  adviser  that  produced  annual  advisory 
fees  of  at  least  SI  00,000;  Axe-Houghton  Income 
Fund,  Inc.  (pub.  avail.  Mar.  19, 1981)  (no-action 
relief  provided  to  a  fund  that  may,  upon  providing 
a  number  of  notice  and  delayed  effectiveness 
provisions,  involuntarily  redeem  investors  whose 
account  balances  fall  below  a  prescribed  threshold). 

7’ 2  See  section  6(c). 

713  We  expect  that  money  market  funds  that 
choose  to  rely  on  our  exemptive  relief  above  and 
make  this  determination  in  order  to  separate  an 
existing  retail  share  class  into  a  new  fund  would  do 
so  only  where  the  fund’s  adviser  believes  it  would 
result  in  cost  savings  as  compared  with  the  costs 
of  establishing  entirely  new  funds  (these  costs  are 
estimated  below).  We  do  not  estimate  any 
additional  costs  for  funds  to  document  the  board’s 
determination  that  the  reorganization  results  in  a 
fair  and  approximately  pro  rata  allocation  of  the 
fund’s  assets.  See  supra  note  709. 
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not  have  the  ability  to  look  through 
omnibus  accounts  to  determine  the 
characteristics  of  their  underlying 
investors.  An  omnibus  account  may 
consist  of  holdings  of  thousands  of 
small  investors  in  retirement  plans  or 
brokerage  accounts,  just  one  or  a  few 
institutional  accounts,  or  a  mix  of  the 
two.  Omnibus  accounts  typically 
aggregate  all  the  customer  orders  they 
receive  each  day,  net  purchases,  net 
redemptions,  and  they  often  present  a 
single  buy  and  single  sell  order  to  the 
fund.  Accordingly,  omnibus 
accountholders  may  make  it  more 
difficult  for  a  money  market  fund  to 
assure  itself  that  it  is  able  to  operate  as 
a  retail  fund.^’'* 

A  money  market  fund  that  seeks  to 
qualify  as  a  retail  fund  must  have 
policies  and  procedures  that  are 
reasonably  designed  to  limit  the  fund’s 
beneficial  owners  to  natural  persons. 
Because  an  omnibus  accountholder  is 
the  shareholder  of  record  (and  not  the 
beneficial  owner),  retail  funds  will  need 
to  determine  that  the  underlying 
beneficial  owners  of  the  omnibus 
account  are  natural  persons.  We  are  not 
prescribing  the  ways  in  which  a  fund 
may  seek  to  satisfy  the  retail  fund 
definition,  including  how  the  fund  will 
reasonably  conclude  that  underlying 
beneficial  owners  of  an  omnibus 
account  are  natural  persons. There 
are  many  ways  for  a  fund  to  effectively 
manage  their  relationships  with  their 
intermediaries,  including  contractual 
arrangements  or  periodic  certifications. 
Funds  may  manage  these  relations  in 
the  manner  that  best  suits  their 
circumstances.  We  note  that  a  fund’s 
policies  and  procedures  could  include, 
for  example,  relying  on  periodic 
representations  of  a  third-party 
intermediary  or  other  verification 
methods  to  confirm  the  individual’s 
ownership  interest,  such  as  when  a  fund 
is  providing  investment  only  services  to 
a  retirement  plan  or  an  omnibus 
provider  is  unable  or  unwilling  to  share 

As  we  noted  in  the  Proposing  Release,  the 
challenges  of  managing  implementation  of  fund 
policies  through  omnibus  accounts  are  not  unique 
to  distinguishing  between  retail  and  institutional 
funds.  For  example,  funds  frequently  rely  on 
intermediaries  to  assess,  collect,  and  remit 
redemption  fees  charged  pursuant  to  rule  22c-2  on 
beneficial  owners  that  invest  through  omnibus 
accounts.  Funds  and  intermediaries  face  similar 
issues  when  managing  compliance  wdth  other  fund 
policies,  such  as  account  size  limits,  breakpoints, 
rights  of  accumulation,  and  contingent  deferred 
sales  charges.  Service  providers  also  offer  services 
designed  to  facilitate  compliance  and  evaluation  of 
intermediary  activities. 

^’5  We  note  that  although  it  is  a  fund’s  obligation 
to  satisfy  the  retail  fund  definition,  an  intermediary 
could  nonetheless  be  held  liable  for  violations  of 
other  federal  securities  laws,  including  the 
antifraud  provisions,  where  institutional  investors 
are  improperly  funneled  into  retail  funds. 


information  that  would  identify  the 
individual.  Regardless  of  the  specific 
policies  and  procedures  followed  by  a 
fund  in  reasonably  concluding  that  the 
underlying  beneficial  owners  of  an 
omnibus  account  are  natural  persons, 
we  expect  that  a  fund  will  periodically 
review  the  adequacy  of  such  policies 
and  procedmes  and  the  effectiveness  of 
their  implementation. Accordingly, 
such  periodic  reviews  would  likely 
assist  funds  in  detecting  and  correcting 
any  gaps  in  funds’  policies  and 
procedures,  including  a  fund’s  ability  to 
reasonably  conclude  that  the  underlying 
beneficial  owners  of  an  omnibus 
account  are  natural  persons.  As 
discussed  below  in  the  economic 
analysis,  we  have  included  in  our 
aggregate  cost  estimate  costs  for  funds  to 
establish  policies  and  procedures  with 
respect  to  omnibus  accounts,  but  we 
expect  that  funds  generally  will  rely  on 
financial  intermediaries  to  implement 
such  policies  (rather  than,  for  example, 
entering  into  contractual  arrangements). 

iv.  Economic  Analysis 

In  addition  to  the  costs  and  benefits 
discussed  above,  implementing  any 
reform  that  distinguishes  between  retail 
and  institutional  money  market  funds 
will  likely  have  similar  effects  on 
efficiency,  competition,  and  capital 
formation,  regardless  of  how  we  define 
a  retail  money  market  fund  (or  retail 
investor).  We  discussed  these  effects  in 
the  Proposing  Release  and  they  are 
described  below. To  the  extent  that 
retail  investors  prefer  a  stable  NAV 
money  market  fund,  our  floating  NAV 
reform  (that  does  not  apply  to  retail 
funds)  helps  to  maintain  the  utility  of 
such  a  money  market  fund  investment 
product.  However,  to  the  extent  that 
funds  seek  to  maintain  a  stable  NAV  by 
qualifying  as  a  retail  fund,  there  may  be 
an  adverse  effect  on  capital  formation  if 
the  associated  costs  incurred  by  funds 
are  passed  on  to  shareholders.  Funds 
that  choose  to  qualify  as  retail  money 
market  funds  will  incur  some 
operational  costs  (discussed  below)  and, 
depending  on  their  magnitude,  these 
costs  might  affect  capital  formation  and 
competition  (depending  on  the  varied 
ability  of  funds  to  absorb  these  costs). 

To  the  extent  that  retail  investors 
prefer  a  stable  NAV  product  and  funds 

See  rule  38a-l(a)(3). 

Commenters  did  not  specifically  address  our 
discussion  in  the  Proposing  Release  of  the  effects 
on  efficiency,  competition,  and  capital  formation.  A 
few  commenters  raised  concerns  about  the  costs 
associated  with  reorganizing  money  market  funds 
into  separate  retail  and  institutional  funds  (or 
series),  but  did  not  quantify  those  costs  or  object 
specifically  to  the  costs  we  estimated  in  the 
Proposing  Release.  See,  e.g.,  Goldman  Sachs 
Comment  Letter;  UBS  Comment  Letter. 


seek  to  qualify  as  retail  money  market 
funds  under  the  amended  rules,  there 
may  be  negative  effects  on  competition 
by  benefitting  fund  groups  with  large 
percentages  of  retail  investors  relative  to 
other  funds.  The  Commission  estimates 
that,  as  of  February  28,  2014,  39  fund 
complexes  (or  46%  of  all  fund 
complexes)  have  75%  or  more  of  their 
total  assets  self-reported  as  “retail.” 
There  also  could  be  a  negative  effect  on 
competition  to  the  extent  that  certain 
fund  groups  already  offer  separate  retail 
and  institutional  money  market  funds 
and  thus  might  not  need  to  reorganize 
an  existing  money  market  fund  into  two 
separate  funds  (retail  and  institutional). 
The  Commission  estimates  that,  as  of 
February  28,  2014,  there  are 
approximately  76  fund  complexes  that 
currently  offer  separately  designated 
retail  and  institutional  money  market 
funds  (or  series). On  the  other  hand, 
as  discussed  above,  we  believe  that  the 
majority  of  money  market  funds 
currently  are  owned  by  both  retail  and 
institutional  investors  (although  many 
funds  are  separated  into  retail  and 
institutional  classes),  and  therefore 
relatively  few  funds  would  benefit  from 
an  existing  structure  that  includes 
separate  retail  and  institutional  funds. 

Two  commenters  also  suggested  that 
a  bifurcation  of  existing  assets  in  money 
market  funds  into  retail  and 
institutional  funds  might  lead  to  a 
significant  reduction  in  scale  and 
therefore  some  funds  may  become 
uneconomical  to  operate,  leading  to 
further  consolidation  in  the  industry 

and  a  reduction  in  competition. ^20 

noted  above,  many  fund  complexes 
already  operate  under  structures  that 
separate  retail  and  institutional 
investors,  either  by  established  funds, 
series,  or  classes,  and  therefore 
demonstrate  that  doing  so  is  not 
uneconomical.  We  recognize,  however, 
that  to  the  extent  there  are  money 
market  funds  or  fund  groups  that 
determine  that  it  would  not  be 
economical  to  operate  separate  retail 
and  institutional  individual  money 
market  funds,  there  may  be  a  reduction 
in  competition.  We  believe  that  such 
effects  would  be  relatively  small,  as 
discussed  in  section  III.K  below. 

Finally,  we  note  that  there  may  be  an 
adverse  effect  on  competition  to  the 
extent  that  large  money  market  funds 
are  able,  based  on  information  from 
broker-dealers  and  other  intermediaries, 
to  receive  full  transparency  into 

Based  on  iMoneyNet  data  (39  fund  complexes 
+  84  total  fund  complexes  reported  =  46%). 

Based  on  data  from  IMoneyNet. 

720  See  HSBC  Comment  Letter;  M&T  Bank 
Comment  Letter. 
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beneficial  owners.  In  this  way,  larger 
money  market  funds  may  find  it  easier 
to  comply  with  their  policies  and 
procedures  (and,  in  particular,  with 
regard  to  omnibus  account  holders)  to 
qualify  as  retail  money  market  funds. 

To  the  extent  that  money  market 
funds  are  not  able  to  distinguish 
effectively  institutional  from  retail 
shareholders,  it  may  have  negative 
effects  on  efficiency  by  permitting 
“gaming  behavior”  by  shareholders  with 
institutional  behavior  patterns  who 
nonetheless  invest  in  retail  funds.  As 
discussed  above,  however,  we  believe 
the  natural  person  test  we  are  adopting 
reduces  significantly  the  opportunity  for 
“gaming  behavior”  when  compared 
with  our  proposal.  We  also  recognize 
that  establishing  qualifying  retail  money 
market  funds  may  also  negatively  affect 
fund  efficiency  to  the  extent  that  a  fund 
that  currently  separates  institutional 
and  retail  investors  through  different 
classes  instead  would  need  to  create 
separate  and  distinct  funds,  which  may 
be  less  efficient. The  costs  of  such  a 
re-organization  are  discussed  below. 

The  costs  and  benefits  of  the  natural 
person  test  are  discussed  above.  In  the 
Proposing  Release,  we  also  quantified 
the  operational  costs  that  money  market 
funds,  intermediaries,  and  money 
market  fund  service  providers  might 
incur  in  implementing  and 
administering  a  $1  million  daily 
redemption  limit. ^^2  commenters 
noted,  however,  we  expect  that  the 
approach  we  are  adopting  today,  based 
on  limiting  beneficial  ownership  to 
natural  persons,  is  a  simpler  and  more 
cost-effective  way  to  achieve  our  goals. 
Commenters  noted  that  the  natural 
person  approach  provides  a  front-end 
qualifying  test  that  effectively  requires 
intermediaries  and/or  fund  advisers  to 
verify  the  nature  of  each  investor  only 
once.  As  a  result,  the  natural  person  test 
reduces  operational  complexity  and 
eliminates  some  of  the  need  for  costly 
programming  and  ongoing 
monitoring. ^23  These  commenters  also 
noted  that,  although  this  approach  will 
require  some  refinements  to  existing 
systems,  these  modifications  will  be 


We  provide  exemptive  relief  from  certain 
provisions  of  the  Act  to  facilitate  the  ability  of 
money  market  funds  to  convert  an  existing  retail 
fund  share  class  into  a  separate  retail  fund  series. 
See  supra  notes  706-709  and  accompanying  text. 

^22  We  estimated  that  the  initial  costs  would 
range  from  SI  ,000,000  to  81,500,000  for  each  fund 
that  chooses  to  qualify  as  a  retail  money  market 
fund  and  that  money  market  funds  and 
intermediaries  implementing  policies  and 
procedures  to  qualify  as  retail  money  market  funds 
likely  would  incur  ongoing  costs  of  20%-30%  of 
the  one-time  costs,  or  between  8200,000  and 
8450,000  per  year.  See  Proposing  Release,  supra 
note  25,  at  nn.245  and  246  and  accompanying  text. 

See  Retail  Fund  Joint  Comment  Letter. 


significantly  less  costly  than  building  a 
new  system  for  tracking  and  aggregating 
daily  shareholder  redemption  activity 
(as  would  be  required  under  our 
proposal).  Below,  we  quantify  the 
estimated  operational  costs  associated 
with  implementing  the  natural  person 

test. ^24 

The  Commission  estimates  that  based 
on  those  money  market  funds  that  self- 
report  as  “retail,”  approximately  195 
money  market  funds  are  likely  to  seek 
to  qualify  as  a  retail  money  market  fund 
under  our  amended  rules. ^25  yyg  have 
estimated  the  ranges  of  hours  and  costs 
associated  with  the  natural  person  test 
that  may  be  required  to  perform 
activities  typically  involved  in  making 
systems  modifications,  implementing 
fund  policies  and  procedures,  and 
performing  related  activities. ^26 
Although  we  do  not  have  the 
information  necessary  to  provide  a  point 
estimate  of  the  potential  costs  associated 
with  the  natural  person  test,  these 
estimates  include  one-time  and  ongoing 
costs  to  establish  separate  funds  (or 
series)  if  necessary,  modify  systems  and 
related  procedures  and  controls,  update 
disclosure  in  a  fund’s  prospectus,  as 
well  as  ongoing  operational  costs.  All 
estimates  are  based  on  the  staffs 
experience,  comment er  estimates,  and 
discussions  with  industry 
representatives.  We  expect  that  only 
funds  that  determine  that  the  benefits  of 
qualifying  as  a  retail  money  market  fund 
justify  the  costs  would  seek  to  qualify 
and  thus  bear  these  costs.  Otherwise, 
they  would  incur  the  costs  of 
implementing  a  floating  NAV  generally 
or  decide  to  liquidate  the  fund. 

As  discussed  above,  many  money 
market  funds  currently  are  owned  by 
both  retail  and  institutional  investors, 
although  they  often  are  separated  into 
retail  and  institutional  share  classes.  A 


Our  cost  estimates  are  informed  by  the 
analysis  in  the  Proposing  Release,  comments 
received,  and  adjusted  to  reflect  the  definition  of  a 
retail  money  market  fund  we  are  adopting  today. 
See  Proposing  Release,  supra  note  25,  at  section 
IIl.A.4.d. 

^25  Based  on  iMoneyNet,  as  of  February  28,  2014. 

^^i^The  costs  estimated  in  this  section  would  be 
spread  among  money  market  funds,  intermediaries, 
and  monej'  market  fund  serrdce  providers  {e.g., 
transfer  agents  and  custodians).  For  ease  of 
reference,  we  refer  only  to  money  market  funds  and 
intermediaries  in  our  discussion  of  these  costs.  As 
with  other  costs  we  estimate  in  this  Release,  we 
have  estimated  the  costs  that  a  single  affected  entity 
would  incur.  We  anticipate,  however,  that  many 
money  market  funds  and  intermediaries  may  not 
bear  the  estimated  costs  on  an  individual  basis.  The 
costs  of  systems  modifications,  for  example,  likely 
would  be  allocated  among  the  multiple  users  of  the 
systems,  such  as  money  market  fund  members  of  a 
fund  group,  money  market  funds  that  use  the  same 
transfer  agent,  and  intermediaries  that  use  systems 
purchased  from  the  same  third  party.  Accordingly, 
we  expect  that  the  cost  for  many  individual  entities 
may  be  less  than  the  estimated  costs. 


fund  that  seeks  to  qualify  as  a  retail 
money  market  fund  under  our  amended 
rules  will  need  to  be  structured  to  limit 
beneficial  ownership  to  only  natural 
persons,  and  thus  any  money  market 
fund  that  currently  has  both  retail  and 
institutional  shareholders  would  need 
to  be  reorganized  into  separate  retail 
and  institutional  money  market  funds. 
One-time  costs  associated  with  this 
reorganization  would  include  costs 
incurred  by  the  fund’s  counsel  to  draft 
appropriate  organizational  documents 
and  costs  incurred  by  the  fund’s  board 
of  directors  to  approve  such  documents. 
One-time  costs  also  would  include  the 
costs  to  update  the  fund’s  registration 
statement  and  any  relevant  contracts  or 
agreements  to  reflect  the  reorganization, 
as  well  as  costs  to  update  prospectuses 
and  to  inform  shareholders  of  the 
reorganization.  In  addition,  funds  may 
have  one-time  costs  to  obtain 
shareholder  approval  to  the  extent  that 
a  money  market  fund’s  charter 
documents  and/or  applicable  state  law 
require  shareholder  approval  to  effect  a 
reorganization  into  separate  retail  and 
institutional  money  market  funds. 227 
Funds  and  intermediaries  also  may 
incur  one-time  costs  in  training  staff  to 
understand  the  operation  of  the  fund 
and  effectively  implement  the  natural 
person  test. 

In  order  to  qualify  as  a  retail  money 
market  fund,  a  fund  will  be  required  to 
adopt  and  implement  policies  and 
procedures  reasonably  designed  to 
restrict  beneficial  owners  to  natural 
persons.  Adopting  such  policies  and 
procedures  and  modifying  systems  to 
identify  an  investor  as  a  natural  person 
who  is  eligible  for  investment  in  the 
fund  also  would  involve  one-time  costs 
for  funds  and  intermediaries.  Regarding 
omnibus  accounts,  the  rule  does  not 
prescribe  the  way  in  which  funds 
should  determine  that  underlying 
beneficial  owners  of  an  omnibus 
account  are  natural  persons.  We  note 
that  a  fund  may  require  (as  a  matter  of 
doing  business)  that  its  intermediaries 
implement  its  policies,  including  those 
related  to  qualification  as  a  retail  fund. 
However,  there  are  also  other  ways  for 
a  fund  to  manage  their  relationships 
with  their  intermediaries,  such  as 
entering  into  a  contractual  arrangement 
or  obtaining  certifications  from  the 
omnibus  account  holder.  In  preparing 


^'-‘^One  commenter  provided  survey  data 
suggesting  that  the  one-time  range  of  costs  of  a 
shareholder  vote  to  segregate  retail  from 
institutional  investors  could  range  from  82 
million — 85  million  (57%  of  respondents)  or  81 
million — 82  million  (14%  of  respondents).  See 
SIFMA  Comment  Letter.  No  other  commenters 
provided  cost  estimates  regarding  shareholder 
votes. 
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the  following  cost  estimates,  we 
assumed  that  funds  will  generally  rely 
on  financial  intermediaries  to 
implement  their  policies  without 
undergoing  the  costs  of  entering  into  a 
contractual  arrangement  with  the 
financial  intermediaries  because  funds 
and  intermediaries  would  typically  take 
the  approach  that  is  the  least  expensive. 
However,  some  funds  may  choose  to 
undertake  voluntarily  the  costs  of 
obtaining  an  explicit  contractual 
arrangement  despite  the  expense. 

In  our  proposal,  we  estimated  that  the 
initial  costs  would  range  from 
$1 ,000,000  to  $1 ,500,000  for  each  fund 
that  seeks  to  satisfy  the  retail  money 
market  fund  definition  (as  proposed, 
using  a  daily  redemption  limit). One 
commenter  provided  specific  cost 
estimates  related  to  our  proposal  to 
define  a  retail  money  market  fund  based 
on  a  $1,000,000  daily  redemption  limit, 
estimating  that  it  would  cost  the  fund 
complex  $11,200,000,  or  $311,000  per 
fund. ^3° 

Based  on  staff  experience  and  review 
of  the  comments  received,  as  well  as  the 
changes  to  the  retail  definition  in  the 
final  amendments,  we  estimate  that  the 
one-time  costs  necessary  to  implement 
policies  and  procedures  and/or  for  a 
fund  to  qualify  as  a  retail  money  market 
fund  under  our  amended  rules, 
including  the  various  organizational, 
operational,  training,  and  other  costs 
discussed  above,  will  range  from 
$830,000  to  $1,300,000  per  entity.^ai 


A  fund  might,  as  a  general  business  practice, 
prefer  to  enter  into  a  formal  contractual 
arrangement. 

See  supra  note  722. 

^30  See  Federated  X  Comment  Letter  (“Federated 
would  have  to  create  new  funds  and  fund  classes 
in  order  to  implement  retail  vs.  institutional  fund 
structures.  This  would  cost  approximately  SI. 7 
million.  In  order  to  accomplish  client  outreach, 
effect  shareholder  votes,  print  new  regulatory 
documents,  create  new  sales  literature  and  engage 
with  investors  as  to  the  new  nature  of  their  shares 
and  alternatives,  we  estimate  that  Federated  will 
expend  another  S4  million.  Revisiting  and  revising 
contractual  relationships  with  broker-dealers  and 
other  intermediaries  to  provide  for  enforcement  of 
the  SI  million  redemption  limit  would  cost  a 
further  SI. 3  million.  Charges  from  independent 
pricing  ser\'ices,  custodians,  record-keepers,  and 
transfer  agents  are  expected  at  nearly  S3  million. 
Upgrades  to  Federated’s  internal  systems  and 
systems  that  interface  with  customers  and  transfer 
agents  would  cost  another  SI. 2  million.’’).  These 
costs  total  Si  1,200,000.  Averaged  across  the  number 
of  money  market  funds  offered,  this  commenter 
estimates  the  one-time  implementation  costs  to  be 
S31 1,000  per  fund  (SI  1,200,000  +  36  money  market 
funds).  Sec  supra  note  586  (using  Form  N-MFP 
data.  Federated  manages  36  money  market  funds). 

Estimates  also  include  costs  to  intermediaries 
to  implement  systems  and  procedures  to  satisfy 
money  market  fund  requirements  regarding 
omnibus  accounts.  We  estimate  that  the  costs 
would  be  attributable  to  the  following  activities;  (i) 
planning,  coding,  testing,  and  installing  system 
modifications;  (ii)  drafting,  integrating,  and 


Our  estimates  represent  a  decrease  of 
$170,000  on  the  low  end,  and  a  decrease 
of  $200,000  on  the  high  end  from  our 
proposed  range  of  estimated  operational 
costs.  Our  revised  cost  estimates 
reflect,  as  noted  by  commenters,  a  more 
cost-effective  way  to  define  a  retail 
money  market  fund.  Accordingly,  our 
cost  estimates  take  into  account  the  fact 
that  most  money  market  funds  will 
largely  be  able  to  satisfy  the  natural 
person  test  using  information  that  funds 
already  collect  and  have  readily 
available,  and  reduce  the  estimated 
amount  of  resources  necessary,  for 
example,  to  program  systems  capable  of 
tracking  and  aggregating  daily 
shareholder  redemption  activity  (that 
would  have  been  required  under  our 
proposal). ’’33 

In  addition  to  these  one-time  costs,  as 
discussed  above,  funds  may  have  one¬ 
time  costs  to  obtain  shareholder 
approval  to  the  extent  that  a  money 
market  fund’s  charter  documents  and/or 
applicable  state  law  require  shareholder 
approval  to  effect  a  reorganization  into 
separate  retail  and  institutional  money 
market  funds.  One  commenter  provided 
survey  data  that  estimated  the  one-time 
costs  would  be  between  $1,000,000  to 
$5,000,000,734  yjq  note,  however,  that 

the  survey  respondents  are  asset 
managers,  many  of  whom  may  be 
responsible  for  fund  complexes,  and  it 


implementing  related  procedures  and  controls  and 
documents  necessary  to  reorganize  fund  structures 
into  retail  and  institutional  funds;  and  (iii) 
preparing  training  materials  and  administering 
training  sessions  for  staff  in  affected  areas.  Our 
estimates  of  these  operational  and  related  costs,  and 
those  discussed  throughout  this  Release,  are  based 
on,  among  other  things,  staff  experience 
implementing,  or  overseeing  the  implementation  of, 
systems  modifications  and  related  work  at  mutual 
fund  complexes,  and  included  analyses  of  wage 
information  from  SIFMA’s  Management  & 
Professional  Earnings  in  the  Securities  Industry 
2013  at  infra  note  2214.  See  infra  note  2228  for  the 
various  types  of  professionals  we  estimate  would  be 
involved  in  performing  the  activities  associated 
with  our  proposals.  The  actual  costs  associated  with 
each  of  these  activities  would  depend  on  a  number 
of  factors,  including  variations  in  the  functionality, 
sophistication,  and  level  of  automation  of  existing 
systems  and  related  procedures  and  controls,  and 
the  complexity  of  the  operating  environment  in 
which  these  systems  operate.  Our  estimates 
generally  are  based  on  our  assumption  that  funds 
would  use  internal  resources  because  we  believe 
that  a  money  market  fund  (or  other  affected  entity) 
would  engage  third-party  service  providers  only  if 
the  external  costs  were  comparable,  or  less  than,  the 
estimated  internal  costs.  The  total  operational  costs 
discussed  here  include  the  costs  that  are 
“collections  of  information”  that  are  discussed  in 
section  IV.  A. 2  of  this  Release. 

These  amounts  are  calculated  as  follows; 
81,000,000  (proposed)— 8830,000  =  8170,000  (low 
end);  81,500,000  (proposed) — 81,300,000  = 

8200,000  (high  end).  See  Proposing  Release,  supra 
note  25,  at  n.245  and  accompanying  text. 

See  supra  notes  722-724  and  accompanying 

text. 

See  supra  note  727. 


is  not  clear  whether  these  cost  estimates 
represent  costs  to  a  fund  complex  or  to 
a  single  fund.  Although  the  Commission 
does  not  have  the  information  necessary 
to  estimate  the  number  of  funds  that 
may  seek  shareholder  approval  to  effect 
a  reorganization,  we  estimate  that  it  will 
cost,  on  average,  approximately 
$100,000  per  fund  in  connection  with  a 
shareholder  vote. 735  Finally,  money 
market  funds  that  seek  to  qualify  as 
retail  funds  will  be  required  to  adopt 
policies  and  procedures  that  are 
reasonably  designed  to  limit  beneficial 
owners  of  the  fund  to  natural  persons. 

As  discussed  in  section  IV.A.2  (Retail 
Funds)  below,  we  estimate  that  the 
initial  time  costs  associated  with 
adopting  policies  and  procedures  will 
be  $492,800  for  all  fund  complexes. 

Funds  that  intend  to  qualify  as  retail 
money  market  funds  will  also  incur 
ongoing  costs.  These  ongoing  costs 
would  include  the  costs  of  operating 
two  separate  funds  (retail  and 
institutional)  instead  of  separate  classes 
of  a  single  fund,  such  as  additional 
transfer  agent,  accounting,  and  other 
similar  costs.  Other  ongoing  costs  may 
include  systems  maintenance,  periodic 
review  and  updates  of  policies  and 
procedures,  and  additional  staff 
training.  Finally,  our  estimates  include 
ongoing  costs  for  funds  to  manage  and 
monitor  intermediaries’  compliance 
with  fund  policies  regarding  omnibus 
accounts.  Accordingly,  we  continue  to 
estimate,  as  we  did  in  the  proposal,  that 
money  market  funds  and  intermediaries 
likely  will  incur  ongoing  costs  related  to 
implementation  of  a  retail  money 
market  fund  definition  of  20%-30%  of 
the  one-time  costs,  or  between  $166,000 
and  $390,000  per  year. 736  We  received 
no  comments  on  this  aspect  of  our 
proposal. 

3.  Municipal  Money  Market  Funds 

Both  the  fees  and  gates  reform  and 
floating  NAV  reform  will  apply  to 
municipal  money  market  funds  (or  tax- 
exempt  funds  737).  We  discuss  below  the 


^35  Our  estimate  is  based  on  the  most  recently 
approved  Paperwork  Reduction  Act  renewal  for 
rule  17a-8  under  the  Act  (Mergers  of  Affiliated 
Companies),  OMB  Control  No.  3235-0235,  available 
at  http://reginfo.gov/public/do/PRA  ViewlCR?ref_ 
nbr=201304-3235-0J 5.  Our  estimate  includes  legal, 
mailing,  printing,  solicitation,  and  tabulation  costs 
in  connection  with  a  shareholder  vote. 

730  We  recognize  that  adding  new  capabilities  or 
capacity  to  a  system  (including  modifications  to 
related  procedures  and  controls  and  related 
training)  will  entail  ongoing  annual  maintenance 
costs  and  understand  that  those  costs  generally  are 
estimated  as  a  percentage  of  the  initial  costs  of 
building  or  modifying  a  system. 

“Municipal  money  market  fund”  and  “tax- 
exempt  fund”  are  used  interchangeably  throughout 
this  Release.  A  municipal  money  market  fund  that 
qualifies  as  a  retail  money  market  fund  would  not 
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key  characteristics  of  tax-exempt  funds, 
commenter  concerns  regarding  our 
proposal  (and  final  amendments)  to 
apply  the  fees  and  gates  and  floating 
NAV  reforms  to  tax-exempt  funds,  and 
an  analysis  of  potential  economic 
effects.  We  note,  as  addressed  below, 
that  the  majority  of  the  comments 
received  relating  to  tax-exempt  funds 
were  given  in  the  context  of  our  floating 

NAV  reform. ^38 

a.  Background 

Tax-exempt  funds  primarily  hold 
obligations  of  state  and  local 
governments  and  their 
instrumentalities,  which  pay  interest 
that  generally  is  exempt  from  federal 
income  taxes. Thus,  the  majority  of 
investors  in  tax-exempt  money  market 
funds  are  those  investors  who  are 
subject  to  federal  income  tax  and 
therefore  can  benefit  from  the  funds’ 
tax-exempt  interest.  As  discussed 
below,  state  and  local  governments  rely 
in  part  on  tax-exempt  fimds  to  fund 
public  projects.^'*®  As  of  February  28, 
2014,  tax-exempt  funds  held 
approximately  $279  billion  of  assets,  out 
of  approximately  $3.0  trillion  in  total 
money  market  fund  assets. 

Industry  data  suggests  institutional 
investors  hold  approximately  29%  ($82 
billion)  of  municipal  money  market 
fund  assets. ’’■*2  This  estimate  is  likely 
high,  as  omnibus  accounts  (which  often 
represent  retail  investors)  are  often 
categorized  as  institutional  by  third- 
party  researchers.  One  commenter,  for 
example,  surveyed  its  institutional  tax- 
exempt  money  market  funds,  and  found 
that  approximately  50%  of  the  assets  in 
these  “institutional”  funds  were 
beneficially  owned  by  institutions. 

On  average,  over  70%  of  tax-exempt 
funds’  assets  (valued  based  upon 
amortized  cost)  are  comprised  of 
municipal  securities  issued  as  variable- 
rate  demand  notes  (“VRDNs”).^^^  The 


be  subject  to  the  floating  NAV  reform.  See  svpw 
section  111.C.2. 

^38 Section  in.C.7  below  discusses  more  general 
reasons  for  not  excluding  specific  types  of  money 
market  funds  from  the  fees  and  gates  amendments. 
These  reasons  apply  equally  to  our  analysis  of 
municipal  money  market  funds  and  the  fees  and 
gates  amendments. 

^30  See  2009  Proposing  Release,  supra  note  66. 

^•*0  See  infra  section  III.C.S.c;  see  also  Investment 
Company  Institute,  Report  of  the  Money  Market 
Working  Group,  at  18  (Mar.  17,  2009),  available  at 
http://w\vw.ici.org/pdf/ppr_09_mmwg.pdf[‘'VZ\ 
Report”). 

^•*3  Based  on  data  from  Form  N-MFP. 

^■*3  Based  on  data  from  iMoneyNet  and  Form  N- 
MFP  as  of  February  28,  2014.  See  supra  note  683. 

343  5ge  Comment  Letter  of  the  Dreyfus 
Corporation  (Mar.  5,  2014)  ("Dreyfus  II  Comment 
Letter”). 

344  Based  on  Form  N-MFP  data  as  of  February  28, 
2014  (the  remaining  holdings  are  “other  municipal 
debt”). 


interest  rates  on  VRDNs  are  typically 
reset  either  daily  or  every  seven  days. ’'‘*5 
VRDNs  include  a  demand  feature  that 
provides  the  investor  with  the  option  to 
put  the  issue  back  to  the  trustee  at  a 
price  of  par  value  plus  accrued 
interest.  This  demand  feature  is 
supported  by  a  liquidity  facility  such  as 
letters  of  credit,  lines  of  credit,  or 
standby  purchase  agreements  provided 
by  financial  institutions.^^’’  The  interest- 
rate  reset  and  demand  features  shorten 
the  duration  of  the  security  and  allow  it 
to  qualify  as  an  eligible  security  under 
rule  2a-7.  Tax-exempt  funds  also  invest 
in  tender  option  bonds  (“TOBs”),  which 
typically  are  floating  rate  securities  that 
provide  the  holder  with  a  put  option  at 
par,  supported  by  a  liquidity  facility 
provided  by  a  commercial  bank.’’^® 

b.  Discussion 

In  the  Proposing  Release,  we  noted 
that  because  most  municipal  money 
market  funds  tend  to  be  owned  by  retail 
investors,  who  are  among  the  greatest 
beneficiaries  of  the  funds’  tax 
advantages,  most  tax-exempt  funds 
would  qualify  under  our  proposed 
definition  of  retail  money  market  fund 
and  therefore  would  continue  to  offer  a 
stable  share  price. We  stated  that, 
although  there  are  some  tax-exempt 
money  market  funds  that  self-classify  as 
institutional  funds,  we  believed  these 
funds’  shareholder  base  typically  is 
comprised  of  omnibus  accounts  with 
underlying  individual  investors.  As 
noted  by  commenters  and  discussed 
below,  we  now  understand  that  only 
some  (and  not  all)  of  these  funds’ 
shareholder  base  is  comprised  of 
omnibus  accounts  with  underlying 
individual  investors.  We  also  stated  our 
belief  that,  like  many  securities  in  prime 
funds,  municipal  securities  present 
greater  credit  and  liquidity  risk  than 
U.S.  government  securities  and  could 
come  under  pressure  in  times  of  stress. 


345  See  Frank  ].  Fabozzi  &  Steven  V.  Mann  eds. 
Handbook  of  Fixed  Income  Securities  237  (8th  ed. 
2012). 

345  Id. 

343  See  Neil  O'Hara,  The  Fundamentals  of 
Municipal  Bonds  40—41  (6th  ed.  2012). 

348  See  id.  at  43—44. 

340  A  few  commenters  noted  that,  in  addition  to 
individuals,  corporations,  partnerships,  and  other 
business  entities  may  enjoy  the  tax  benefits  of 
investments  in  tax-exempt  funds.  See,  e.g.. 
Comment  Letter  of  Federated  Investors  (Regulation 
of  Tax-Exempt  Money  Market  Funds)  (Sept.  16, 
2013)  (“Federated  Vll  Comment  Letter”).  One 
commenter  noted  that,  while  corporations  may  not 
enjoy  the  tax  advantages  aiforded  under  the  Internal 
Revenue  Code  to  exempt  dividends  to  the  full 
degree  that  individuals  can  enjoy  them,  eligible 
corporations  can  benefit  from  a  tax  exemption 
under  certain  conditions  (such  as  meeting  a 
minimum  holding  period).  See  Dreyfus  II  Comment 
Letter. 


Many  commenters  suggested  that  we 
not  apply  our  floating  NAV  reform  ’’s®  or 
our  fees  and  gates  reform  to 
municipal  money  market  funds. 
Commenters  raised  specific  concerns 
about  the  ability  and  extent  to  which 
tax-exempt  funds  would  qualify  as  retail 
money  market  funds  as  proposed  (and 
therefore  be  permitted  to  maintain  a 
stable  NAV).  Several  commenters  noted 
that  high-net- worth  individuals,  who 
often  invest  in  tax-exempt  funds 
because  of  the  tax  benefits,  engage  in 
periodic  transactions  that  exceed  the 
proposed  $1  million  daily  redemption 
limit,  which  would  effectively 
disqualify  them  from  investing  in  a 
retail  municipal  fund,  as  proposed. ^^2 
We  are  addressing  these  concerns  by 
adopting  a  definition  of  retail  money 
market  fund  that  will  allow  many  of 
these  individuals  to  invest  in  tax- 
exempt  funds  that  offer  a  stable  NAV. 
Funds  that  wish  to  qualify  as  retail 
money  market  funds  will  be  required  to 
limit  beneficial  ownership  interests  to 
“natural  persons”  (e.g.,  individual 
accounts  registered  with  social  secmity 
numbers).  Because  the  retail  money 
market  fund  definition  is  not 
conditioned  on  a  daily  redemption 
limitation,  but  instead  requires  that 
retail  money  market  funds  restrict 
beneficial  ownership  to  natural  persons, 
high-net-worth  individuals  will  not  be 
subject  to  a  redemption  limit  and  thus 
should  be  able  to  continue  investing  in 
tax-exempt  funds  much  like  they  do 
today. 

Several  commenters  expressed 
concern  that  a  number  of  municipal 
money  market  funds  would  not  qualify 
as  retail  money  market  funds,  as 
proposed,  because  institutional 
investors  hold  them.  Commenters  noted 
that  approximately  30%  (and 
historically  between  25®/o  and  40%’’®'*) 
of  tax-exempt  funds  currently  self-report 
as  institutional  funds. We  understand 
that  some  but  not  all  of  these  funds’ 
shareholder  base  is  comprised  of 


380  See,  e.g.,  BlackRock  II  Comment  Letter; 
Fidelity  Comment  Letter;  ICI  Comment  Letter. 

353  See,  e.g.,  ICI  Comment  Letter;  J.P.  Morgan 
Comment  Letter;  Vanguard  Comment  Letter;  see 
also  Dreyfus  II  Comment  Letter,  (suggesting  the  fees 
and  gates  requirements  should  be  limited  to  taxable 
prime  funds);  Legg  Mason  &  Western  Asset 
Comment  Letter. 

353  See,  e.g..  Fidelity  Comment  Letter;  Dechert 
Comment  Letter;  Fin.  Svcs.  Roundtable  Comment 
Letter. 

353  Tax-exempt  funds  would,  however,  be 
potentially  subject  to  our  fees  and  gates  reform. 

354  Our  staffs  analysis,  based  on  iMoneyNet  data, 
shows  that  the  amount  of  municipal  money  market 
fund  assets  held  by  institutional  investors  varied 
between  25%  to  43%  between  2001  to  2013. 

355  See,  e.g.,  BlackRock  II  Comment  Letter; 
Federated  VII  Comment  Letter;  f.P.  Morgan 
Comment  Letter;  Dreyfus  II  Comment  Letter. 
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omnibus  accounts  with  underlying 
individual  investors.  A  number  of 
commenters  supported  the  view  that 
most  investors  in  tax-exempt  funds  are 
individuals. One  commenter  stated 
its  belief,  however,  that  institutions 
rather  than  individuals  or  natural 
persons  beneficially  own  a  significant,  if 
not  majority,  portion  of  the  assets 
invested  in  these  self-reported 
institutional  tax-exempt  funds. 

Although  we  understand  that  some 
omnibus  accounts  may  be  comprised  of 
institutions  without  underlying 
individual  beneficial  owners,  the  lack  of 
a  statutory  or  regulatory  definition  of 
institutional  and  retail  funds,  along  with 
a  lack  of  information  regarding  investor 
attributes  in  omnibus  accounts,  prevents 
us  from  estimating  with  precision  the 
portion  of  investors  and  assets  in  tax- 
exempt  funds  that  self-report  as 
institutional  that  are  beneficially  owned 
by  institutions.  As  discussed  above, 
however,  industry  data  suggests  that 
approximately  30%  of  municipal  money 
market  fund  assets  are  held  by 
institutional  investors — investors  that 
may  not  qualify  to  invest  in  a  retail 
municipal  money  market  fund.^®® 
Several  commenters  argued  that  tax- 
exempt  funds  should  not  be  subject  to 
the  fees  and  gates  and  floating  NAV 
reforms  because  the  municipal  money 
market  fund  industry  is  not  systemically 
risky.  In  support,  commenters  pointed 
to  the  relatively  small  amount  of  assets 
managed  by  municipal  money  market 
funds,  the  stability  of  tax-exempt  funds 
during  recent  periods  of  market  stress, 
and  the  diversity  of  the  municipal  issuer 
market. As  discussed  above,  we 
acknowledge  that  the  current 
institutional  municipal  money  market 
fund  industry  is  small  relative  to  the 
overall  money  market  fund  industry. 
Despite  its  relatively  small  size, 
however,  we  are  concerned  that 
institutional  investors  that  currently 
hold  prime  funds  might  be  incentivized 

See,  e.g.,  T.  Rowe  Price  Comment  Letter 
(''|t]he  tax-exempt  money  market  is  retail- 
dominated”);  Schwab  Comment  Letter;  SIFMA 
Comment  Letter. 

See  Dreyfus  II  Comment  Letter,  supra  note  743 
and  accompanying  text.  This  commenter  provided 
data  suggesting  that  approximately  50%  of  the 
assets  of  its  self-reported  “institutional”  tax-exempt 
funds  are  beneficially  owned  by  institutional 
investors.  We  acknowledge  that  certain  tax-exempt 
funds  may  be  beneficially  owned  by  a  large  number 
of  institutional  investors.  However,  this  data,  which 
reflects  only  an  analysis  of  this  commenter’s  money 
market  funds  (rather  than  industry-wide  data),  does 
not  necessarily  support  a  finding  that  a  majority  of 
such  assets  is  "institutional”  in  nature. 

75“  See  supra  note  742. 

75“  See,  e.g..  Fidelity  Comment  Letter;  Schwab 
Comment  Letter;  Deutsche  Comment  Letter;  T. 

Rowe  Price  Comment  Letter;  Dreyfus  Comment 
Letter. 


to  shift  assets  from  prime  funds  to 
municipal  money  market  funds  as  an 
alternative  stable  NAV  investment.  This 
could  undermine  the  goals  of  reform 
with  respect  to  the  floating  NAV 
requirement  by  providing  an  easy  way 
for  institutional  investors  to  keep  stable 
value  pricing  while  continuing  to  invest 
in  funds  with  assets  that,  relatively 
speaking,  have  a  risk  character  that  is 
significantly  closer  to  prime  funds  than 
government  funds.’'®® 

Commenters  argued  that  historical 
shareholder  flows  in  municipal  money 
market  funds,  as  well  as  their  past 
resiliency,  demonstrate  that  they  are  not 
prone  to  runs  or  especially  risky. ’'®^ 
They  pointed  out  that  shareholder  flows 
from  tax-exempt  funds  were  moderate 
during  times  of  recent  market  stress 
compared  to  significant  outflows  from 
institutional  prime  money  market 
funds. ’’®2  A  review  of  money  market 
fund  industry  asset  flows  during  the 
market  stress  in  2008  and  2011  shows 
that  tax-exempt  funds  remained 
relatively  flat  and  tracked  investor  flows 
in  other  retail  prime  funds. ^®®  We 
believe  that  some  of  this  stability  may 
be  attributable  to  municipal  money 
market  funds’  significant  retail  investor 
base  rather  than  low  portfolio  risk.’'®^  In 
this  regard,  we  note  that  although 
investors  did  not  flee  municipal  funds 
in  times  of  market  stress,  they  also  did 
not  move  assets  into  municipal  funds  as 
they  did  into  government  funds.’’®® 
Accordingly,  it  appears  that  those 
investors  did  not  perceive  the  risk 
characteristics  of  municipal  funds  to  be 
similar  to  those  of  government  funds. 

75“  In  addition,  as  discussed  below,  municipal 
money  market  funds  may  be  subject  to  heavy 
redemptions,  even  if  they  have  not  been  in  the  past. 
The  fees  and  gates  amendments  are  intended  to  give 
funds  and  their  boards  tools  to  stem  such  heayj' 
redemptions. 

751  See,  e.g..  Fidelity  Comment  Letter  (noting  that, 
more  recently,  the  largest  municipal  bankruptcy 
(City  of  Detroit)  had  no  discernible  effects  on 
money  market  funds);  ICI  Comment  Letter;  J.P. 
Morgan  Comment  Letter.  A  number  of  commenters 
also  noted  that  during  these  periods  of  market 
stress,  tax-exempt  funds  did  not  experience 
contagion  from  heavy  redemptions  like  those 
experienced  by  institutional  prime  funds.  See,  e.g., 
ICI  Comment  Letter  (noting  that  a  tax-exempt  fund 
sponsored  by  Lehman  Brothers  (the  Neuberger 
Berman  Tax-Free  Fund)  had  two-thirds  of  its  total 
net  assets  redeemed,  but  had  no  ripple  effect  on 
other  tax-exempt  funds  or  the  broader  municipal 
market);  Dechert  Comment  Letter;  BlackRock  II 
Comment  Letter. 

752  Id. 

753  Spe  iMoneyNet  (analyzing  money  market  fund 
industry  flows  from  September  12-December  19, 
2008  and  June  1-November  16,  2011).  See  also 
DERA  Study,  supra  note  24,  at  11,  Figure  3. 

7'“*  See  ICI  Comment  Letter  (stating  that  “|t]he 
calm  response  of  tax-exempt  money  market  fund 
investors  to  events  in  Detroit  is  characteristic  of 
how  retail  (emphasis  added]  investors  are  generally 
perceived  to  respond  to  market  stresses.”). 

755  See  DERA  Study,  supra  note  24,  at  7-8. 


Consistent  with  this  observation,  our 
analysis  indicates  that  the  shadow  price 
of  tax-exempt  funds  is  distributed  more 
similarly  to  that  of  prime  funds  than 
government  funds. ^®®  Specifically,  the 
volatility  of  the  distribution  of 
municipal  money  market  fund  shadow 
prices  is  significantly  larger  than  the 
volatility  of  government  funds. ^®’'  In 
addition,  our  staffs  analysis  of 
historical  shadow  prices  shows  that  tax- 
exempt  funds  are  more  likely  than 
government  funds  to  experience  large 
losses. 7®®  Thus,  we  believe  municipal 
funds  are  more  similar  in  nature  to 
prime  funds  than  government  funds  for 
purposes  of  the  floating  NAV  reform. 

Several  commenters  noted  that  the 
diversity  of  the  municipal  issuer  market 
reduces  the  risks  associated  with 
municipal  money  market  funds. 7®®  We 
note  that  although  there  is  some 
diversity  among  the  direct  issuers  of 
municipal  securities,  the  providers  of 
most  of  the  demand  features  for  the 
VRDNs,  most  of  which  are  financial 
services  firms,  are  highly 
concentrated.’’’’®  This  is  a  significant 
countervailing  consideration  because 
VRDNs  comprise  the  majority  of  tax- 
exempt  funds’  portfolios.’’’’’  This  level 
of  concentration  increases  municipal 
funds’  exposure  to  financial  sector  risk 
relative  to,  for  example,  government 
funds. ’’^2  And,  in  this  regard,  we  are 
mindful  of  the  potential  for  increased 
sector  risk  to  the  financial  services  firms 
that  provide  the  demand  features  if 
investors  reallocate  assets  to  tax-exempt 
funds  that  are  not  subject  to  the  fees  and 
gates  and  floating  NAV  reforms. 

A  number  of  commenters  cited  the 
resilient  portfolio  construction  of 
municipal  money  market  funds  and 

755 Using  data  collected  from  Form  N-MFP  and 
iMoneyNet,  the  standard  deviation  of  shadow 
prices  (which  is  a  measure  used  to  assess  the 
overall  riskiness  of  a  fund)  estimated  over  the  time 
period  from  November  2010  to  February  2014  are 
0.00023,  0.00039,  and  0.00052  for  government, 
prime,  and  tax-exempt  funds,  respectively.  This 
data  shows  that  the  standard  deviation  of  tax- 
exempt  funds  is  statistically  significantly  larger 
than  the  other  two  types  of  funds  with  a  99% 
confidence  level.  Furthermore,  the  frequency  at 
which  the  shadow  prices  for  tax-exempt  funds  is 
less  than  1.000  is  greater  than  for  government  funds 
and  is  increasing  at  lower  shadow  price  values. 
Accordingly,  this  means  that  the  likelihood  for  large 
negative  returns  and  hence  large  losses  is  greater  for 
tax-exempt  funds  than  for  government  funds. 

757 /c/. 

758  7c/. 

75“  See  supra  note  759  and  accompanying  text. 

77“  See  DERA  memo  “Municipal  Money  Market 
Funds  Exposure  to  Parents  of  Guarantors”  http:// 
\vww.sec.gov/comments/s7-03-13/s703I3-323.pdf. 

773  See  supra  note  744  and  accompanying  text. 

772  Based  on  a  review  of  Form  N-MFP  data  as  of 
February  28,  2014,  over  10%  of  the  amortized  cost 
value  of  VRDNs  are  guaranteed  by  a  single  bank, 
and  approximately  54%  of  the  amortized  cost  value 
is  guaranteed  by  10  banks. 
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argued  that  the  liquidity  risk,  interest 
rate  risk,  issuer  risk,  and  credit/default 
risk  of  tax-exempt  funds  are  more 
similar  to  government  funds  than  prime 
funds. As  discussed  above,  however, 
staff  analysis  shows  that  the  distribution 
of  fluctuations  in  the  shadow  NAV  of 
tax-exempt  funds  is  more  similar  to  that 
of  prime  funds  than  government 
funds. 774  Municipal  securities  typically 
present  greater  credit  and  liquidity  risk 
than  government  securities. 775  We 
believe  that  recent  municipal 
bankruptcies  have  highlighted  liquidity 
concerns  related  to  municipal  money 
market  funds  and  note  that,  although 
municipal  money  market  funds  have 
previously  weathered  these  events, 
there  is  no  guarantee  that  they  will  be 
able  to  do  so  in  the  future. 

Further,  although  we  recognize  that 
the  structural  features  of  VRDNs  may 
provide  tax-exempt  funds  with  higher 
levels  of  weekly  liquid  assets  and 
reduced  interest  rate  risk  as  compared 
with  prime  funds,  we  do  not  find  that 
on  balance  that  warrants  treating 
municipal  funds  more  like  government 
funds  than  prime  funds.  This  is  so 
because,  among  other  things,  the 
liquidity  risk,  interest  rate  risk,  and 
credit  risk  characteristics  result  from 
concentrated  exposure  to  VRDNs,  and 
not  because  the  municipal  debt 
securities  underlying  the  VRDNs  or  the 
related  structural  support  are  inherently 
liquid,  free  from  interest  rate  risk,  or 
immune  from  credit  risks  in  the  way 
that  government  securities  generally 
are. 776  Indeed,  long-term  municipal  debt 
securities  underlie  most  VRDNs,  and 
these  securities  infrequently  trade. 777 


773  See,  e.g.,  Fidelity  Comment  Letter  (weekly 
liquid  assets  of  tax-exempt  funds  is  typically  more 
than  double  the  current  30%  requirement  under 
rule  2a-7).  See  also,  e.g.,  ICI  Comment  Letter; 
SIFMA  Comment  Letter;  Invesco  Comment  Letter; 
Legg  Mason  &  Western  Asset  Comment  Letter. 
Interest  rate  risk,  as  measured  by  weighted  average 
maturiW,  is  consistently  lower  for  tax-exempt  funds 
(averaging  35  days,  well  below  the  60-day 
requirement  in  rule  2a-7)  than  prime  and 
government  funds.  See  Fidelity  Comment  Letter 
(citing  iMoneyNet).  Commenters  also  argued  that 
the  credit  risk  of  tax-exempt  funds  is  more  similar 
to  government  funds  than  prime  funds.  See,  e.g.,  ICI 
Comment  Letter  (tax-exempt  securities  have  low 
credit  risk  because  municipalities  are  not  generally 
interconnected  and  deterioration  occurs  over  a 
protracted  time);  Dreyfus  Comment  Letter  (many 
distressed  issues  (e.g..  City  of  Detroit)  become 
ineligible  under  rule  2a-7s  risk-limiting  conditions 
and  therefore  bankruptcy  does  not  affect  direct 
holdings  of  tax-exempt  funds). 

774  See  supra  note  766. 

775  See,  e.g.,  Notice  of  the  City  of  Detroit, 
Michigan’s  bankruptcy  filing  with  the  United  States 
Bankruptcy  Court,  Eastern  District  of  Michigan, 
available  at  http://wmv.mieb.uscourts.gov/sites/ 
default/files/detroit/Chp%209%20Detroit.pdf. 

776  See  supra  note  744  and  accompanying  text. 

777  See  supra  notes  744-748  and  accompanying 
text. 


Instead,  the  liquidity  is  provided 
through  the  demand  feature  to  a 
concentrated  number  of  financial 
institutions,  and  money  market  funds 
have  experienced  problems  in  the  past 
when  a  large  number  of  puts  on 
securities  were  exercised  at  the  same 

time. 778 

In  fact,  when  we  adopted  the  2010 
amendments  to  rule  2a-7,  we  cited  to 
commenter  concerns  regarding  the 
market  structure  of  VRDNs  and  heavy 
reliance  of  tax-exempt  funds  on  these 
security  investments  in  determining  not 
to  require  that  municipal  money  market 
funds  meet  the  10%  daily  liquid  asset 
requirement  that  other  money  market 
funds  must  satisfy. 770  Commenters  did 
not  generally  support  adding  such  a 
requirement,  but  the  lack  of  a  mandated 
supply  of  daily  liquid  assets  leaves 
these  funds  more  exposed  to  potential 
increases  in  redemptions  in  times  of 
fund  and  market  stress. 78o  As  a  result, 
the  portfolio  composition  of  some  tax- 
exempt  funds  may  change  and  present 
different  risks  in  the  future.  In  addition, 
because  of  the  daily  liquidity  issues 
associated  with  VRDNs  and  the  fact  that 
tax-exempt  money  market  funds  are  not 
required  to  maintain  10%  daily  liquid 
assets, 781  these  funds  in  particular  may 
experience  stress  on  their  liquidity 
necessitating  the  use  of  fees  and  gates  to 
manage  redemptions  (even  with  respect 
to  the  lower  level  of  redemptions 
expected  in  a  tax-exempt  retail  money 
market  fund  as  compared  to  an 
institutional  prime  fund). 

Several  commenters  also  argued  that 
certain  structural  features  of  tax-exempt 
funds  make  them  more  stable  than 
prime  money  market  funds  and 
therefore  these  commenters  believe  that 
the  floating  NAV  reform  should  not 
apply  to  tax-exempt  funds.  For  example, 
these  commenters  obsen^ed  that  a  tax- 
exempt  fund’s  investments,  primarily 


778  See  DERA  Study,  supra  note  24,  at  Table  1 
(discussing  how  money  market  funds  were 
adversely  affected  because  of  credit  events  that 
resulted  in  large  numbers  of  securities  being  “put” 
back  to  demand  feature  providers,  which  resulted 
in  bankruptcy,  including  Mutual  Benefit  Life 
Insurance  Company  and  General  American  Life 
Insurance  Co.). 

770  See  2010  Adopting  Release,  supra  note  17,  at 
nn. 240-243  and  accompanying  text. 

780  See  Fidelity  Comment  Letter;  but  see  Wells 
Fargo  Comment  Letter.  We  note  also  that  new 
regulations  also  may  affect  the  issuance  of  the 
dominant  types  of  securities  that  now  provide  the 
stability  of  tax-exempt  funds.  For  example,  because 
TOB  programs  are  not  exempt  from  the  Volcker 
rule,  banks  and  their  affiliates  will  no  longer  be  able 
to  sponsor  or  provide  support  to  a  TOB  program. 

See  Volcker  Rule,  infra  note  782.  As  a  result,  the 
portfolio  composition  of  some  tax-exempt  funds 
may  change  and  present  different  risks  in  the 
future. 

78’  See  rule  2a-7(d)(4)(ii). 


VRDNs,  and,  to  a  lesser  extent,  TOBs,782 
have  structural  features  [e.g.,  contractual 
credit  enhancements  or  liquidity 
support  provided  by  highly  rated  banks 
and  one-to-seven  day  interest  rate 
resets)  that  facilitate  trading  at  par  in  the 
secondary  market. 783  We  agree  that 
these  features  lower  the  risk  of  portfolio 
holdings  as  compared  to  prime  money 
market  funds,  but  also  recognize  that 
holding  municipal  money  market  funds 
presents  higher  risks  than  those 
associated  with  government  or  Treasury 
funds.  Not  all  VRDNs  have  credit 
support, 784  and  tax-exempt  funds 
present  credit  risk. 785  Accordingly,  we 


782  Participation  by  banks  and  their  affiliates  in 
TOB  programs  are  subject  to  the  prohibitions  and 
restrictions  applicable  to  covered  funds  under  the 
recently  adopted  Volcker  Rule  (implemented  by 
Title  VI  of  the  Dodd-Frank  Act.  named  for  former 
Federal  Reserv'e  Chairman  Paul  Volcker,  Section 
619  of  the  Dodd-Frank  Wall  Street  Reform  and 
Consumer  Protection  Act  (12  U.S.C.  1851)  (“Volcker 
Rule”)). 

783  See,  e.g..  Fidelity  Comment  Letter;  ICI 
Comment  Letter;  SIFMA  Comment  Letter. 

784  Based  on  Form  N-MFP  data  as  of  February  28, 
2014,  only  57%  of  VRDNs,  which  make  up  a 
majority  of  the  assets  in  municipal  money  market 
funds,  have  a  guarantee  that  protects  a  fund  in  case 
of  default.  In  comparison,  the  federal  government 
guarantees  all  government  securities  held  by 
government  funds. 

785  Credit  risk  may  result  from  the  financial 
health  of  the  issuer  itself,  such  as  when  the  city  of 
Detroit  recently  filed  for  bankruptcy,  becoming  the 
largest  municipal  issuer  default  in  U.S.  history, 
leading  to  significant  outflows  from  municipal  bond 
funds.  See  Jeff  Benjamin,  Detroit  bankruptcy  has 
surprising  long-term  implications  for  muni  bond 
market,  Crain’s  Detroit  Business  (Dec.  3,  2013) 
http://mvw.crainsdetroit.eom/article/2013i203/ 
NEWS/131209950/detroit-bankruptcy-has- 
surprising-long-term-implications-for-munitt. 
Although  Detroit’s  credit  deteriorated  over  a  long 
period  of  time  and  thus  the  bankruptcy  did  not 
cause  tax-exempt  money  market  funds,  which  had 
largely  anticipated  the  event,  to  experience 
significant  losses,  in  the  past  there  have  not  have 
not  been  significant  lead  times  before  a 
municipality  evidenced  a  credit  deterioration.  See, 
e.g.,  ICI  Comment  Letter.  For  example,  Orange 
County,  California,  had  high-quality  bond  credit 
ratings  just  before  filing  one  of  the  largest  municipal 
bankruptcies  in  U.S.  history  on  December  6, 1994. 
See  Handbook  of  Fixed  Income  Securities,  supra 
note  745,  at  239.  Orange  County  caused  one  money 
market  fund  to  break  the  buck  and  several  sponsors 
to  inject  millions  of  dollars  of  additional  cash  to 
rescue  their  funds.  See,  e.g..  Viral  V.  Acharj'a  et  al. 
Regulating  Wall  Street:  The  Dodd-Frank  Act  and  the 
New  Architecture  of  Global  Finance  308  (2011);  see 
also  Suzanne  Barlyn,  Investing  Strategy  What  the 
Orange  County  Fiasco  Means  to  the  Muni  Bond 
Market,  Fortune  (Jan.  16, 1995),  http:// 
archive.fortune.com/magazines/fortune/ 

fortune _archive/l  995/01/1 6/201 81 9/index. htm. 
Another  type  of  credit  risk  arises  when  financial 
institutions  provide  credit  enhancement  to 
municipal  securities.  For  example,  in  1992,  Mutual 
Benefit  Life  Insurance  Company  (“Mutual  Benefit”) 
went  into  conservatorship  with  the  New  Jersey 
Insurance  Commissioner.  The  company  had 
guaranteed  forty-three  municipal  bond  issues 
totaling  S600  million,  which  financed  money-losing 
real  estate  projects.  Mutual  Benefit’s  insolvency 
resulted  in  the  termination  of  its  guarantee  on  the 
bonds  and  halted  interest  payments  resulting  in 

Continued 
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do  not  agree  with  comm  enters  that,  as 
noted  above,  suggest  that  the  credit  risk 
of  tax-exempt  funds  is  more  similar  to 
government  funds  than  prime  funds. 

For  all  of  the  above  reasons,  we 
believe  that  tax-exempt  funds  should  be 
subject  to  the  fees  and  gates  and  floating 
NAV  reforms.  As  discussed,  the  risk 
profile  of  institutional  municipal  money 
market  funds  more  closely  approximates 
that  of  prime  funds  than  government 
funds.  Tax-exempt  funds  present  credit 
risk,  typically  rely  on  a  concentrated 
number  of  financial  sector  put  or 
guarantee  providers,  and  have  portfolios 
comprised  largely  of  a  single  type  of 
structured  investment  product — all  of 
which  may  present  future  risks  that  may 
be  exacerbated  by  a  potential  migration 
of  investors  from  prime  funds  that  are 
unable  or  unwilling  to  invest  in  a 
floating  NAV  money  market  fund  or 
money  market  fund  that  may  impose 
fees  and  gates.  Accordingly,  we  believe 
that  tax-exempt  funds  should  be  subject 
to  the  fees  and  gates  and  floating  NAV 
reforms  adopted  today.’'®® 

c.  Economic  Analysis  of  FNAV 

Although  we  expect  that  many  tax- 
exempt  funds  will  qualify  as  retail 
money  market  funds  and  therefore  be 
able  to  maintain  a  stable  NAV  (as  they 
do  today),  there  are,  as  we  discussed 
above,  some  institutional  investors  in 
municipal  money  market  funds  that 
may  be  unable  or  unwilling  to  invest  in 
a  floating  NAV  fund.’'®^  To  the  extent 
that  institutional  investors  continue  to 
invest  in  a  floating  NAV  municipal 
money  market  fund,  the  benefits  of  a 
floating  NAV  discussed  in  section  Ill.B 
extend  to  these  types  of  funds.  Because 
a  floating  NAV  requirement  may  reduce 
investment  in  those  funds,  however,  we 
recognize  that  there  will  likely  be  costs 
for  the  sponsors  of  tax-exempt  funds, 
the  institutions  that  invest  in  these 
types  of  funds,  and  tax-exempt  issuers. 
'These  costs  are  the  same  as  those 
described  in  section  III.B  for 
institutional  prime  funds  and  the  costs 

losses  for  investors.  See  C.  Richard  Lehmann, 
Municipal  Bond  Defaults,  in  The  Handbook  of 
Municipal  Bonds  509  (Susan  C.  Heide  et  al.  eds., 
1994). 

78c>  Our  rationale  is  consistent  with  our  finding, 
discussed  above,  that  we  no  longer  believe  that 
exempting  institutional  prime  money  market  funds 
under  section  6(c)  of  the  Act  is  appropriate.  See 
supra  note  446  and  accompanying  text . 

7“7We  believe  that  the  economic  analysis  that 
follows  would  apply  equally  in  the  context  of  the 
fees  and  gates  reform.  For  a  discussion  of  the 
economic  implications  that  may  arise  for  investors, 
including  retail  investors  who  may  be  unable  or 
unwilling  to  invest  in  a  fund  that  can  impose  fees 
and  gates,  including  potential  implications  on  state 
and  local  funding,  see  infra  section  III.K. 


described  in  section  III. I  for  corporate 
issuers. 

To  the  extent  that  institutions 
currently  invest  in  tax-exempt  funds 
and  are  unwilling  to  invest  in  a  floating 
NAV  tax-exempt  fund,  the  demand  for 
municipal  securities,  for  example,  may 
fall  and  the  costs  of  financing  for 
municipalities  may  rise.’’®®  We 
anticipate  the  impact,  however,  will 
likely  be  relatively  small.  As  of  the  last 
quarter  of  2012,  tax-exempt  funds  held 
approximately  7%  of  the  municipal  debt 
outstanding.’’®®  Of  that  7%,  institutional 
investors,  who  might  divest  their 
municipal  fund  assets  if  they  do  not 
want  to  invest  in  a  floating  NAV  fund, 
held  approximately  30%  of  municipal 
money  market  fund  assets. ’'®° 
Accordingly,  we  estimate  institutional 
tax-exempt  funds  hold  approximately 
2%  of  the  total  municipal  debt 
outstanding  and  thus  2%  is  at  risk  of 
leaving  the  municipal  debt  market.’’®’ 
Although  this  could  impact  capital 
formation  for  municipalities,  there  are 
several  reasons  to  believe  that  the 
impact  would  likely  be  small  (including 
minimal  impact  on  efficiency  and 
competition,  if  any).  First,  institutional 
investors  that  currently  invest  in 
municipal  funds  likely  value  the  tax 
benefits  of  these  funds  and  many  may 
choose  to  remain  invested  in  them  to 
take  advantage  of  the  tax  benefits  even 
though  they  might  otherwise  prefer 
stable  to  floating  NAV  funds.  Second,  to 
the  extent  that  institutional  investors 
divesting  municipal  funds  lead  to  a 
decreased  demand  for  municipal  debt 

A  number  of  commenters  argued  that  applying 
our  floating  NAV  reform  to  tax-exempt  funds  would 
reduce  demand  for  municipal  securities  and  raise 
the  costs  of  financing.  See,  e.g..  Fidelity  Comment 
Letter  (noting  that  tax-exempt  funds  purchase 
approximately  65%  of  short-term  municipal 
securities  and  that  fewer  institutional  investors  in 
tax-exempt  funds  will  lead  to  less  purchasing  of 
short-term  municipal  securities  by  tax-exempt 
funds  and  a  corresponding  higher  yield  paid  by 
municipal  issuers  to  attract  new  investors): 
BlackRock  II  Comment  Letter;  Federated  VII 
Comment  Letter;  ICI  Comment  Letter;  Comment 
Letter  of  Mayors,  City  of  Irving,  TX,  et  al  (Sept.  12, 
2013)  (“U.S.  Mayors  Comment  Letter”). 

Other  published  data  is  consistent  with  this 
estimate.  See,  for  example,  the  Federal  Reserve 
Board  ‘  ‘Flow  of  Funds  Accounts  of  the  United 
States”  (Z.l),  which  details  the  flows  and  levels  of 
municipal  securities  and  loans,  to  estimate 
outstanding  municipal  debt  (March  6,  2014), 
available  at  http://www.federalreserve.gov/releases/ 
zl/current/.  These  estimates  are  consistent  with 
previous  estimates  presented  in  U.S.  Securities  and 
Exchange  Commission.  2012  Report  on  the 
Municipal  Securities  Market.  The  estimates  in  the 
2012  report  were  based  on  data  from  Mergent’s 
Municipal  Bond  Securities  Database. 

See  supra  note  742  and  accompanying  text. 

This  estimate  is  calculated  as  follows:  tax- 
exempt  funds  hold  7%  of  municipal  debt 
outstanding  x  30%  of  tax-exempt  assets  held  by 
institutional  investors  =  2.1%  of  total  tax-exempt 
debt  held  by  institutions. 


instruments,  other  investors  may  fill  the 
gap.  As  discussed  in  the  Proposing 
Release,  “Between  the  end  of  2008  and 
the  end  of  2012,  money  market  funds 
decreased  their  holdings  of  municipal 
debt  by  34%  or  $172.8  billion. ’’®2 
Despite  this  reduction  in  holdings  by 
money  market  funds,  municipal  issuers 
increased  aggregate  borrowings  by  over 
4%  between  the  end  of  2008  and  the 
end  of  2012.  Municipalities  were  able  to 
fill  the  gap  by  attracting  other  investor 
types.  Other  types  of  mutual  funds,  for 
example,  increased  their  municipal 
securities  holdings  by  61%  or  $238.6 
billion.”  ’’®® 

Although  institutional  municipal 
funds  represent  a  relatively  small 
portion  of  the  municipal  debt  market, 
we  recognize  that  these  funds  represent 
a  significant  portion  of  the  short-term 
municipal  debt  market.^®'’  According  to 
Form  N-MFP  data,  municipal  money 
market  funds  held  $256  billion  in 
VRDNs  and  short-term  municipal  debt 
as  of  the  last  quarter  of  2013.’’®® 
Effectively,  municipal  money  market 
funds  absorbed  nearly  100%  of  the 
outstanding  VRDNs  and  short-term 
municipal  debt.  Considering  that 
institutional  tax-exempt  funds 
represented  approximately  30%  of  the 
municipal  money  market  fund  market,  it 
follows  that  institutional  tax-exempt 
funds  likely  held  about  $77  billion  in 
VRDNs  and  short-term  municipal  debt. 
Any  reduction  in  mimicipal  funds 
therefore  could  have  an  appreciable 
impact  on  the  ability  of  municipalities 
to  obtain  short-term  lending.  That  said, 
this  impact  could  be  substantially 
mitigated  because,  as  discussed  above, 
other  market  participants  may  buy  these 
securities  or  municipalities  will  adapt  to 
a  changing  market  by,  for  example, 
altering  their  debt  structure.  As 
discussed  in  the  Proposing  Release, 

“[t]o  make  their  issues  attractive  to 
alternative  lenders,  municipalities 
lengthened  the  terms  of  some  of  their 
debt  securities,”  ’’®®  in  the  face  of 
changing  market  conditions  in  recent 
years.  To  the  extent  that  other  market 
participants  step  in  and  fill  the  potential 
gap  in  demand,  competition  may 
increase.  To  the  extent  other  market 
participants  do  not  step  in  and  fill  the 
gap,  capital  formation  may  be  adversely 
affected.  Finally,  if  municipalities  are 
required  to  alter  their  debt  structure  to 
foster  demand  for  their  securities  [e.g., 

The  statistics  in  this  paragraph  are  based  on 
the  Federal  Reserve  Board’s  Flow  of  Funds  data. 

See  Proposing  Release,  supra  note  25,  at  309. 

See,  e.g.,  BlackRock  II  Comment  Letter; 

Dreyfus  Comment  Letter. 

Based  on  data  from  N-MFP  and  iMoneyNet. 

See  Proposing  Release,  supra  note  25,  at  309. 
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because  demand  declined  as  a  result  of 
our  amendments),  there  may  be  an 
adverse  effect  on  efficiency.  Although 
we  discuss  above  ways  in  which  the 
short-term  municipal  debt  market  may 
adapt  to  continue  to  raise  capital  as  it 
does  today,  we  acknowledge  that  our 
floating  NAV  reform  will  impact 
institutional  investors  in  tax-exempt 
funds  and  therefore  likely  impact  the 
short-term  municipal  markets.  On 
balance,  however,  we  believe  that 
realizing  the  goals  of  this  rulemaking, 
including  recognizing  the  concerns 
discussed  above  with  respect  to  the 
risks  presented  by  tax-exempt  funds, 
justifies  tbe  potential  adverse  effects  on 
efficiency,  competition,  and  capital 
formation. 

4.  Implications  for  Local  Government 
Investment  Pools 

As  we  discussed  in  the  Proposing 
Release,  we  recognize  that  many  states 
have  established  local  government 
investment  pools  (“LGIPs”),  money 
market  fund-like  investment  pools  that 
invest  in  short-term  securities, which 
are  required  by  law  or  investment 
policies  to  maintain  a  stable  NAV  per 
share. Accordingly,  as  we  discussed 
in  the  Proposing  Release,  the  floating 
NAV  reform  may  have  implications  for 
LGIPs,  including  the  possibility  that 
state  statutes  and  policies  may  need  to 
be  amended  to  permit  the  operation  of 
investment  pools  that  adhere  to 
amended  rule  2a-77^^  In  addition,  some 
commenters  suggested  that  our  floating 
NAV  reform,  as  well  as  the  liquidity  fees 
and  gates  requirement,  may  result  in 
outflows  of  LGIP  assets  into  alternative 


LGIPs  tend  to  emulate  tj'pical  money  market 
funds  by  maintaining  a  stable  NAV  per  share 
through  investments  in  short-term  securities.  See 
infra  III.K.l,  Table  1,  note  N. 

^^®See,  e.g.,  Comment  Letter  of  U.S.  Chamber  of 
Commerce  to  the  Hon.  Elisse  Walter  (Feb.  13,  2013) 
(“Chamber  III  Comment  Letter”),  available  at 
h  ttp://»'ww.  cent  erf  area  pitalmarkets.  com/wp- 
content/upIoads/201 0/04/201 3-2. 1 3-Floating-NA  V- 
Qs-Letter.pdf  See  also,  e.g.,  Virginia’s  Local 
Government  Investment  Pool  Act,  which  sets 
certain  prudential  investment  standards  but  leaves 
it  to  the  state  treasun,'  board  to  formulate  specific 
investment  policies  for  Virginia’s  LGIP.  See  Va. 
Code  Ann.  §  2.2-4605(A)(3).  Accordingly,  the 
treasury  board  instituted  a  policy  of  managing 
Virginia’s  LGIP  in  accordance  with  “certain  risk- 
limiting  provisions  to  maintain  a  stable  net  asset 
value  at  SI. 00  per  share”  and  “CASE  ‘2a-7  like’ 
requirements.”  Virginia  LGIP’s  Investment  Circular, 
June  30,  2012,  available  at  http:// 
ww'w.trs.virginia.gov/cash/lgip.aspx.  Not  all  LGIPs 
are  currently  managed  to  maintain  a  stable  NAV, 
however,  see  infra  section  III.K.l,  Table  1,  note  N. 

7‘>®GASB  states  that  LGIPs  that  are  operated  in  a 
manner  consistent  with  rule  2a-7  (i.e.,  a  ’’2a-7-like 
pool”)  may  use  amortized  cost  to  value  securities 
(and  presumably,  facilitate  maintaining  a  stable 
NAV  per  share).  See  CASE,  Statement  No.  31, 
Accounting  and  Financial  Reporting  for  Certain 
Investments  and  for  External  Investment  Pools 
(Mar.  1997). 


investments  that  provide  a  stable  NAV 
and/or  do  not  restrict  liquidity. 

A  few  commenters  noted  that  it  is  the 
GASB  reference  to  “2a-7  like”  funds 
that  links  LGIPs  to  rule  2a-7,  and  not 
state  statutes. **0’  Some  commenters 
noted  that  our  money  market  fund 
reforms  do  not  directly  affect  LGIPs 
because  the  decision  as  to  whether 
LGIPs  follow  our  changes  to  rule  2a-7 
is  determined  by  GASB  and  the  states, 

not  the  Gommission.®°2  Some 

commenters  suggested  that,  in  response 
to  our  floating  NAV  reform,  GASB  and 
the  states  might  decouple  LGIP 
regulation  from  rule  2a-7  and  continue 
to  operate  at  a  stable  value. a  few 
commenters  suggested  that  we  make 
clear  that  the  changes  we  are  adopting 
to  rule  2a-7  are  not  intended  to  apply 
to  LGIPs,®0’*  and  also  reiterated  concerns 
similar  to  those  raised  by  other 
commenters  on  our  floating  NAV  reform 
more  generally  (e.g.,  concerns  about 
using  market-based  valuation,  rather 
than  amortized  cost).®°^ 

We  acknowledge,  as  noted  by 
commenters,  that  there  may  be  effects 
and  costs  imposed  on  LGIPs  as  a  result 
of  the  reforms  we  are  adopting  today. 

We  expect  it  is  likely  that  GASB  will 
reevaluate  its  accounting  standards  in 
light  of  the  final  amendments  to  rule 
2a-7  that  we  are  adopting  today  and 
take  action  as  it  determines 
appropriate.®"®  We  do  not,  however. 


“0“  See,  e.g..  Comment  Letter  of  TRACS  Financial/ 
Institute  of  Public  Investment  Management  (Sept. 

17,  2013)  (“TRACS  Financial  Comment  Letter”); 
Comment  Letter  of  Treasurer,  State  of  Georgia  (Sept. 

16,  2013)  (“Ga.  Treasurer  Comment  Letter”); 
Comment  Letter  of  County  of  San  Diego  Treasurer- 
Tax  Collector  (Sept.  17,  2013)  (“San  Diego 
Treasurer  Comment  Letter”).  Because  we  are  unable 
to  predict  how  GASB  will  respond  to  our  final 
amendments  to  rule  2a-7,  we  cannot  quantify  the 
extent  to  which  LGIP  assets  may  migrate  into 
alternative  investments. 

•*0’  See,  e.g.,  TRACS  Financial  Comment  Letter; 
Federated  IX  Comment  Letter. 

See,  e.g..  Federated  II  Comment  Letter;  Ga. 
Treasurer  Comment  Letter;  Va.  Treasury'  Comment 
Letter. 

“0^  See,  e.g..  Federated  II,  Comment  Letter; 
Federated  IV'  Comment  Letter;  TRACS  Financial 
Comment  Letter. 

““  See,  e.g.,  Ga.  Treasurer  Comment  Letter;  Va. 
Treasury'  Comment  Letter. 

See  Ga.  Comment  Letter;  Comment  Letter  of 
West  V'irginia  Board  of  Treasury'  Investments  (Sept. 

17,  2013)  (“WV  Bd.  of  Treas.  Invs.  Comment 
Letter”). 

GASB  has  currently  included  as  a  potential 
project  in  2014  an  agenda  item  to  identify  potential 
alternative  pool  structures  that  could  be  suitable  in 
the  event  that  the  Commission  amends  the  way  in 
which  money  market  funds  operate  under  rule  2a- 
7,  including  a  move  to  a  floating  NAV.  See 
Government  Accounting  Standards  Board, 

Technical  Plan  for  the  First  Third  of  2014: 

Technical  Projects  (2a7-Like  External  Investment 
Pools),  available  at  http://gasb.org/cs/ 
ContentServer?c=Document_C6-pagename= 
GASB%2FDocument_C%2FGASBDocumentPage& 
cid=]176163713461. 


have  authority  over  the  actions  that 
GASB  may  or  may  not  take,  nor  do  we 
regulate  LGIPs  under  rule  2a-7  or 
otherwise.  In  order  for  certain  investors 
to  continue  to  invest  in  LGIPs  as  they  do 
today,  state  legislatures  may  determine 
that  they  need  to  amend  state  statutes 
and  policies  to  permit  investment  in 
investment  pools  that  adhere  to  rule  2a- 
7  as  amended  (unless  GASB  were  to  de¬ 
couple  LGIP  accounting  standards  from 
rule  2a-7).  GASB  and  state  legislatures 
may  address  these  issues  during  the 
two-year  compliance  period  for  the  fees 
and  gates  and  floating  NAV  reforms. ®"7 
As  noted  above,  a  few  commenters 
suggested  that  state  statutes  and 
investment  policies  may  need  to  be 
amended,  but  did  not  provide  us  with 
information  regarding  how  various  state 
legislatures  and  other  market 
participants  might  react.  Accordingly, 
we  remain  unable  to  predict  how 
various  state  legislatures  and  other 
market  participants  will  react  to  our 
reforms,  nor  do  we  have  the  information 
necessary  to  provide  a  reasonable 
estimate  of  the  impact  on  LGIPs  or  the 
potential  effects  on  efficiency, 
competition,  and  capital  formation.®"® 

5.  Unregistered  Money  Market  Funds 
Operating  Under  Rule  12dl-l 

Several  commenters  expressed 
concern  regarding  amended  rule  2a-7’s 
effect  on  unregistered  money  market 
funds  that  choose  to  operate  under 
certain  provisions  of  rule  12dl-l  under 
the  Investment  Company  Act.®""  Rule 
12dl-l  permits  investment  companies 
(“acquiring  investment  companies”)  to 
acquire  shares  of  registered  money 
market  funds  in  the  same  or  in  a 
different  fund  group  in  excess  of  the 
limitations  set  forth  in  section  12(d)(1) 
of  the  Investment  Company  Act.®’"  In 


See  infra  section  III.N. 

As  noted  above,  we  do  not  have  authority  over 
the  actions  of  GASB  and/or  its  decision  to  facilitate 
the  operation  of  LGIPs  as  stable  value  investment 
vehicles  through  linkage  to  rule  2a-7  (including,  as 
amended  today). 

““''Dechert  Comment  Letter;  Comment  Letter  of 
Russell  Investments  (Sept.  17,  2013)  (“Russell 
Comment  Letter”);  Oppenheimer  Comment  Letter; 
UBS  Comment  Letter.  See  also  Wells  Fargo 
Comment  Letter  (arguing  that  proposed 
amendments  to  Form  PF  should  not  apply  to 
unregistered  liquidity  vehicles  owned  exclusively 
by  registered  funds  and  complying  with  rule  12dl- 
1  under  the  Investment  Company  Act).  We  address 
the  Form  PF  requirements  for  unregistered  money 
market  funds  below.  See  infra  section  III.H. 

“'“Under  section  12(d)(1)(A),  an  investment 
company  (and  companies  or  funds  it  controls)  is 
generally  prohibited  from  acquiring  more  than  three 
percent  of  another  investment  company’s 
outstanding  voting  securities,  investing  more  than 
five  percent  of  its  total  assets  in  any  given 
investment  company,  and  investing  more  than  10 
percent  of  its  total  assets  in  investment  companies 
in  the  aggregate.  See  also  section  12(d)(1)(B) 

Continued 
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addition  to  providing  an  exemption 
from  section  12(d)(1)  of  the  Investment 
Company  Act,  rule  12dl-l  also 
provides  exemptions  from  section  17(a) 
and  rule  17d-l,  which  restrict  a  fund’s 
ability  to  enter  into  transactions  and 
joint  arrangements  with  affiliated 
persons. 811  A  fund’s  investments  in 
unregistered  money  market  funds  is  not 
restricted  by  section  12(d)(1). 812 
Nonetheless,  these  investments  are 
subject  to  the  affiliate  transaction 
restrictions  in  section  17(a)  and  rule 
17d-l  and  therefore  require  exemptive 
relief  from  such  restrictions. ^i^  Rule 
12dl-l  thus  permits  a  fund  to  invest  in 
an  unregistered  money  market  fund 
without  having  to  comply  with  the 
affiliate  transaction  restrictions  in 
section  17(a)  and  rule  17d-l,  provided 
that  the  unregistered  money  market 
fund  satisfies  certain  conditions  in  rule 
12dl-l. 

Unregistered  money  market  funds 
typically  are  organized  by  a  frmd 
adviser  for  the  purpose  of  managing  the 
cash  of  other  investment  companies  in 
a  fund  complex  and  operate  in  almost 
all  respects  as  a  registered  money 
market  fund,  except  that  their  securities 


(limiting  the  sale  of  registered  open-end  fund  shares 
to  other  funds). 

Section  17(a)  generally  prohibits  affiliated 
persons  of  a  registered  fund  (“first-tier  affiliates”) 
or  affiliated  persons  of  the  fund’s  affiliated  persons 
(“second-tier  affiliates”)  from  selling  securities  or 
other  property  to  the  fund  (or  any  company  the 
fund  controls).  Section  17(d)  of  the  Investment 
Company  Act  makes  it  unlawful  for  first-  and 
second-tier  affiliates,  the  fund’s  principal 
imden\Titers,  and  affiliated  persons  of  the  fund’s 
principal  undenwiters,  acting  as  principal,  to  effect 
any  transaction  in  which  the  fund,  or  a  company 
it  controls,  is  a  joint  or  a  joint  and  several 
participant  in  contravention  of  Commission  rules. 
Rule  17d-l(a)  prohibits  first-  and  second-tier 
affiliates  of  a  registered  fund,  the  fund’s  principal 
underw'riters,  and  affiliated  persons  of  the  fund’s 
principal  imderwTiter,  acting  as  principal,  from 
participating  in  or  effecting  any  transaction  in 
connection  with  any  joint  enterprise  or  other  joint 
arrangement  or  profit-sharing  plan  in  which  the 
fund  (or  any  company  it  controls)  is  a  participant 
unless  an  application  regarding  the  enterprise, 
arrangement  or  plan  has  been  filed  with  the 
Commission  and  has  been  granted. 

"’2 Private  funds  are  generally  excluded  from  the 
definition  of  an  “investment  company”  for 
purposes  of  the  Investment  Company  Act.  However, 
private  funds  that  fall  under  section  3(c)(1)  or 
3(c)(7)  are  deemed  to  be  an  investment  company  for 
purposes  of  the  limitations  set  forth  in  section 
12(d)(l)(A)(i)  and  12(d)(l)(B)(i)  governing  the 
purchase  or  other  acquisition  by  such  private  fund 
of  any  security  issued  by  any  registered  investment 
company  and  the  sale  of  any  securities  issued  by 
any  registered  investment  company  to  any  such 
private  fund.  Although  a  private  fund  is  subject  to 
the  limitations  set  forth  in  section  12(d)  with 
respect  to  its  investment  in  a  registered  investment 
company,  a  registered  investment  company  is  not 
subject  to  the  limitations  set  forth  in  section  12(d) 
with  respect  to  its  investment  in  any  such  private 
fund. 

See  Funds  of  Funds  Investments,  Investment 
Company  Act  Release  No.  27399  (June  20,  2006)  (71 
FR  36640  (June  27,  2006)]. 


are  privately  offered  and  thus  not 
registered  under  the  Securities  Act.®^’* 
For  purposes  of  investments  in  an 
unregistered  money  market  fund,  the 
rule  12dl-l  exemption  from  the  affiliate 
transaction  restrictions  is  available  only 
for  investments  in  an  unregistered 
money  market  fund  that  operates  like  a 
money  market  fund  registered  under  the 
Investment  Company  Act.  To  be 
eligible,  an  unregistered  money  market 
fund  is  required  to  (i)  limit  its 
investments  to  those  in  which  a  money 
market  fund  may  invest  under  rule  2a- 
7,  and  (ii)  undertake  to  comply  with  all 
other  provisions  of  rule  2a-7.^^^ 
Therefore,  unless  otherwise  exempted, 
unregistered  money  market  funds 
choosing  to  operate  under  rule  12dl-l 
would  need  to  comply  with  the 
amendments  to  rule  2a-7  we  are 
adopting  today. 

Several  commenters  argued  that 
unregistered  money  market  funds  that 
currently  conform  their  operations  to 
the  requirements  of  rule  12dl-l  should 
not  be  required  to  comply  with  certain 
provisions  of  our  amendments  to  rule 
2a-7,  particularly  our  floating  NAV  and 
liquidity  fees  and  gates  amendments, 
and  no  commenters  argued  otherwise. 
Some  of  these  commenters  argued  that 
the  ability  to  invest  in  unregistered 
money  market  funds  is  a  valuable  tool 
for  investment  companies,  because  such 
unregistered  money  market  funds  are 
designed  to  accommodate  the  daily 
inflows  and  outflows  of  cash  of  the 
acquiring  investment  company,  and  can 
be  operated  at  a  lower  cost  than 
registered  investment  companies.®^ ^ 
Some  of  these  commenters  also  argued 
that  requiring  unregistered  money 
market  funds  to  adopt  a  floating  NAV 
would  reduce  the  attractiveness  of 
unregistered  money  market  funds  and 
possibly  eliminate  the  unregistered  fund 


Id. 

®’®Rule  12dl-l(d)(2)(ii).  In  addition,  the 
unregistered  money  market  fund’s  adviser  must  be 
registered  as  an  investment  adviser  with  the 
Commission.  See  rule  12dl-l(b)(2)(ii).  In  order  for 
a  registered  fund  to  invest  in  reliance  on  rule  12dl- 
1  in  an  unregistered  money  market  fund  that  does 
not  have  a  board  of  directors,  the  unregistered 
money  market  fund’s  investment  adviser  must 
perform  the  duties  required  of  a  money  market 
fund’s  board  of  directors  under  rule  2a-7.  See  rule 
12dl-l(d)(2)(ii)(B).  Lastly,  the  investment  company 
is  also  required  to  reasonably  believe  that  the 
unregistered  money  market  fund  operates  like  a 
registered  money  market  fund  and  that  it  complies 
with  certain  provisions  of  the  Investment  Company 
Ac-t.  See  rule  12dl-l(b)(2)(i). 

Dechert  Comment  Letter;  Russell  Comment 
Letter;  Oppenheimer  Comment  Letter;  UBS 
Comment  Letter. 

See,  e.g..  Dechert  Comment  Letter;  Russell 
Comment  Letter;  UBS  Comment  Letter. 


as  a  cash  management  tool  for  an 
acquiring  investment  company.®'’® 
Although  we  recognize  the  benefits  of 
using  unregistered  money  market  funds 
for  these  purposes,  we  do  not  believe 
that  these  types  of  funds  are  immune 
from  the  risks  posed  by  money  market 
funds  generally.  Several  commenters 
argued  that  unregistered  money  market 
funds  relying  on  rule  12dl-l  do  not 
present  the  type  of  risk  that  our 
amendments  are  designed  to  reduce.®^® 
These  commenters  also  argued  that, 
given  that  unregistered  money  market 
funds  often  are  created  solely  for 
investment  by  acquiring  investment 
companies  and  typically  have  the  same 
sponsor,  there  is  little  concern  of 
unforeseeable  large-scale  redemptions 
or  runs  on  these  funds. ®2o 
We  disagree,  and  we  believe  that  if 
registered  funds  invest  in  unregistered 
money  market  funds  in  a  different  fund 
complex,  these  unregistered  funds  are 
equally  susceptible  to  the  concerns  that 
our  amendments  are  designed  to 
address,  including  concerns  about  the 
risks  of  investors’  incentives  to  redeem 
ahead  of  other  investors  in  times  of 
market  stress  and  the  resulting  potential 
dilution  of  investor  shares.  For  example, 
if  multiple  registered  funds  are 
investing  in  an  unregistered  money 
market  fund  in  a  different  fund 
complex,  a  registered  fund  in  one  fund 
complex  may  have  an  incentive  to 
redeem  shares  in  times  of  market  stress 
prior  to  the  redemption  of  shares  by 
funds  in  other  fund  complexes.  This 
redemption  could  have  a  potentially 
negative  impact  on  the  remaining 
registered  funds  that  are  investing  in  the 
unregistered  money  market  and  could 
increase  the  risk  of  dilution  of  shares  for 
the  remaining  registered  funds. 

We  also  believe  that  unregistered 
money  market  funds  that  are  being  used 
solely  as  investments  by  investment 
companies  in  the  same  fund  complex 
remain  susceptible  to  redemptions  in 
times  of  fund  and  market  stress.  For 
example,  if  multiple  registered  funds  are 
invested  in  an  unregistered  money 
market  fund  in  the  same  fund  complex, 
a  portfolio  manager  of  one  registered 
fund  may  have  an  incentive  to  redeem 
shares  in  times  of  market  stress,  which 
could  have  a  potentially  negative  impact 
on  the  other  registered  funds  that  may 
also  be  invested  in  the  unregistered 
fund.  After  further  consideration 
regarding  the  comparability  of  risk  in 
these  funds,  we  believe  that  it  is 
appropriate  that  our  floating  NAV 


“’**566,  e.g..  Dechert  Comment  Letter;  Russell 
Comment  Letter. 
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amendments  apply  to  unregistered 
money  market  funds  that  conform  their 
operations  to  the  requirements  of  rule 
12dl-1.82i 

Some  commenters  also  argued  that 
our  liquidity  fees  and  gates  amendments 
are  ill-suited  for  unregistered  money 
market  funds. Specifically,  these 
commenters  noted  that  under  rule 
12dl-l,  the  adviser  typically  performs 
the  function  of  the  unregistered  fund’s 
board  for  purposes  of  compliance  with 
rule  2a-7.®23  Therefore,  these 
commenters  argued,  if  fees  and  gates  are 
implemented,  the  adviser  would  be 
called  upon  to  make  decisions  about 
liquidity  fees  and  gates,  which  could 
present  a  potential  conflict  of  interest  in 
situations  when  an  affiliated  investment 
company  advised  by  the  same  adviser 

would  be  the  redeeming  shareholder.824 

We  recognize  that  in  many  cases  the 
adviser  to  an  unregistered  money 
market  fund  typically  performs  the 
function  of  the  fund’s  board, and  that 
this  may  create  conflicts  of  interest.  We 
continue  to  believe  that,  as  discussed 
above  in  section  III.A.2.b  and  given  the 
role  of  independent  directors,  a  fund’s 
board  is  in  the  best  position  to 
determine  whether  a  fee  or  gate  is  in  the 
best  interests  of  the  fund.  However, 
when  there  is  no  board  of  directors,  we 
believe  that  it  is  appropriate  for  the 
adviser  to  the  fund  to  determine  when 
and  how  a  fund  will  impose  liquidity 
fees  and/or  redemption  gates.  We  have 
previously  stated  that,  in  order  for  a 
registered  fund  to  invest  in  reliance  on 
rule  12dl-l  in  an  unregistered  money 
market  fund  that  does  not  have  a  board 
of  directors  (because,  for  example,  it  is 
organized  as  a  limited  partnership),  the 
unregistered  money  market  fund’s 
investment  adviser  must  perform  the 
duties  required  of  a  money  market 
fund’s  board  of  directors  under  rule  2a- 
7.®26  In  addition,  we  note  that 
investment  advisers  are  subject  to  a 
fiduciary  duty,  which  requires  them, 
when  faced  with  conflicts  of  interest,  to 
fully  disclose  to  clients  all  material 
information,  a  duty  that  is  intended  “to 
eliminate,  or  at  least  expose,  all 
conflicts  of  interest  which  might 
include  an  investment  adviser — 
consciously  or  unconsciously — to 


“21  We  note  that  unregistered  money  market  funds 
that  otherwise  meet  the  definition  of  a  government 
money  market  fund  as  defined  in  rule  2a-7(c){2)(iii) 
would  not  be  subject  to  the  floating  NAV 
requirement.  See  rule  2a-7(a)(16). 

See  Dechert  Comment  Letter;  Russell 
Comment  Letter;  UBS  Comment  Letter. 

«23  Id. 

02*  Jd. 

**25  See  supra  note  815. 

02^  See  Funds  of  Funds  Release,  supra  note  813, 
at  n.42.  See  also  supra  note  815. 


render  advice  which  was  not 

disinterested.’’  827  While  we  cannot 
determine  whether  a  conflict  of  interest 
exists  in  every  case  of  an  adviser 
advising  both  a  registered  fund  and 
unregistered  money  market  fund  under 
rule  12dl-l,  we  note  that  the  adviser  is 
subject  to  the  requirement  to  adopt  and 
implement  written  policies  and 
procedures  reasonably  designed  to 
prevent  violation  of  the  Advisers  Act 
and  the  rules  thereunder,  as  required  by 
rule  206(4)-7  under  the  Advisers  Act. 828 

6.  Master/Feeder  Funds — Fees  and 
Gates  Requirements 

We  are  adopting,  as  suggested  by  a 
commenter,  a  provision  specifying  the 
treatment  of  feeder  funds  in  a  master/ 
feeder  fund  structure  under  the  fees  and 
gates  requirements. 829  This  provision 
will  not  allow  a  feeder  fund  to 
independently  impose  a  fee  or  gate  in 
reliance  on  today’s  amendments. 83° 
However,  under  the  amended  rule,  a 
feeder  fund  will  be  required  to  pass 
through  to  its  investors  a  fee  or  gate 
imposed  by  the  master  fund  in  which  it 
invests. 831  In  response  to  our  request  for 
comment  on  whether  particular  funds  or 
redemptions  should  not  be  subject  to 
fees  and  gates,  a  commenter 
recommended  that  we  permit  a  master 
fund  and  its  board,  but  not  a  feeder  fund 
and  its  board,  to  impose  and  set  the 
terms  of  a  fee  or  gate. 832  The  feeder  fund 
would  then  have  to  “institute”  the  fee 
or  gate  on  its  redemptions  “at  the  times 
and  in  the  amounts  instituted  by  the 
master  fund.”  833  Another  commenter 
suggested,  however,  that  fund  boards 
should  be  given  discretion  to  impose 
fees  and/or  gates  on  either  or  both  a 
master  or  feeder  fund{s).834 

We  have  considered  the  comments 
received  and  have  been  persuaded  that 
a  feeder  fund  in  a  master/ feeder 
structure  should  only  be  permitted  to 
pass  through  the  fees  and  gates  imposed 
by  the  master  fund. 835  The  master/ 


**22  SEC  V.  Capital  Gains  Research  Bureau,  Inc., 
375  U.S.  180,  194  (1963). 

**2**  See  rule  206(4)-7  of  the  Advisers  Act  (making 
it  unlawful  for  an  investment  adviser  registered 
with  the  Commission  to  provide  investment  advice 
unless  the  adviser  has  adopted  and  implemented 
MTitten  policies  and  procedures  reasonably 
designed  to  prevent  violation  of  the  Advisers  Act 
by  the  adviser  or  any  of  its  superv'ised  persons). 

**2»  See  rule  2a-7(c)(2)(v)  (defining  "feeder  fund” 
as  any  money  market  fund  that  owns,  pursuant  to 
section  12(d)(1)(E),  shares  of  another  money  market 
fund). 

**20  See  id. 

031  Id. 

**22  See  Stradley  Ronon  Comment  Letter. 

833  ](], 

03*  See  UBS  Comment  Letter. 

**25  For  example,  if  a  master  fund’s  board 
determines  that  the  master  fund  should  impose  a 
liquidity  fee,  a  feeder  fund  must  pass  through  that 


feeder  structure  is  unique  in  that  the 
feeder  fund  serves  as  a  conduit  to  the 
master  fund — the  master  fund  being  the 
fund  that  actually  invests  in  money 
market  securities.  As  a  commenter 
pointed  out,  “the  master  feeder 
structure  comprises  one  pool  of  assets, 
managed  by  the  master  fund’s 
investment  adviser,  under  the  oversight 
of  the  master  fund’s  board  of 
directors.”  836  Because  the  feeder  fund’s 
investments  consist  of  the  master  fund’s 
securities,  its  liquidity  is  determined  by 
the  master  fund’s  liquidity. 

Accordingly,  because  a  feeder  fund’s 
liquidity  is  dictated  by  the  liquidity  of 
the  master  fund,  we  believe  the  master 
fund  and  its  board  are  best  suited,  in 
consultation  with  the  master  fund’s 
adviser,  to  determine  whether  liquidity 
is  under  stress  and  a  fee  or  gate  should 
be  imposed.  We  note  that  we  took  a 
similar  approach  with  respect  to  master/ 
feeder  funds  in  rule  22e-3.837 

7.  Application  of  Fees  and  Gates  to 
Other  Types  of  Funds  and  Certain 
Redemptions 

We  have  determined  that  all  money 
market  funds,  other  than  government 
money  market  funds  and  feeder  funds  in 
a  master/feeder  fund  structure,  should 
be  subject  to  the  fees  and  gates 
requirements.  We  received  a  number  of 
comments  suggesting  types  of  funds  that 
should  not  be  subject  to  the  fees  and 

gates  requirements. 838  in  addition  to  the 

comments  we  received  regarding  the 
application  of  fees  and  gates  to  the  types 
of  funds  discussed  above,  commenters 
also  proposed  other  specific  types  of 
funds  or  entities  that  should  not  be 
subject  to  the  fees  and  gates 
requirements,  including,  for  example, 
money  market  funds  with  assets  of  less 
than  $25  billion  under  management, 839 
or  securities  lending  cash  collateral 
reinvestment  pools. 840 

Because  of  tne  board  flexibility  and 
discretion  included  in  the  fees  and  gates 
amendments  we  are  adopting  today,  as 
well  as  for  the  reasons  discussed 


liquidity  fee  to  its  investors  and  we  would  expect 
it  would  subsequently  remit  such  fee  to  the  master 
fund. 

**5**See  Stradley  Ronon  Comment  Letter.  We  note 
that  only  the  master  fund  has  an  investment  adviser 
because  a  master  fund’s  shares  are  the  only 
investment  securities  that  may  be  held  by  the  feeder 
fund.  See  section  12(d)(1)(E). 

032  See  rule  22e-3(b). 

030  See,  e.g.,  supra  sections  1II.C.2  and  III.C.3 
(discussing  commenter  support  for  excluding  retail 
and  municipal  money  market  funds);  but  see,  HSBC 
Comment  Letter  (‘‘[W]e  believe  all  MMFs  should  be 
required  to  have  the  power  to  apply  a  liquidity  fee 
or  gate  so  that  the  MMF  provider  can  manage  a  low 
probability  but  high  impact  event.”);  U.S.  Bancorp 
Comment  Letter. 

**5sSeePFM  Asset  Mgmt.  Comment  Letter. 

**'“’  See  State  Street  Comment  Letter. 
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below,®^’  we  are  requiring  all  funds, 
other  than  government  money  market 
funds  and  feeder  funds  in  a  master/ 
feeder  structure  (for  the  reasons 
discussed  above)  to  comply  with  the 
fees  and  gates  requirements.  As  noted 
above,  the  fees  and  gates  amendments 
do  not  require  a  fund  to  impose  fees  and 
gates  if  it  is  not  in  the  fund’s  hest 
interests.  Thus,  even  if  a  particular  type 
of  fund  is  subject  to  the  fees  and  gates 
provisions,  it  does  not  have  to  impose 
fees  and  gates.  Rather,  a  fund’s  board 
may  use  fees  and  gates  as  tools  to  limit 
heavy  redemptions  and  must  act  in  the 
best  interests  of  the  fund  in  determining 
whether  fees  and  gates  should  be 
imposed. 

In  addition,  we  note  that  the  fees  and 
gates  amendments  will  not  affect  a 
money  market  fund’s  investors  unless 
the  fund’s  weekly  liquid  assets  fall 
below  30%  of  its  total  assets — i.e.,  the 
fund  shows  possible  signs  of  heavy 
redemption  pressure — and  even  then,  it 
is  up  to  the  board  to  determine  whether 
or  not  such  measures  are  in  the  best 
interests  of  the  fund.  Allowing  specific 
types  of  money  market  funds  (other  than 
government  funds  and  feeder  funds  for 
the  reasons  discussed  above)  to  not  be 
subject  to  the  fees  and  gates 
requirements  could  leave  funds  and 
their  boards  without  adequate  tools  to 
protect  shareholders  in  times  of  stress. 
Also,  allowing  funds  not  to  comply  with 
the  fees  and  gates  requirements  would 
merely  relieve  a  fund  during  normal 
market  conditions  of  the  costs  and 
burdens  created  by  the  prospect  that  the 
fund  could  impose  a  fee  or  gate  if 
someday  it  was  subject  to  heavy 
redemptions. In  considering  these 
risks,  costs,  and  burdens,  as  well  as  the 
possibility  of  unprotected  shareholders 
and  broader  contagion  to  the  short-term 
funding  markets,  we  believe  it  is 
appropriate  to  subject  all  money  market 
funds  (other  than  government  funds  and 

See  also  supra  sections  1II.C.2-III.C.5  for  a 
discussion  of  reasons  specific  to  certain  types  of 
funds. 

See  supra  sections  llI.C.l  and  III.C.6.  As 
discussed  above  w'ith  respect  to  feeder  funds,  we 
believe  feeder  funds  in  a  master/feeder  structure  are 
distinguishable  from  other  funds  in  that  their 
liquidity  is  dictated  by  the  liquidity  of  the  master 
fund.  Thus,  we  believe  the  flexibility  and  discretion 
afforded  to  boards  in  today’s  amendments  should 
be  limited  to  a  master  fund’s  board.  We  note  that 
although  feeder  funds  may  not  individually  impose 
fees  and  gates  in  reliance  on  today’s  amendments, 
master  funds  are  subject  to  today’s  amendments  and 
their  imposition  of  fees  and  gates  will  be  passed 
through  to  feeder  funds’  investors. 

We  noted  in  the  Proposing  Release  that  retail 
money  market  funds  experienced  fewer 
redemptions  than  institutional  money  market  funds 
during  the  financial  crisis  and  thus  may  be  less 
likely  to  suffer  heavy  redemptions  in  the  future. 
Nonetheless,  we  cannot  predict  if  this  will  be  the 
case  if  there  is  a  future  financial  crisis. 


feeder  funds  for  the  reasons  discussed 
above)  to  the  fees  and  gates 
requirements. 

In  addition  to  the  reasons  discussed 
above,  we  describe  more  fully  below  our 
rationale  for  subjecting  particular  types 
of  funds  and  redemptions  to  the  fees 
and  gates  amendments. 

a.  Small  Redemptions  and  Irrevocable 
Redemptions 

Some  commenters  suggested  that 
small  redemptions  should  not  be  subject 
to  fees  and  gates  because  they  are  less 
likely  to  materially  impact  the  liquidity 
position  of  a  fund.®’*^  As  discussed  in 
the  Proposing  Release,  we  also  have 
considered  whether  irrevocable 
redemption  requests  (i.e.  requests  that 
cannot  be  rescinded)  that  are  submitted 
at  least  a  certain  period  in  advance 
should  not  be  subject  to  fees  and  gates 
as  the  fund  should  be  able  to  plan  for 
such  liquidity  demands  and  hold 
sufficient  liquid  assets.®’*®  We  are 
concerned,  however,  that  shareholders 
could  try  to  “game”  the  fees  and  gates 
requirements  if  we  took  such  an 
approach  with  respect  to  these 
redemptions,  for  example,  by  redeeming 
small  amounts  every  day  to  fit  under  a 
redemption  size  limit  or  by  redeeming 
a  certain  irrevocable  amount  every  week 
and  then  reinvesting  the  redemption 
proceeds  immediately  if  the  cash  is  not 
needed.®’*®  We  also  remain  concerned 
that  allowing  certain  redemptions  to  not 
he  subject  to  fees  and  gates  could  add 
cost  and  complexity  to  the  fees  and 
gates  requirements  both  as  an 
operational  matter  (e.g.,  fund  groups 
would  need  to  be  able  to  separately 
track  which  shares  are  subject  to  a  fee 
or  gate  and  which  are  not,  and  create  the 
system  and  policies  to  do  so)  and  in 
terms  of  ease  of  shareholder 
understanding  without  providing 
substantial  benefits. ®’*7 

b.  ERISA  and  Other  Tax-Exempt  Plans 

Many  commenters  raised  concerns 
regarding  the  application  of  fees  and 
gates  to  funds  offered  in  Employee 
Retirement  Income  Security  Act 
(“ERISA”)  and/or  other  tax-exempt 

See,  e.g.,  Fin.  Info.  Forum  Comment  Letter. 

See  Proposing  Release,  supra  note  25,  at  200- 

201. 

See  supra  note  315  and  accompanying  text. 
Commenters  suggested  that  concerns  over  gaming 
could  be  addressed  by  putting  additional  policies 
in  place,  such  as  placing  limits  on  the  number  of 
redemptions  in  any  given  period.  See,  e.g..  Fin. 

Info.  Forum  Comment  Letter.  We  believe  that  such 
a  solution  to  gaming,  much  like  an  exception  to  the 
fees  and  gates  requirements,  would  create 
additional  cost  and  complexity  to  the  amendments 
without  substantial  benefit. 

See  supra  note  315  and  accompanying  text. 


plans. ®^®  Some  commenters  expressed 
concern  that  fees  and  gates  would  create 
issues  for  these  plans. ®^®  For  example, 
commenters  were  worried  about 
potential  violations  of  certain  minimum 
required  distribution  rules  that  could  be 
impeded  by  the  imposition  of  a  gate,®®® 
potential  taxation  as  a  result  of  an 
inability  to  process  certain  mandatory 
refunds  on  a  timely  basis,®®*  problems 
arising  in  plan  conversions  or  rollovers 
in  the  event  of  a  fee  or  gate,®®^  possible 
conflicts  with  the  Department  of  Labor’s 
(“DOL”)  qualified  default  investment 
(“QDIA”)  rules,®®®  and  certain  general 
fiduciary  requirements  on  plan 
fiduciaries  with  respect  to  adequate 
liquidity  in  their  plan.®®’* 

As  an  initial  point,  we  note  that 
money  market  funds  are  currently 
permitted  to  use  a  redemption  gate  and 
liquidate  under  rule  22e-3,  and  they 
still  continue  to  be  offered  as 
investment  options  under  tax-qualified 
plans.  However,  in  light  of  the 
commenters’  concerns,  we  have 
consulted  the  DOL’s  Employee  Benefits 
Security  Administration  (“EBSA”) 
regarding  potential  issues  under  ERISA. 
With  respect  to  general  fiduciary 
requirements  on  plan  fiduciaries 
obligating  them  to  prudently  manage  the 
anticipated  liquidity  needs  of  their  plan, 
EBSA  staff  advised  our  staff  that  a 
money  market  fund’s  liquidity  and  its 
potential  for  redemption  restrictions  is 
just  one  of  many  factors  a  plan  fiduciary 
would  consider  in  evaluating  the  role 
that  a  money  market  fund  would  play  in 
assuring  adequate  liquidity  in  a  plan’s 
investment  portfolio. 

Additionally,  we  believe  that  certain 
other  potential  concerns  presented  by 
commenters,  such  as  concerns  regarding 
QDIAs  and  the  imposition  of  a  fee  or 

“^“See,  e.g.,  Schwab  Comment  Letter;  Fin.  Svcs. 
Inst.  Comment  Letter;  Oppenheimer  Comment 
Letter;  TIAA-CREF  Comment  Letter. 

“•”*See,  e.g..  Fin.  Svcs.  Roundtable  Comment 
Letter;  Schwab  Comment  Letter;  Comment  Letter  of 
American  Benefits  Council  (Sept,  16,  2013) 
(“American  Benefits  Council  Comment  Letter’’). 

“^“See,  e.g.,  Schwab  Comment  Letter;  American 
Benefits  Council  Comment  Letter;  SPARK  Comment 
Letter. 

See,  e.g.,  id. 

See,  e.g.,  American  Benefits  Council  Comment 
Letter  (“In  some  circumstances,  retirement  assets 
must  be  moved  because  of  mandatory  rollover 
requirements  or  because  a  plan  has  been 
abandoned.  Certain  safe  harbor  regulations  and 
prohibited  transaction  class  exemptions  effectively 
require  that  funds  be  placed  in  an  investment  that 
seeks  to  maintain  the  dollar  value  that  is  equal  to 
the  amount  invested,  generally  is  liquid  and  does 
not  impose  'substantial  restrictions’  on 
redemptions.’’)  (citations  omitted);  Schwab 
Comment  Letter. 

See,  e.g.,  Schwab  Comment  Letter;  American 
Benefits  Council  Comment  Letter. 

See,  e.g.,  American  Bankers  Ass’n  Comment 
Letter;  American  Benefits  Council  Comment  Letter. 
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gate  within  90  days  of  a  participant’s 
first  investment,  are  unlikely  to 
materialize.  We  understand  that  the 
imposition  of  a  liquidity  fee  or  gate 
would  have  to  relate  to  a  liquidation  or 
transfer  request  within  this  90-day 
period  in  order  to  create  an  issue  with 
QDIA  fiduciary  relief.  Even  if  this 
occurred  with  respect  to  a  specific 
participant,  steps  may  be  taken  to  avoid 
concerns  with  the  QDIA.  We 
understand,  for  instance,  that  a  liquidity 
fee  otherwise  assessed  to  the  account  of 
a  plan  participant  or  beneficiary  could 
be  paid  by  the  plan  sponsor  or  a  service 
provider,  and  not  by  the  participant, 
beneficiary  or  plan.^^s  in  addition,  a 
plan  sponsor  or  other  party  in  interest 
could  loan  funds  to  the  plan  for  the 
payment  of  ordinary  operating  expenses 
of  the  plan  or  for  a  purpose  incidental 
to  the  ordinary  operation  of  the  plan  to 
avoid  the  effects  of  a  gate.®^®  We 
understand  that  if  necessar}^  other  steps 
may  also  exist. 

DOL  staff  has  also  advised  the  SEC 
that  the  “substantial  restrictions” 
requirement,  contained  in  Prohibited 
Transaction  Exemptions  2004-16 
and  2006-06,®®®  does  not  apply  to 
money  market  funds.®®®  DOL  staff 
further  indicated  to  us,  however,  that  a 
liquidity  fee  could  raise  issues  under 
the  conditions  of  these  prohibited 
transaction  exemptions  that  require  that 
the  IRA  owmer  be  able  to  transfer  funds 
to  another  investment  or  another  IRA 
“within  a  reasonable  period  of  time  after 
his  or  her  request  and  without  penalty 
to  the  principal  amount  of  the 
investment.”  ®®o  We  understand  that 
while  a  gate  of  no  longer  than  10 
business  days  would  not  amount  to  an 
unreasonable  period  of  time  under  the 
conditions,  DOL  staff  has  advised  us 
that,  in  order  for  a  fiduciary  to  continue 
to  rely  on  the  exemptions  for  the 
prohibited  transactions  arising  from  the 
initial  decision  to  roll  over  amounts  to 
a  money  market  fund  that  is  sponsored 
by  or  affiliated  with  the  fiduciary, 
additional  steps  would  need  to  be  taken 
to  protect  the  principal  amount  rolled 
over  in  the  event  that  a  liquidity  fee  is 
imposed.  We  understand  that  examples 
of  such  additional  steps  would  include 


See  Department  of  Labor,  Employee  Benefits 
Security  Administration  Field  Assistance  Bulletin 
2008-0'3,  Qll  (Apr.  29,  2008). 

See  Prohibited  Transaction  Exemption  80-26, 
|45  FR  28545  (Apr.  29,  1980)],  as  amended  at,  |65 
FR  17540  (Apr.  3,  2000)],  |67  FR  9485  (Mar.  1, 

2002)]  and  |71  FR  17917  (Apr.  7,  2006)]. 

«57  [69  FR  57964  (Sept.  28,  2004)]. 

858(71  FR  20856  (Apr.  21,  2006)],  as  amended,  (73 
FR  58629  (Oct.  7,  2008)]. 

859  See  section  IV(e)  of  PTE  2004-16  and  section 
V(c)  of  PTE  2006-06. 

800  See  section  II(i)  of  PTE  2004-16  and  section 
Ill(h)  of  PTE  2006-06. 


a  contractual  commitment  by  the 
fiduciary  or  its  affiliate  to  pay  any 
liquidity  fee  otherwise  assessed  to  the 
IRA,  to  the  extent  such  fee  would  be 
deducted  from  the  principal  amount 
rolled  over.  Additionally,  to  the  extent 
plan  fiduciaries  do  not  wish  to  take 
such  steps,  they  can  instead  select 
government  money  market  funds,  which 
are  not  subject  to  the  fees  and  gates 
amendments,  or  other  funds  that  do  not 
create  prohibited  transactions  issues. 

Staff  at  EBSA  have  communicated 
that  they  will  work  with  staff  at  the  SEC 
to  provide  additional  guidance  as 
needed. 

With  respect  to  the  minimum 
distribution  requirement  and  the  ability 
to  process  certain  mandatory 
distributions  or  refunds  on  a  timely 
basis,  we  understand  that  although  gates 
can  hypothetically  prevent  required 
distributions  or  refunds,  in  practice  it 
will  be  unlikely  to  occur  as  participants 
are  unlikely  to  have  their  entire  account 
invested  in  prime  money  market  funds 
or,  more  precisely,  one  or  more  prime 
money  market  funds  that  determine  to 
impose  a  gate  at  the  same  time.®®^  In 
addition,  to  the  extent  a  gate  does 
prevent  a  timely  minimum  distribution 
or  refund,  we  understand  that  there  are 
potential  steps  an  individual  or  plan/ 
IRA  can  take  to  avoid  the  negative 
consequences  that  may  result  from 
failure  to  meet  the  minimum 
distribution  or  refund  requirements.  For 
example,  with  respect  to  the  minimum 
distribution  requirement,  an  individual 
who  fails  to  meet  this  requirement  as  a 
result  of  a  gate  is  entitled  to  request  a 
waiver  with  respect  to  potential  excise 
taxes  by  filing  a  form  with  the  IRS  that 
explains  the  rationale  for  the  waiver. ®®2 
In  addition,  with  respect  to  plan 
qualification  issues  that  may  arise  in  the 
event  a  plan  does  not  make  timely 
minimum  required  distributions  or 
refunds  as  a  result  of  a  gate,  we 
understand  that  a  plan  sponsor  may 
obtain  relief  pursuant  to  the  Employee 
Plans  Compliance  Resolution  System 
(“EPCRS”).®®3 


881  In  addition,  with  respect  to  the  minimum 
distribution  requirement,  we  note  that  participants 
could  be  encouraged  to  take  required  distributions 
before  the  deadline  to  avoid  the  possibility  that  a 
gate  could  prevent  them  from  meeting  the 
requirements. 

882  See  section  4974(d)  of  the  Tax  Code.  We 
understand  that  to  request  a  waiver,  a  taxpayer 
would  file  Form  5329  with  the  IRS.  Whether  to 
grant  a  waiver  request  is  within  the  IRS’s  discretion. 

883  See  Rev.  Proc.  2013-1 2.  We  understand  that, 
pursuant  to  the  EPCRS,  if  a  minimum  required 
distribution  or  refund  timing  failure  is  insignificant 
or  is  corrected  within  a  limited  time  period,  and 
certain  other  requirements  are  satisfied,  then  the 
failure  can  be  voluntarily  corrected  without  filing 
with  the  IRS.  Otherwise,  we  understand  that  a  filing 
is  required  to  correct  qualification  failures. 


c.  Insurance  Funds 

A  few  commenters  requested  special 
treatment  for  money  market  funds 
underlying  variable  annuity  contracts  or 
other  insurance  products,  citing 
contractual  and  state  law  restrictions 
affecting  insurance  and  annuity 
products  that  would  conflict  with  the 
ability  of  a  money  market  fund’s  board 
to  impose  a  fee  or  gate.®®^  Some 
commenters  further  noted  that  money 
market  funds  underlying  variable 
contract  separate  accounts  are  not  prone 
to  runs.®®®  Another  commenter  noted 
that  most  insurance  products  have 
"free-look”  provisions,  allowing  an 
owner  to  return  his/her  contract  for  full 
value  if  he/she  is  not  satisfied  with  its 
terms.®®®  During  such  initial  periods, 
insurance  companies  typically  keep 
client  funds  in  money  market  funds, 
which  might  be  incompatible  with  fees 
and  gates. ®®^ 

We  have  determined  not  to  provide 
special  treatment  for  money  market 
funds  underlying  variable  annuity 
contracts  or  other  insurance  products 
for  the  fees  and  gates  requirements.  We 
recognize  money  market  funds 
underlying  variable  annuity  contracts  or 
other  insurance  products  may  be 
indirectly  subject  to  certain  restrictions 
or  requirements  that  do  not  apply  to 
other  money  market  funds.  We  note, 
however,  that  these  same  funds 
currently  are  permitted  to  suspend 
redemptions  pursuant  to  rule  22e-3  and 
their  ability  to  do  so  has  not  prevented 
them  from  being  offered  in  connection 
with  variable  annuity  and  other 
insurance  products.  In  addition,  to  the 
extent  today’s  fees  and  gates 
amendments  are  incompatible  with 
contractual  or  state  law,  or  with  free 
look  provisions,  we  note  that  an 
insurance  company  can  instead  offer  a 
government  money  market  fund  as  an 
investment  option  under  its 
contract(s).®®®  Moreover,  fees  and  gates 
will  not  affect  the  everyday  activities  of 
money  market  funds.  They  are  instead 


884  See,  .e.g.,  Dechert  Comment  Letter;  Comment 
Letter  of  American  Council  of  Life  Insurers  (Sept. 
17,  2013)  (“ACLl  Comment  Letter”);  TIAA-CREF 
Comment  Letter. 

885  See  ACLI  Comment  Letter;  Comment  Letter  of 
Committee  of  Annuity  Insurers  (Sept.  17,  2013) 
(“CAI  Comment  Letter”). 

888  See  Comment  Letter  of  John  Sklar  (July  9, 
2013)  (“Sklar  Comment  Letter”). 

887  See  id. 

888  To  the  extent  an  insurance  company 
determines  to  offer  a  government  money  market 
fund  as  a  new  investment  option  under  a  contract, 
we  recognize  that  there  may  be  costs  associated 
with  this  process,  including  costs  associated  with 
disclosing  a  new  investment  option  to  contract- 
holders,  negotiating  arrangements  with  new 
government  money  market  funds,  and  filing  with 
the  Commission  a  substitution  application  under 
section  26(c). 
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designed  to  be  used  during  times  of 
potential  stress. If  the  market  or  a 
money  market  fund  is  experiencing 
stress,  an  insurance  company  could 
choose  not  to  place  contract  holders’ 
investments  into  a  money  market  fund 
during  free  look  periods,  subject  to 
contractual  provisions  and  prospectus 
disclosures. 

D.  Guidance  on  the  Amortized  Cost 
Method  of  Valuation  and  Other 
Valuation  Concerns 

After  further  consideration,  and  as 
suggested  by  a  number  of  commenters, 
our  final  rules  will  permit  stable  NAV 
money  market  funds  {i.e.,  government 
and  retail  money  market  fimds)  to 
maintain  a  stable  NAV  by  using 
amortized  cost  valuation  and/or  the 
penny  rounding  method  of  pricing. In 
addition,  all  other  registered  investment 
companies  and  business  development 
companies  (including  floating  NAV 
money  market  funds  under  our 
amendments)  may,  in  accordance  with 
Commission  guidance,  continue  to  use 
amortized  cost  to  value  debt  securities 
with  remaining  maturities  of  60  days  or 
less  if  fund  directors,  in  good  faith, 
determine  that  the  fair  value  of  the  debt 
securities  is  their  amortized  cost  value, 
unless  the  particular  circumstances 
warrant  otherwise. Accordingly,  even 
for  floating  NAV  money  market  funds, 
amortized  cost  will  continue  to  be  an 
important  part  of  the  valuation  of 
money  market  fund  portfolio 
securities. “’’2 

8(i9We  note  that  if,  as  suggested  by  commenters, 
money  market  funds  underlying  variable  annuity  or 
other  insurance  contracts  are  less  prone  to  runs, 
then  under  the  terms  of  our  final  rule  amendments, 
such  funds  may  be  less  likely  to  reach  the  liquidity 
thresholds  that  would  trigger  board  consideration  of 
fees  or  gates  and,  thus,  may  be  less  likely  to  be 
affected  by  today’s  amendments.  See  supra  text 
accompanying  note  865. 

See  supra  section  1II.B.5. 

See  ASR  21 9,  Financial  Reporting  Codification 
(CCH)  section  404. 05. a  and  .b  (May  31, 1977),  supra 
note  5.  In  this  regard,  the  Commission  has  stated 
that  the  “fair  value  of  securities  with  remaining 
maturities  of  60  days  or  less  may  not  always  be 
accurately  reflected  through  the  use  of  amortized 
cost  valuation,  due  to  an  impairment  of  the 
creditworthiness  of  an  issuer,  or  other  factors.  In 
such  situations,  it  would  appear  to  be  incumbent 
on  the  directors  of  a  fund  to  recognize  such  factors 
and  take  them  into  account  in  determining  ‘fair 
value.”’ 

For  a  mutual  fund  not  regulated  under  rule 
2a-7,  the  Investment  Company  Act  and  applicable 
rules  generally  require  that  it  price  its  shares  at  the 
current  NAV  by  valuing  portfolio  securities  for 
which  market  quotations  are  readily  available  at 
market  value,  or  if  market  quotations  are  not  readily 
available,  at  fair  value  as  determined  in  good  faith 
by  the  fund’s  board  of  directors.  See  section 
2(a)(41)(B)  and  rules  2a-4  and  22c-l. 
Notwithstanding  these  provisions,  rule  2a-7 
currently  permits  money  market  funds  to  use  the 
amortized  cost  method  of  valuation  and/or  the 
penny  rounding  method  of  pricing.  See  current  rule 
2a-7(c). 


We  believe  the  expanded  valuation 
guidance,  discussed  below,  will  help 
advance  the  goals  of  our  money  market 
fund  reform  rulemaking,  because, 
among  other  things,  stronger  valuation 
practices  may  lessen  a  money  market 
fund’s  susceptibility  to  heavy 
redemptions  by  decreasing  the 
likelihood  of  sudden  portfolio  write¬ 
downs  that  may  encourage  financially 
sophisticated  investors  to  redeem  early. 
We  provide  below  expanded  guidance 
on  the  use  of  amortized  cost  valuation 
as  well  as  other  related  valuation 

issues. 

1.  Use  of  Amortized  Cost  Valuation 

We  consider  it  important,  for  a 
number  of  reasons,  that  funds  and  their 
investment  advisers  and  boards  of 
directors  have  clear  guidance  regarding 
amortized  cost  valuation.  Typically, 
money  market  funds  hold  a  significant 
portion  of  portfolio  securities  with 
remaining  maturities  of  60  days  or 
less,®’’‘‘  and  therefore,  a  floating  NAV 
money  market  fund  may  use  the 
amortized  cost  method  to  value  these 
portfolio  securities  if  the  fund’s  board 
determines  that  the  amortized  cost  value 
of  the  security  is  fair  value.  In  addition, 
managers  of  floating  NAV  money  market 
funds  may  have  an  incentive  to  use 
amortized  cost  valuation  whenever 

Although  discussed  here  primarily  in  the 
context  of  money  market  funds,  except  as  noted 
below,  this  guidance  is  applicable  to  all  registered 
investment  companies  and  business  development 
companies.  For  ease  of  reference,  throughout  this 
section  we  refer  to  all  of  these  entities  as  “funds.” 
We  note  that  stable  NAV  money  market  funds  that 
qualify  as  retail  or  government  money  market  funds 
may  use  the  amortized  cost  method  of  valuation  to 
compute  the  current  share  price  provided,  among 
other  things,  the  board  of  directors  believes  that  the 
amortized  cost  method  of  valuation  fairly  reflects 
the  market-based  NAV  and  does  not  believe  that 
such  valuation  may  result  in  material  dilution  or 
other  unfair  results  to  investors  or  existing 
shareholders.  See  generally  rule  2a-7(c)(l)(i)  and 
rule  2a-7(g)(l)(i)(A)-(C).  We  also  note  that  stable 
NAV  money  market  funds  that  qualify  as  retail  or 
government  money  market  funds  may  not  rely  on 
this  guidance  to  use  amortized  cost  valuation  in 
shadow  pricing  because  rule  2a-7  specifically 
requires  shadow  prices  to  reflect  “the  current  net 
asset  value  per  share  calculated  using  available 
market  quotations  (or  an  appropriate  substitute  that 
reflects  current  market  conditions),’’  and  we  would 
not  consider  amortized  cost  valuation  to  be  an 
appropriate  substitute  that  reflects  current  market 
conditions.  See  also  1983  Adopting  Release,  supra 
note  3,  at  n.44  and  accompanying  text  (“In 
determining  the  market-based  value  of  the  portfolio 
for  purposes  of  computing  the  amount  of  deviation, 
all  portfolio  instruments,  regardless  of  the  time  to 
maturity,  should  be  valued  based  upon  market 
factors  and  not  their  amortized  cost  value.’’). 

For  example,  we  estimate  that  approximately 
56%  of  prime  money  market  funds’  portfolio 
securities  had  remaining  maturities  of  60  days  or 
less  (not  including  interest-rate  resets)  as  of 
February  28,  2014.  This  estimate  is  based  on  Form 
N-MFP  data. 


possible  in  order  to  help  stabilize  the 
funds’  NAV  per  share. 

As  noted  above,  under  existing 
Commission  guidance,  funds  would  not 
be  able  to  use  amortized  cost  valuation 
to  value  certain  debt  securities  when 
circumstances  dictate  that  the  amortized 
cost  value  of  the  security  is  not  fair 
value. The  Commission’s  guidance  in 
the  Proposing  Release  construed  the 
statute  to  effectively  limit  the  use  of 
amortized  cost  valuation  to 
circumstances  where  it  is  the  same  as 
valuation  using  market-based  factors.®^® 
Some  commenters  objected  to  this 
interpretation  and  suggested  that  the 
Commission  more  generally  clarify  this 
guidance.®’’^ 

We  recognize  that  existing  valuation 
guidance  may  not  be  clear  on  how 
frequently  funds  should  compare  a  debt 
security’s  amortized  cost  value  to  its  fair 
value  determined  using  market-based 
factors  and  what  extent  of  deviation 
between  the  two  values  is  permissible. 
We  generally  believe  that  a  fund  may 
only  use  the  amortized  cost  method  to 
value  a  portfolio  security  with  a 
remaining  maturity  of  60  days  or  less 
when  it  can  reasonably  conclude,  at 
each  time  it  makes  a  valuation 
determination,®’’®  that  the  amortized 

See  ASR  219,  Financial  Reporting  Codification 
(CCH)  section  404. 05. a  and  .b  (May  31,  1977),  supra 
note  5  (“Although  debt  securities  with  remaining 
maturities  in  excess  of  60  days  should  not  be  valued 
at  amortized  cost,  the  Commission  will  not  object 
if  the  board  of  directors  of  a  money  market  fund, 
in  good  faith,  determines  that  the  fair  value  of  debt 
securities  originally  purchased  with  remaining 
maturities  of  60  days  or  less  shall  be  their  amortized 
cost  value,  unless  the  particular  circumstances 
dictate  otherwise.  Nor  will  the  Commission  object 
if,  under  similar  circumstances,  the  fair  value  of 
debt  securities  originally  purchased  with  maturities 
of  in  excess  of  60  days,  but  which  ctirrently  have 
maturities  of  60  days  or  less,  is  determined  by  using 
amortized  cost  valuation  for  the  60  days  prior  to 
maturity,  such  amortization  being  based  upon  the 
market  or  fair  value  of  the  securities  on  the  61st  day 
prior  to  maturity”  (footnotes  omitted)). 

“^**506  Proposing  Release,  supra  note  25,  n.l36. 

See,  e.g.,  Invesco  Comment  Letter  (“one  of  the 
footnotes  to  the  Proposed  Rule  .  .  .  refers  to 
amortized  cost  pricing  being  available  when  it  is  the 
same  as  valuation  based  on  market  factors,  implying 
that  MMF  could  be  barred  from  using  amortized 
cost  pricing  if  it  differs  even  minutely  from  the 
market  value  of  the  securities.  While  we  believe  this 
implication  to  have  been  unintentional,  we 
nevertheless  request  the  Commission  to  reaffirm 
clearly  that  MMFs,  as  all  other  mutual  funds,  can 
continue  to  use  amortized  cost  pricing  for  securities 
with  maturities  of  60  days  and  less.”  (internal 
citations  omitted));  ICI  Comment  Letter  (also 
referring  to  this  footnote  and  stating  “It  is  unclear 
whether  this  means  that  amortized  cost  must  at  all 
times  be  identical  to  market-based  price,  or  whether 
it  is  just  another  way  of  saying  funds  must  use 
market-based  pricing  and  not  amortized  cost.  We 
urge  the  SEC  to  clarify  that  ASR  219  and  its 
interpretations  remain  unchanged.”). 

As  discussed  below,  we  believe  that,  in  some 
circumstances  (e.g.,  intraday),  a  fund  may  rely  on 
the  last  obtained  market-based  data  to  assist  it  when 
valuing  its  portfolio  securities  using  amortized  cost. 
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cost  value  of  the  portfolio  security  is 
approximately  the  same  as  the  fair  value 
of  the  security  as  determined  without 
the  use  of  amortized  cost  valuation. 
Existing  credit,  liquidity,  or  interest  rate 
conditions  in  the  relevant  markets  and 
issuer  specific  circumstances  at  each 
such  time  should  be  taken  into  account 
in  making  such  an  evaluation. 

Accordingly,  it  would  not  be 
appropriate  for  a  fund  to  use  amortized 
cost  to  value  a  debt  security  with  a 
remaining  maturity  of  60  days  or  less 
and  thereafter  not  continue  to  review 
whether  amortized  cost  continues  to  be 
approximately  fair  value  until,  for 
example,  there  is  a  significant  change  in 
interest  rates  or  credit  deterioration.  We 
generally  believe  that  a  fund  should,  at 
each  time  it  makes  a  valuation 
determination,  evaluate  the  use  of 
amortized  cost  for  portfolio  securities, 
not  only  quarterly  or  each  time  the  fund 
produces  financial  statements.  We  note 
that,  under  the  final  rules,  each  money 
market  fund  will  be  required  to  value, 
on  a  daily  basis,  the  fund’s  portfolio 
securities  using  market-based  factors 
and  disclose  the  fund’s  share  price  (or 
shadow  price)  rounded  to  four  decimal 
places  on  the  fund’s  Web  site.  As  a 
result,  we  believe  that  each  money 
market  fund  should  have  readily 
available  market-based  data  to  assist  it 
in  monitoring  any  potential  deviation 
between  a  security’s  amortized  cost  and 
fair  value  determined  using  market- 
based  factors.  We  believe  that,  in  certain 
circumstances,  such  as  intraday,  a  fund 
may  rely  on  the  last  obtained  market- 
based  data  to  assist  it  when  valuing  its 
portfolio  securities  using  amortized 
cost.  To  address  this,  a  fund’s  policies 
and  procedures  could  be  designed  to 
ensure  that  the  fund’s  adviser  is  actively 
monitoring  both  market  and  issuer- 
specific  developments  that  may  indicate 
that  the  market-based  fair  value  of  a 
portfolio  security  has  changed  during 
the  day,  and  therefore  indicate  that  the 
use  of  amortized  cost  valuation  for  that 
security  may  no  longer  be  appropriate. 

2.  Other  Valuation  Matters 

Rule  2a-4  under  the  Investment 
Company  Act  provides  that  “[p]ortfolio 
securities  with  respect  to  which  market 
quotations  are  readily  available  shall  be 
valued  at  current  market  value,  and 
other  securities  and  assets  shall  be 
valued  at  fair  value  as  determined  in 
good  faith  by  the  board  of  directors  of 
the  registered  company.”  As  we 
discussed  in  the  Proposing  Release,  the 
vast  majority  of  money  market  fund 
portfolio  securities  do  not  have  readily 
available  market  quotations  because 
most  portfolio  securities  such  as 
commercial  paper,  repos,  and 


certificates  of  deposit  are  not  actively 
traded  in  the  secondary  markets. 
Accordingly,  most  money  market  fund 
portfolio  securities  are  valued  largely 
based  upon  “mark-to-model”  or  “matrix 
pricing”  estimates.®®"  In  matrix  pricing, 
portfolio  asset  values  are  derived  from 
a  range  of  different  inputs,  with  varying 
weights  attached  to  each  input,  such  as 
pricing  of  new  issues,  yield  curve 
information,  spread  information,  and 
yields  or  prices  of  securities  of 
comparable  quality,  coupon,  maturity, 
and  type.®®^  Money  market  funds  also 
may  consider  evaluated  prices  from 
third-party  pricing  services,  which  may 
take  into  account  these  inputs  as  well  as 
prices  quoted  from  dealers  that  make 
markets  in  these  instruments  and 
financial  models. ®®2 

We  received  a  number  of  comments 
regarding  the  utility  of  market-based 
valuation  for  money  market  securities 
and  other  securities  that  do  not 
frequently  trade  in  secondary  markets. 
We  also  received  comments  discussing 
certain  other  valuation  matters  more 
generally,  such  as  the  use  of  pricing 
services  in  valuing  such  securities. 
Together,  these  comments  indicated  to 
us  the  need  for  further  guidance  in  this 
area,  which  we  provide  below. 

a.  Fair  Value  for  Thinly  Traded 
Securities 

First,  some  commenters  suggested 
that  market-based  valuations  of  money 
market  fund  portfolio  securities  are  not 
particularly  meaningful,  given  the 
infrequent  trading  in  money  market 
fund  portfolio  securities  and  the  use  of 
matrix  or  model-based  pricing  or 
evaluated  prices  from  third-party 
pricing  services.®®®  One  commenter 


See  Proposing  Release,  supra  note  25,  at 
section  II.B.I. 

See,  e.g.,  Har\'ard  Business  School  FSOC 
Comment  Letter  (“secondarj'  markets  for 
commercial  paper  and  other  private  money  market 
assets  such  as  CDs  are  highly  illiquid.  Therefore, 
the  asset  prices  used  to  calculate  the  floating  NAV 
would  largely  be  accounting  or  model-based 
estimates,  rather  than  prices  based  on  secondary 
market  transactions  with  sizable  volumes.”); 
Institutional  Money  Market  Funds  Association,  The 
Use  of  Amortised  Cost  Accounting  by  Money  Market 
Funds,  available  at  http://w\vw.immfa.org/assets/ 
fiIes/IMMFA%20The%20use%20of%20 
amortised%20cost%20 
accounting%20by%20MMF.pdf  (noting  that 
investors  typically  hold  money  market  instruments 
to  maturity  and  therefore  there  are  relatively  few 
prices  from  the  secondary'  market  or  broker  quotes). 

See,  e.g..  Federated  VI  Comment  Letter;  Hai 
Jin,  et  al..  Liquidity  Risk  and  Expected  Corporate 
Bond  Returns,  99  J.  of  Fin.  Econ.  628,  at  n.4  (2011) 
(“Matrix  prices  are  set  according  to  some  algorithm 
based  on  prices  of  bonds  with  similar 
characteristics”). 

See,  e.g.,  Federated  VI  Comment  Letter;  Angel 
Comment  Letter. 

See,  e.g..  Federated  IV  Comment  Letter;  Legg 
Mason  &  Western  Asset  Comment  Letter;  Chamber 
II  Comment  Letter. 


Stated  that  “it  does  not  follow  that  the 
normal  arguments  for  using  actual 
market  prices  for  calculating  mutual 
fund  nAVs  apply  to  using  noisy 
guesstimates  of  true  value  of  non-traded 
assets.”  ®®‘*  Another  commenter  stated 
that,  with  regard  to  matrix-priced 
money  market  fund  portfolio  securities, 
“(m]arket-based  valuations  are  not  more 
accurate  valuations  than  amortized 
cost.”  ®®® 

We  acknowledge  that  matrix  pricing 
and  similar  pricing  methods  involve 
estimates  and  judgments — and  thus  may 
introduce  some  “noise”  into  portfolio 
security  prices,  and  therefore  into  the 
fund’s  NAV  per  share  when  rounded  to 
one  basis  point.  However,  we  do  not 
agree  that  market-based  prices  of 
portfolio  securities  do  not  provide 
meaningful  information  or  that 
amortized  cost  generally  provides  better 
or  more  accurate  values  of  securities 
that  do  not  frequently  trade  or  that  may 
or  may  not  be  held  to  maturity  given  the 
fund’s  statutory  obligation  to  investors 
to  satisfy  redemptions  within  seven 
days  (and  a  fund’s  disclosiu’e 
commitment  to  generally  satisfy 
redemptions  much  sooner).®®®  Indeed, 
many  debt  securities  held  by  other  types 
of  funds  do  not  frequently  trade,  but  our 
long-standing  guidance  on  the  use  of 
amortized  cost  valuation  is  limited  to 
debt  securities  with  remaining 
maturities  of  60  days  or  less  and  even 
then  only  if  the  amortized  cost  value  of 
these  securities  is  fair  value. ®®7  This 
guidance  was  based  on  our  concern  that 
“the  use  of  the  amortized  cost  method 
i[n]  valuing  portfolio  securities  of 
registered  investment  companies  may 
result  in  overvaluation  or 
undervaluation  of  the  portfolios  of  such 


See  Angel  Comment  Letter. 

See  Federated  VI  Comment  Letter  (“Pricing 
experts  have  confirmed  to  us  that  only  a  small 
percentage  of  money  market  instruments  actually 
trade  daily  in  secondary  markets.  While  the 
amortized  cost  method  of  valuing  MMF  portfolios 
is  a  simple  and  accurate  means  of  valuing  these 
types  of  high-quality,  short-term  instruments  that 
generally  are  held  to  maturity,  the  effort  to  arrive 
at  market-based  valuations  for  these  types  of 
instruments  is  time-consuming,  complicated  and 
less  exact.”). 

*"'*Many  money  market  funds  promise  in  fund 
disclosures  to  satisfy  redemption  requests  on  the 
same  day  as  the  request,  except  in  extraordinary 
conditions.  In  addition,  funds  that  are  sold  through 
broker-dealers  seek  to  satisfy  redemption  requests 
within  three  business  days  because  broker-dealers 
are  subject  to  Securities  Exchange  Act  rule  15c6- 
1 ,  which  establishes  three  business  days  as  the 
standard  settlement  period  for  securities  trades 
effected  by  a  broker  or  a  dealer. 

““^See  ASR  219,  Financial  Reporting  Codification 
(CCH)  section  404. 05. a  and  .b  (May  31,  1977),  supra 
note  5.  We  have  said  that  it  is  inconsistent  with  rule 
2a-4  to  use  the  amortized  cost  method  of  valuation 
to  determine  the  fair  value  of  debt  securities  that 
mature  at  a  date  more  than  60  days  after  the 
valuation  date. 
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companies,  relative  to  the  value  of  the 
portfolios  determined  with  reference  to 
current  market-hased  factors.”  Such 
guidance  is  based  on  a  preference 
embodied  in  the  Investment  Company 
Act  that  funds  value  portfolio  securities 
taking  into  account  current  market 
information. 

Because  most  money  market  fund 
portfolio  securities  are  not  frequently 
traded  and  thus  are  not  securities  for 
which  market  quotations  are  readily 
available,  we  understand  that  they  are 
typically  fair  valued  in  good  faith  by  the 
fund’s  board. As  a  general  principle, 
the  fair  value  of  a  security  is  the  amount 
that  a  fund  might  reasonably  expect  to 
receive  for  the  security  upon  its  current 
sale.“^''  Determining  fair  value  requires 
taking  into  account  market  conditions 
existing  at  that  time.  Accordingly,  funds 
holding  debt  securities  generally  should 
not  fair  value  these  securities  at  par  or 
amortized  cost  based  on  the  expectation 
that  the  funds  will  hold  those  securities 
until  maturity,  if  the  funds  could  not 
reasonably  expect  to  receive 
approximately  that  value  upon  the 
current  sale  of  those  securities  under 

current  market  conditions. \/Ve 


msjd, 

"““Section  22(c)  and  rules  2a-4  and  22c-l(a). 

"•'“As  discussed  further  below,  although  a  fund’s 
directors  cannot  delegate  their  statutory  duty  to 
determine  the  fair  value  of  fund  portfolio  securities, 
the  board  may  appoint  others,  such  as  the  fund’s 
investment  adviser  or  a  valuation  committee,  to 
assist  them  in  determining  fair  value.  See  infra  note 
898  and  accompanying  text. 

See  Securities  and  Exchange  Commission 
Codification  of  Financial  Reporting  Policies, 
Statement  Regarding  “Restricted  Securities,’’ 
Investment  Company  Act  Release  No.  5847  (Oct.  21, 
1969)  |35  FR  19989  (Dec.  31,  1970)]  (“ASR  113’’); 
Investment  Companies,  Investment  Company  Act 
Release  No.  6295  (Dec.  23,  1970)  (35  FR  19986  (Dec. 
31, 1970)],  Financial  Reporting  Codification  (CCH) 
section  404.03  (Apr.  15,  1982)  (“ASR  118”).  We 
generally  believe  that  the  current  sale  standard 
appropriately  reflects  the  fair  value  of  securities  and 
other  assets  for  which  market  quotations  are  not 
readily  available  within  the  meaning  of  section 
2(a)(41)(B).  The  price  that  an  unrelated  willing 
buyer  would  pay  for  a  security  or  other  asset  under 
current  market  conditions  is  indicative  of  the  value 
of  the  security  or  asset.  See  also  FASB  ASC 
paragraph  820-10-35-3  and  FASB  ASC  paragraph 
820-10-20  (“A  fair  value  measurement  assumes 
that  the  asset  or  liability  is  exchanged  in  an  orderly 
transaction  between  market  participants  to  sell  the 
asset  or  transfer  the  liability  at  the  measurement 
date  under  current  market  conditions.”;  Fair  Value 
means  “the  price  that  would  be  received  to  sell  an 
asset  or  paid  to  transfer  a  liability  in  an  orderly 
transaction  between  market  participants  at  the 
measurement  date”). 

As  we  have  previously  stated:  “Fair  value 
cannot  be  based  on  what  a  buyer  might  pay  at  some 
later  time,  such  as  when  the  market  ultimately 
recognizes  the  security’s  true  value  as  currently 
perceived  by  the  portfolio  manager.  Funds  also  may 
not  fair  value  portfolio  securities  at  prices  not 
achievable  on  a  current  basis  on  the  belief  that  the 
fund  would  not  currently  need  to  sell  those 
securities.”  See,  e.g.,  In  the  Matter  of  Jon  D. 

Hammes,  et  ah,  Investment  Company  Act  Release 


recognize  that  valuing  thinly  traded 
debt  securities  can  be  more  complicated 
and  time-consuming  than  valuing  liquid 
equity  securities  based  on  readily 
available  market  quotations  or  than 
valuing  debt  securities  using  the 
amortized  cost  method.  However,  given 
the  redeemable  nature  of  mutual  fund 
shares  and  the  mandates  of  the 
Investment  Company  Act  to  sell  and 
redeem  fund  shares  at  prices  based  on 
the  current  net  asset  values  of  those 
shares,  we  believe  it  is  important  for 
funds  to  take  steps  to  ensure  that  they 
are  properly  valuing  fund  shares  and 
treating  all  shareholders  fairly. 

b.  Use  of  Pricing  Services 

As  noted  above,  many  funds, 
including  many  money  market  funds, 
use  evaluated  prices  provided  by  third- 
party  pricing  services  to  assist  them  in 
determining  the  fair  values  of  their 
portfolio  securities.  Some  commenters 
have  raised  concerns  that  money  market 
funds  will  place  undue  reliance  on  a 
small  market  of  third-party  pricing 
vendors,  even  though  they  acknowledge 
that  they  provide  only  “good  faith” 
opinions  on  valuation. A  few 
commenters  argued  that  eliminating 
amortized  cost  valuation  for  money 
market  funds  and  requiring  market- 
based  pricing  could  provide  third-party 
pricing  services  with  a  much  greater 
degree  of  influence  on  fund’s  portfolio 
valuation,  which  could  increase 
operational  complexity  and  risks. 

We  recognize  that  pricing  services 
employ  a  wide  variety  of  pricing 
methodologies  in  arriving  at  the 
evaluated  prices  they  provide,  and  the 
quality  of  those  prices  may  vary  widely. 
We  note  that  the  evaluated  prices 
provided  by  pricing  services  are  not,  by 
themselves,  “readily  available”  market 
quotations  or  fair  values  “as  determined 
in  good  faith  by  the  board  of  directors” 
as  required  under  the  Investment 
Company  Act.^as  To  the  extent  that 
certain  money  market  funds  are  no 
longer  permitted  to  use  the  amortized 
cost  method  to  value  all  of  their 
portfolio  securities  and  all  money 
market  funds  will  be  required  to 
perform  daily  market-based  valuations, 
funds  may  decide  to  rely  more  heavily 
on  third  parties,  such  as  pricing 


No.  26290  (Dec.  11,  2003)  at  n.5  (settlement).  See 
also  FASB  ASC  820,  at  paragraph  820-10-35-54H 
(“A  reporting  entity’s  intention  to  hold  the  asset  or 
to  settle  or  otherwise  fulfill  the  liability  is  not 
relevant  when  measuring  fair  value  because  fair 
value  is  a  market-based  measurement,  not  an  entity- 
specific  measurement.”). 

See,  e.g..  Federated  VI  Comment  Letter; 

SIFMA  Comment  Letter;  Angel  Comment  Letter. 

See,  e.g.,  Federated  VI  Comment  Letter; 
Chamber  II  Comment  Letter. 

See  section  2(a)(41)(B)  and  rule  2a-4. 


services,  to  provide  market-based 
valuation  data.  Accordingly,  we  believe 
it  is  important  to  provide  guidance  to 
funds  and  their  boards  regarding 
reliance  on  pricing  services. 

We  note  that  a  hand’s  hoard  of 
directors  has  a  non-delegable 
responsibility  to  determine  whether  an 
evaluated  price  provided  by  a  pricing 
service,  or  some  other  price,  constitutes 
a  fair  value  for  a  fund’s  portfolio 
.security.^**®  In  addition,  we  have  stated 
that  “it  is  incumbent  upon  the  [fund’s] 
Board  of  Directors  to  satisfy  themselves 
that  all  appropriate  factors  relevant  to 
the  value  of  securities  for  which  market 
quotations  are  not  readily  available  have 
been  considered,”  and  that  fund 
directors  “must .  .  .  continuously  review 
the  appropriateness  of  the  method  used 
in  valuing  each  issue  of  security  in  the 
[fund’s]  portfolio.”**^’’  Although  a  fund’s 
directors  cannot  delegate  their  statutory 
duty  to  determine  the  fair  value  of  fund 
portfolio  securities  for  which  market 
quotations  are  not  readily  available,  the 
board  may  appoint  others,  such  as  the 
fund’s  investment  adviser  or  a  valuation 
committee,  to  assist  them  in 
determining  fair  value,  and  to  make  the 
actual  calculations  pursuant  to  the  fair 
valuation  methodologies  previously 
approved  by  the  directors.**®® 

Before  deciding  to  use  evaluated 
prices  from  a  pricing  service  to  assist  it 
in  determining  the  fair  values  of  a 
fund’s  portfolio  securities,  the  fund’s 
board  of  directors  may  want  to  consider 
the  inputs,  methods,  models,  and 
assumptions  used  by  the  pricing  service 
to  determine  its  evaluated  prices,  and 
how  those  inputs,  methods,  models,  and 
assumptions  are  affected  (if  at  all)  as 
market  conditions  change.  In  choosing  a 
particular  pricing  service,  a  fund’s  board 
may  want  to  assess,  among  other  things, 
the  quality  of  the  evaluated  prices 
provided  by  the  service  and  the  extent 
to  which  the  service  determines  its 
evaluated  prices  as  close  as  possible  to 
the  time  as  of  which  the  fund  calculates 
its  net  asset  value.  In  addition,  the 


"“"See  ASR  118,  supra  note  891  (“lilt  is 
incumbent  upon  the  Board  of  Directors  to  satisfy 
themselves  that  all  appropriate  factors  relevant  to 
the  fair  value  of  securities  for  which  market 
quotations  are  not  readily  available  have  been 
considered  and  to  determine  the  method  of  arriving 
at  the  fair  value  of  each  such  security.”  A  fund’s 
directors  cannot  delegate  this  responsibility  to 
anyone  else).  See,  e.g..  In  the  Matter  of  Seaboard 
Associates,  Inc.  (Report  of  Investigation  Pursuant  to 
Section  21(a)  of  the  Exchange  Act),  Investment 
Company  Act  Release  No.  13890  (Apr.  16, 1984) 
(“The  Commission  wishes  to  emphasize  that  the 
directors  of  a  registered  investment  company  may 
not  delegate  to  others  the  ultimate  responsibility  of 
determining  the  fair  value  of  any  asset  not  having 
a  readily  ascertainable  market  value.  .  .  .”). 

See  ASR  118,  supra  note  891 . 

See  id. 
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fund’s  board  should  generally  consider 
the  appropriateness  of  using  evaluated 
prices  provided  by  pricing  services  as 
the  fair  values  of  the  fund’s  portfolio 
securities  where,  for  example,  the  fund’s 
board  of  directors  does  not  have  a  good 
faith  basis  for  believing  that  the  pricing 
service’s  pricing  methodologies  produce 
evaluated  prices  that  reflect  what  the 
fund  could  reasonably  expect  to  obtain 
for  the  securities  in  a  current  sale  under 
current  market  conditions.®®® 

E.  Amendments  to  Disclosure 
Requirements 

We  are  amending  a  number  of 
disclosure  requirements  related  to  the 
liquidity  fees  and  gates  and  floating 
NAV  requirements  adopted  today,  as 
well  as  other  disclosure  enhancements 
discussed  in  the  proposal.  These 
disclosure  amendments  improve 
transparency  related  to  money  market 
funds’  operations,  as  well  as  their 
overall  risk  profile  and  any  use  of 
affiliate  financial  support.  In  the 
sections  that  follow,  we  first  discuss 
amendments  to  rule  and  form 
provisions  applicable  to  various 
disclosure  documents,  including 
disclosures  in  money  market  funds’ 
advertisements,  the  summary  section  of 
the  prospectus,  and  the  statement  of 
additional  information  (“SAI”).®°°  Next, 
we  discuss  amendments  to  the 
disclosure  requirements  applicable  to 
money  market  fund  Web  sites,  including 
information  about  money  market  funds’ 
liquidity  levels,  shareholder  flows, 
market-based  NAV  per  share  (rounded 
to  four  decimal  places),  imposition  of 
liquidity  fees  and  gates,  and  any  use  of 
affiliate  sponsor  support. 


®®®See  ASR  113  and  ASR  118,  supra  note  891; 
see  also  1983  Adopting  Release  supra  note  3  (“If  the 
[money  market]  fund  uses  an  outside  service  to 
provide  this  type  of  pricing  for  its  portfolio 
instruments,  it  may  not  delegate  to  the  provider  of 
the  service  the  ultimate  responsibility  to  check  the 
accuracy  of  the  system.”). 

®o°In  keeping  with  the  enhanced  disclosure 
framework  we  adopted  in  2009,  the  amendments 
are  intended  to  provide  a  layered  approach  to 
disclosure  in  which  key  information  about  the  new 
features  of  money  market  funds  would  be  provided 
in  the  summary  section  of  the  statutory  prospectus 
(and,  accordingly,  in  any  summary  prospectus,  if 
used)  with  more  detailed  information  provided 
elsewhere  in  the  statutory  prospectus  and  in  the 
SAI.  See  Enhanced  Disclosure  and  New  Prospectus 
Delivery  Option  for  Registered  Open-End 
Management  Investment  Companies,  Investment 
Company  Act  Release  No.  28584  (Jan.  13,  2009)  [74 
FR  4546  (Jan.  26,  2009)]  (“Summary  Prospectus 
Adopting  Release”)  at  paragraph  preceding  section 
III  (adopting  rules  permitting  the  use  of  a  summary 
prospectus,  which  is  designed  to  provide  key 
information  that  is  important  to  an  informed 
investment  decision). 


1.  Required  Disclosure  Statement 

a.  Overview  of  Disclosure  Statement 
Requirements 

As  discussed  in  the  Proposing 
Release,  and  as  modified  to  reflect 
commenters’  concerns,  we  are  adopting 
amendments  to  rule  482  under  the 
Securities  Act  and  Item  4  of  Form  N-lA 
to  revise  the  disclosure  statement 
requirements  concerning  the  risks  of 
investing  in  a  money  market  fund  in  its 
advertisements  or  other  sales  materials 
that  it  disseminates  (including  on  the 
fund  Web  site)  and  in  the  summary 
section  of  its  prospectus  (and, 
accordingly,  in  any  summary 
prospectus,  if  used). 

Money  market  funds  are  currently 
required  to  include  a  specific  statement 
concerning  the  risks  of  investing  in  their 
advertisements  or  other  sales  materials 
and  in  the  summary  section  of  the 
fund’s  prospectus  (and,  accordingly,  in 
any  summar}^  prospectus,  if  used).®°^  In 
the  Proposing  Release,  we  proposed  to 
modify  the  format  and  content  of  this 
required  disclosure.  Specifically,  we 
proposed  to  require  money  market 
funds  to  present  certain  disclosure 
statements  in  a  bulleted  format.  The 
content  of  the  proposed  disclosure 
statements  would  have  differed  under 
each  of  the  proposed  reform 
alternatives.  Under  each  reform 
alternative,  the  proposed  statement 
would  have  included  identical  wording 
changes  designed  to  clarify,  and  inform 
investors  about,  the  primary  risks  of 
investing  in  money  market  funds 
generally,  including  new  disclosure 
emphasizing  that  money  market  fund 
sponsors  are  not  obligated  to  provide 
financial  support.  Additionally,  the 
proposed  statement  under  the  fees  and 
gates  alternative  would  have  included 
disclosure  that  would  call  attention  to 
the  risks  of  investing  in  a  money  market 
fund  that  could  impose  liquidity  fees  or 
gates,  and  the  proposed  statement  under 
the  floating  NAV  alternative  would  have 
included  disclosure  to  emphasize  the 
particular  risks  of  investing  in  a  floating 
NAV  money  market  fund. 

Comments  regarding  the  amended 
disclosure  statement  were  mixed.  Two 
commenters  generally  supported  the 
proposed  amendments  to  the  disclosure 
statement  under  both  alternatives,  and 
one  commenter  expressed  general 
support  for  the  proposed  disclosure 


Rule  482(b)(4);  Item  4(b)(l)(ii)  of  Form  N-IA. 
Money  market  funds  are  currently  required  to 
include  the  following  statement:  An  investment  in 
the  Fund  is  not  insured  or  guaranteed  by  the 
Federal  Deposit  Insurance  Corporation  or  any  other 
government  agency.  Although  the  Fund  seeks  to 
preserve  the  value  of  your  investment  at  SI. 00  per 
share,  it  is  possible  to  lose  money  by  investing  in 
the  Fund. 


under  the  fees  and  gates  alternative. ®°2 
Two  commenters  generally  opposed  the 
proposed  disclosure  statement,  arguing 
that  it  would  overstate  the  risks  relative 
to  other  mutual  funds  and  overwhelm 
investors  with  standardized  mandated 
legends,  which  investors  might  ignore 
as  “boilerplate.”®®®  Some  commenters 
expressed  concerns  with  particular 
aspects  of  the  proposed  disclosure,  such 
as  the  required  disclosure  regarding 
sponsor  support.®®'*  These  comments  are 
discussed  in  more  detail  below. 

Today  we  are  adopting  amendments 
to  the  requirements  for  disclosure 
statements  that  must  appear  in  money 
market  funds’  advertisements  or  other 
sales  materials,  and  in  the  summary 
section  of  money  market  funds’ 
statutory  prospectus.  As  discussed  in 
more  detail  below,  these  amendments 
are  being  adopted  largely  as  proposed, 
but  with  some  modifications  to  the 
proposed  format  and  content.  These 
modifications  respond  to  comments  we 
received  and  also  reflect  that  we  are 
adopting  a  liquidity  fees  and  gates 
requirement  for  all  non-govemment 
money  market  funds,  including 
municipal  money  market  funds,  as  well 
as  a  floating  NAV  requirement  for 
institutional  prime  funds.  As  we  stated 
in  the  Proposing  Release,  we  are 
modifying  the  current  disclosure 
requirements  because  we  believe  that 
enhancing  the  disclosure  required  to  be 
included  in  fund  advertisements  and 
other  sales  materials,  and  in  the 
summary  section  of  the  prospectus,  will 
help  change  the  investment 
expectations  of  money  market  fund 
investors,  including  any  erroneous 
expectation  that  a  money  market  fund  is 
a  riskless  investment.®®®  In  addition, 
without  such  modifications,  we  believe 
that  investors  may  not  be  fully  aware  of 
potential  restrictions  on  fund 
redemptions  or,  for  floating  NAV  funds, 
the  fact  that  the  value  of  their  money 
market  fund  shares  will,  as  a  result  of 


See  CFA  Institute  Comment  Letter  (noting  that 
the  proposed  disclosures  would  put  investors  on 
notice  that  money  market  funds  are  not  riskless  and 
would  provide  the  information  in  a  clear  and 
succinct  manner):  HSBC  Comment  Letter  (generally 
supporting  both  statements  but  suggesting  additions 
to  cross-reference  the  prospectus’s  risk  warnings 
and  to  make  clear  fees  and  gates  would  be  used  to 
protect  investors);  Federated  II  Comment  Letter; 
Comment  Letter  of  Federated  Investors  (Disclosure 
Requirements  for  Money  Market  Funds  and  Current 
Requirements  of  Rule  2a-7)  (Sept.  17,  2013) 
(“Federated  VIII  Comment  Letter”)  (concurring  with 
the  risk  disclosure  under  the  fees  and  gates 
alternative). 

See  ABA  Business  Law  Section  Comment 
Letter;  NYC  Bar  Committee  Comment  Letter. 

See,  e.g.,  Dreyfus  Comment  Letter;  NYC  Bar 
Committee  Comment  Letter. 

See  Proposing  Release,  supra  note  25,  at 
sections  III. A. 8  and  II1.B.8. 


47816 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


these  reforms,  increase  and  decrease  as 
a  result  of  the  changes  in  the  value  of 
the  underlying  securities. 

Specifically,  we  are  requiring  money 
market  funds  that  maintain  a  stable 
NAV  to  include  the  following  disclosure 
statement  in  their  advertisements  or 
other  sales  materials  and  in  the 
summary  section  of  the  statutory 
prospectus: 

You  could  lose  money  by  investing  in  the 
Fund.  Although  the  Fund  seeks  to  preserve 
the  value  of  your  investment  at  $1.00  per 
share,  it  cannot  guarantee  it  will  do  so.  The 
Fund  may  impose  a  fee  upon  the  sale  of  your 
shares  or  may  temporarily  suspend  your 
ability  to  sell  shares  if  the  Fund’s  liquidity 
falls  below  required  minimums  because  of 
market  conditions  or  other  factors.^o^  An 
investment  in  the  Fund  is  not  insured  or 
guaranteed  by  the  Federal  Deposit  Insurance 
Corporation  or  any  other  government  agency. 
The  Fund’s  sponsor  has  no  legal  obligation 
to  provide  financial  support  to  the  Fund,  and 
you  should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time.^°® 


aoe/rf. 

Government  funds  that  are  not  subject  to  the 
fees  and  gates  requirements  pursuant  to  rule  2a- 
7(c)(2)(iii)  may  omit  the  following  sentence:  “The 
Fund  may  impose  a  fee  upon  the  sale  of  your  shares 
or  may  temporarily  suspend  your  ability  to  sell 
shares  if  the  fund’s  liquidity  falls  below  required 
minimums  because  of  market  conditions  or  other 
factors.”  See  rule  482(b)(4)(iii);  Form  N-1 A  Item 
4(b)(l)(ii)(C). 

'">®See  Rule  482(b)(4)(ii);  Form  N-1  A  Item 
4(b)(l)(ii)(B).  Besides  the  amendments  to  the 
disclosure  statement  requirements  set  forth  in  Rule 
482(b)(4)(ii)  and  Form  N-IA  Item  4(b)(l)(ii)(B),  we 
also  are  adopting  non-substantive  changes  to  the 
text  of  these  rule  and  form  provisions.  If  an 
affiliated  person,  promoter,  or  principal 
under\witer  of  the  fund,  or  an  affiliated  person  of 
such  person,  has  contractually  committed  to 
provide  financial  support  to  the  fund,  the  fund 
would  be  permitted  to  omit  the  last  sentence  from 
the  disclosure  statement  in  advertisements  and 
sales  materials  for  the  term  of  the  agreement.  See 
Note  to  paragraph  (b)(4),  rule  482(b)(4).  Likewise,  if 
an  affiliated  person,  promoter,  or  principal 
underwriter  of  the  fund,  or  an  affiliated  person  of 
such  person,  has  contractually  committed  to 
provide  financial  support  to  the  fund,  and  the  term 
of  the  agreement  will  extend  for  at  least  one  year 
following  the  effective  date  of  the  fund’s 
registration  statement,  the  fund  would  be  permitted 
to  omit  the  last  sentence  from  the  disclosure 
statement  that  appears  in  the  fund’s  registration 
statement.  See  Instruction  to  Item  4(b)(l)(ii)  of  Form 
N-1  A. 

The  proposal  likewise  would  have  permitted  a 
similar  omission  from  the  proposed  disclosure 
statement.  See  Proposing  Release,  supra  note  25,  at 
nn.429  and  431.  As  proposed,  such  omission  would 
have  been  permitted  if  “an  affiliated  person, 
promoter,  or  principal  underw'riter  of  the  fund,  or 
an  affiliated  person  of  such  person,  has  entered  into 
an  agreement  to  provide  financial  support  to  the 
fund.”  We  have  modified  the  language  of  the  Note 
to  paragraph  (b)(4),  rule  482(b)(4)  and  the 
Instruction  to  Item  4(b)(l)(ii)  of  Form  N-1  A  to 
clarify  that  the  omission  would  be  permitted  only 
in  the  case  of  contractual  commitments  to  provide 
financial  support,  and  not  in  the  case  of  informal 
agreements  that  may  not  be  enforceable. 

As  discussed  in  more  detail  below,  we  are 
adopting  amendments  that  would  require  money 


Funds  with  a  floating  NAV  will  also 
be  required  to  include  a  similar 
disclosure  statement  in  their 
advertisements  or  other  sales  materials 
and  in  the  summary  section  of  the 
statutory  prospectus,  modified  to 
account  for  the  characteristics  of  a 
floating  NAV,  as  follows: 

You  could  lose  money  by  investing  in  the 
Fund.  Because  the  share  price  of  the  Fund 
will  fluctuate,  when  you  sell  your  shares  they 
may  be  worth  more  or  less  than  what  you 
originally  paid  for  them.  The  Fund  may 
impose  a  fee  upon  the  sale  of  your  shares  or 
may  temporarily  suspend  your  ability  to  sell 
shares  if  the  Fund’s  liquidity  falls  below 
required  minimums  because  of  market 
conditions  or  other  factors.  An  investment  in 
the  Fund  is  not  insured  or  guaranteed  by  the 
Federal  Deposit  Insurance  Corporation  or  any 
other  government  agency.  The  Fund’s 
sponsor  has  no  legal  obligation  to  provide 
financial  support  to  the  Fund,  and  you 
should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time.®°8 

Below  we  describe  in  detail  the  ways 
in  which  the  format  and  content  of  the 
required  disclosure  statement  that  we 
are  adopting  today  differ  from  that 
which  we  proposed,  as  well  as  the 
reasons  for  these  differences. 

b.  Format  of  the  Statement 

We  have  decided  not  to  adopt  the 
proposed  requirement  that  funds 
provide  the  statement  in  a  bulleted 
format.  One  commenter  argued  that 
prescribing  a  specific  graphical  format  is 
not  necessary  and  might  be  difficult  to 
execute  in  certain  forms  of  advertising, 
such  as  social  media. We  agree.  We 
also  believe  that  refraining  from 
requiring  funds  to  provide  the 
disclosure  statement  in  a  bulleted 
format,  in  combination  with  other 
modifications  discussed  below  that 
shorten  the  disclosure  statement. 


market  funds  to  disclose  current  and  historical 
instances  of  affiliate  financial  support  on  Form  N- 
CR  and  Form  N-1  A,  respectively.  See  infra  sections 
III.F.3,  III.E.7. 

See  Rule  482(b)(4)(i);  Form  N-1  A  Item 
4(b)(l)(ii)(A).  Besides  the  amendments  to  the 
disclosure  statement  requirements  set  forth  in  Rule 
482(b)(4)(i)  and  Form  N-IA  Item  4(b)(l)(ii)(A),  we 
also  are  adopting  non-substantive  changes  to  the 
text  of  these  rule  and  form  provisions,  k’unds  may 
omit  the  last  sentence  regarding  sponsor  support 
under  certain  circumstances,  such  as  when  a  fund’s 
sponsor  has  contractually  committed  to  provide 
support  to  the  fund.  See  supra  note  908; 

Instructions  to  Item  4(b)(l)(ii)  of  Form  N-1  A;  Note 
to  paragraph  (b)(4),  rule  482(b)(4).  The  proposal 
likewise  would  have  permitted  this  omission  from 
the  proposed  disclosure  statement.  See  Proposing 
Release,  supra  note  25,  at  nn.307  and  313.  As 
discussed  in  more  detail  below,  we  are  adopting 
amendments  that  would  require  money  market 
funds  to  disclose  current  and  historical  instances  of 
affiliate  financial  support  on  Form  N-CR  and  Form 
N-1  A,  respectively.  See  infra  sections  III.F.3,  III.E.7. 

See  ABA  Business  Law  Section  Comment 
Letter. 


addresses  concerns  raised  by 
commenters  that  the  length  of  the 
proposed  disclosure  statement  could 
draw  attention  away  from  other 
important  information  in  an 
advertisement  or  sales  materials. 

c.  Disclosure  Concerning  General  Risk 
of  Investment  Loss 

As  proposed,  the  required  disclosure 
statement  would  have  included  a 
bulleted  statement  providing:  “You 
could  lose  money  by  investing  in  the 
Fund.”  We  are  adopting  identical 
content  in  the  required  disclosure 
statement.  As  discussed  in  the  proposal, 
we  have  taken  into  consideration 
investor  preferences  for  clear,  concise, 
and  understandable  language  in 
adopting  the  required  disclosure  and 
also  have  considered  whether  strongly- 
worded  disclaimer  language  would 
more  effectively  convey  the  particular 
risks  associated  with  money  market 
funds  than  more  moderately-worded 
language  would. w/q  received  one 
comment  on  this  language  arguing  that 
it  is  duplicative  with  other  language  in 
the  required  disclosure  statement.®^ ^ 
have  responded  to  this  comment  by 
shortening  and  modifying  the  required 
disclosure  statement.^^^ 

d.  Disclosure  Concerning  Fees  and  Gates 

As  proposed,  the  required  disclosure 
statement  would  have  included  bulleted 
statements  providing:  “The  Fund  may 
impose  a  fee  upon  sale  of  your  shares 
when  the  Fund  is  under  considerable 
stress”  and  “The  Fund  may  temporarily 
suspend  your  ability  to  sell  shares  of  the 
Fund  when  the  Fund  is  under 
considerable  stress.”  Instead  of 
including  these  bullet  points  in  the 
required  disclosure,  we  are  adopting 
similar  content  in  the  required 
disclosure  statement  providing:  “The 
Fund  may  impose  a  fee  upon  the  sale  of 
your  shares  or  may  temporarily  suspend 
your  ability  to  sell  shares  if  the  Fund’s 
liquidity  falls  below  required 


See  NYC  Bar  Committee  Comment  Letter 
(noting  that,  particularly  in  inherently  brief  formats 
like  advertisements,  there  is  a  risk  that  mandated 
legends  may  crowd  out  material  informational 
content):  ABA  Business  Law  Section  Comment 
Letter  (arguing  that  the  proposed  disclosure 
statement  could  take  up  so  much  of  the  space 
available  in  an  advertisement  that  it  will  discourage 
investors  from  viewing  other  important  information 
in  the  communication). 

Proposing  Release,  supra  note  25,  at 
nn. 31 6-31 7. 

See  Federated  VIII  Comment  Letter. 

As  proposed,  the  required  disclosure 
statement  included  the  statements  “You  could  lose 
money  by  investing  in  the  Fund”  and  “Your 
investment  in  the  Fund  therefore  may  experience 
losses.”  As  adopted,  the  required  disclosure 
statement  no  longer  includes  the  second  statement, 
which  could  be  construed  to  be  repetitive  with  the 
first. 
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minimums  because  of  market  conditions 
or  other  factors.”  One  commenter,  while 
generally  supporting  the  proposed 
statement,  suggested  that  the  statement 
be  amended  to  say  that  the  fund  could 
impose  a  fee  or  a  gate  “in  order  to 
protect  shareholders  of  the  Fvmd.” 

One  commenter  expressed  concerns 
about  requiring  the  inclusion  of 
statements  about  fees  and  gates  in 
advertisements  or  other  sales  materials, 
arguing  that  the  description  of 
circumstances  and  conditions  under 
which  fees  and  gates  might  be  imposed 
is  difficult  to  reduce  to  a  brief 
statement.®^®  No  commenters  explicitly 
supported  the  inclusion  of  the  term 
“considerable  stress,”  and  several 
commenters  argued  that  this  term  was 
not  clear,  and  may  cause  investors  to 
believe  that  funds  could  impose  fees 
and  gates  arbitrarily  or,  conversely,  only 
during  extreme  market  events.®^ ^  To 
address  this  concern,  one  commenter 
suggested  requiring  a  different  term  than 
“considerable  stress,”  arguing  that  this 
term  overstates  the  prospect  for 
imposing  fees  or  gates. Other 
commenters  suggested  that  the 
disclosure  state  explicitly  that  a  fee  or 
gate  could  be  imposed  as  a  result  of  a 
reduction  in  the  fund’s  liquidity.®^® 
Commenters  also  suggested  that  any 
disclosure  regarding  fees  and  gates 
could  be  combined  into  a  single 
statement. 

After  considering  the  comments,  we 
continue  to  believe  that  disclosure  about 
fees  or  gates  should  be  included  in 
advertisements,  sales  materials,  and  the 
summary  section  of  the  prospectus. 

Even  some  commenters  that  expressed 
concerns  about  including  the  disclosure 
in  advertisements  acknowledged  that 
the  possible  imposition  of  fees  and  gates 
is  information  that  is  likely  to  be 
important  to  investors. ®2o  As  we  stated 
in  the  Proposing  Release,  we  are 
concerned  that  investors  will  not  be 
fully  aware  of  potential  restrictions  on 
fund  redemptions.  To  address 
commenters’  concerns  regarding  the 
ambiguity  of  the  term  “considerable 
stress,”  we  have  revised  the  statement, 
as  suggested  by  commenters,  to  make 
clear  that  funds  could  impose  a  fee  or 
gate  in  response  to  a  reduction  in  the 
fund’s  liquidity.  The  statement  does  not 
include  a  reference  that  a  fee  or  gate 


See  HSBC  Comment  Letter. 

’'’®See  NYC  Bar  Committee  Comment  Letter. 
See  NYC  Bar  Committee  Comment  Letter; 
ABA  Business  Law  Section  Comment  Letter; 
Dreyfus  Comment  Letter. 

'*■'8  See  Dreyfus  Comment  Letter. 

See  NYC  Bar  Committee  Comment  Letter; 
ABA  Business  Law  Section  Comment  Letter. 

See  ABA  Business  Law  Section  Comment 
Letter;  NYC  Bar  Committee  Comment  Letter. 


could  be  imposed  “to  protect  investors 
of  the  fund,”  as  suggested  by  one 
commenter.  We  believe  that  including 
the  additional  suggested  language  could 
detract  from  the  statement’s  emphasis 
that  a  fee  or  gate  could  be  imposed, 
which  could  in  turn  diminish 
shareholders’  awareness  of  potential 
restrictions  on  fund  redemptions.  The 
language  we  have  adopted  reflects 
commenter  suggestions  that  any 
disclosure  regarding  fees  or  gates  be 
combined  into  a  single  statement.  We 
believe  that  the  adopted  language  also 
responds  to  commenter  concerns  about 
tbe  difficulty  of  briefly  describing  the 
conditions  under  which  fees  and  gates 
might  be  imposed  by  providing  that  fees 
and  gates  could  be  imposed  if  “the 
Fund’s  liquidity  falls  below  required 
minimums  because  of  market  conditions 
or  other  factors.” 

e.  Disclosure  Concerning  Sponsor 
Support 

As  proposed,  the  required  disclosure 
statement  would  have  included  a 
bulleted  statement  providing:  “The 
Fund’s  sponsor  has  no  legal  obligation 
to  provide  financial  support  to  the 
Fund,  and  you  should  not  expect  that 
the  sponsor  will  provide  financial 
support  to  the  Fund  at  any  time.”  We 
are  adopting  identical  content  in  the 
required  disclosure  statement.  Several 
commenters  opposed  the  inclusion  of  a 
reference  to  sponsor  support  in  the 
required  disclosure  statement. ®2i  Some 
commenters  argued  that  the  disclosure 
would  raise  sponsor  support  to  an 
unwarranted  level  of  prominence, 
noting  that  there  have  not  been  any 
studies  to  determine  whether  investors 
actually  rely  on  the  potential  for 
sponsor  support  as  a  factor  when 
determining  whether  to  invest  in  a 
money  market  fund.®^^  Commenters 
also  were  concerned  that  investors  will 
not  understand  the  disclosure  in  fund 
advertisements,  since  advertisements 
will  not  afford  space  or  opportunity  to 
explain  to  investors  who  the  fund’s 
“sponsor”  is  and  what  “financial 
support”  means. ®23 

We  continue  to  believe  that  the 
disclosure  statement  should  include  a 
statement  that  the  fund’s  sponsor  has  no 
obligation  to  provide  financial  support. 

In  the  Proposing  Release,  we  recognized 


821  See  Dreyfus  Comment  Letter;  NYC  Bar 
Committee  Comment  Letter;  ABA  Business  Law 
Section  Comment  Letter.  But  see  CFA  Institute 
Comment  Letter;  HSBC  Comment  Letter  (both 
generally  supporting  the  proposed  disclosure 
statement,  including  the  language  discussing 
sponsor  support). 

822  See,  e.g.,  ABA  Business  Law  Section  Comment 
Letter;  NYC  Bar  Committee  Comment  Letter. 

823  Id. 


that  particular  instances  of  sponsor 
support  were  not  particularly 
transparent  to  investors  in  past  years 
because  sponsor  support  generally  was 
not  immediately  disclosed,  and  was  not 
required  to  be  disclosed  by  the 
Commission. ®24  But  although  investors 
might  not  have  known  of  particular 
instances  of  sponsor  support,  we  believe 
that  many  investors,  particularly 
institutional  investors,  have  historically 
understood  that  there  was  a  possibility 
of  financial  support  from  the  money 
market  fund’s  sponsor  and  that  this 
possibility  has  affected  investors’ 
perceptions  about  the  level  of  risk  in 
investing  in  money  market  funds. ®25  We 
therefore  disagree  with  the  commenter 
who  suggested  that  investors  were 
generally  unaware  of  this  practice 
preceding  and  during  the  financial 
crisis. ®26  For  this  reason,  we  believe  that 
it  is  important  to  emphasize  to  investors 
that  they  should  not  expect  a  fund 
sponsor  to  provide  financial  support  to 
the  fund. 

For  similar  reasons,  we  disagree  with 
one  commenter  who  argued  that 
requiring  this  disclosure  is  at  odds  with 
the  requirement  that  funds  publicly 
disclose  instances  of  sponsor 
support. ®2^  As  discussed  below,  we  are 
requiring  funds  to  disclose  current  and 
historical  instances  of  sponsor  support 
because  we  believe  that  such  disclosure 
will  help  investors  better  understand 
the  risks  of  investing  in  the  funds. ®2® 
This  reporting,  which  should  help 
investors  understand  instances  when 
the  fund  has  come  under  stress, 
provides  historical  information  about 
the  fund.  The  required  disclosure 
statement,  on  the  other  hand,  is  a 
forw^ard-looking  risk  statement  that 
reminds  current  and  prospective 
investors  that  sponsors  do  not  have  an 
obligation  to  provide  sponsor  support 
and  that  investors  should  not  expect 
that  sponsors  will  provide  support  in 
the  future. 


824  Proposing  Release,  supra  note  25,  at  section 
n.B.3. 

825  See,  e.g.,  Roxmdtable  Transcript,  supra  note  63 
(Lance  Pan,  Capital  Advisors  Group)  (“over  the  last 
30  or  40  years,  (investors)  have  relied  on  the 
perception  that  even  though  there  is  risk  in  money 
market  funds,  that  risk  is  owned  somehow 
implicitly  by  fund  sponsors.  So  once  they  perceive 
that  they  are  not  able  to  get  that  additional 
assurance,  1  believe  that  was  one  probably  cause  of 
the  run.”). 

828  See  NYC  Bar  Committee  Comment  Letter 
(arguing  that  the  Commission’s  discussion  of  the 
lack  of  transparency  regarding  instances  of  sponsor 
support  shows  that  the  proposed  risk  statement 
addresses  a  practice  that  investors  were  not  aware 
of  during  the  financial  crisis). 

822  See  Dreyfus  Comment  Letter. 

See  infra  notes  1007-1010, 1132  and 
accompanying  text. 
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Finally,  we  are  not  persuaded  that  the 
disclosure  regarding  sponsor  support 
should  not  appear  in  advertisements 
because  this  disclosure  will  not  be 
understood  by  investors.  We  recognize 
that  upon  reading  the  disclosure 
statement,  investors  might  have 
questions  regarding  financial  support 
from  sponsors,  as  commenters 
indicated,  including  questions  regarding 
who  the  fund’s  “sponsor”  is,  or  what 
constitutes  “financial  support.”  We 
believe,  however,  that  funds  can  address 
this  issue  through  more  complete 
disclosure  elsewhere  in  the  fund 
prospectus  if  they  believe  it  is 
necessary. 

f.  Disclosure  for  Floating  NAV  Funds 

As  proposed,  the  required  disclosure 
statement  for  floating  NAV  funds  would 
have  included  bulleted  statements 
providing:  “You  should  not  invest  in 
the  Fund  if  you  require  your  investment 
to  maintain  a  stable  value”  and  “The 
value  of  the  Fund  will  increase  and 
decrease  as  a  result  of  changes  in  the 
value  of  the  securities  in  which  the 
Fund  invests.  The  value  of  the  securities 
in  which  the  Fund  invests  may  in  turn 
be  affected  by  many  factors,  including 
interest  rate  changes  and  defaults  or 
changes  in  the  credit  quality  of  a 
security’s  issuer.”  Instead  of  including 
these  bullet  points  in  the  required 
disclosure,  we  are  adopting  similar 
content  in  the  required  disclosure 
statement  providing:  “Because  the  share 
price  of  the  Fund  will  fluctuate,  when 
you  sell  your  shares  they  may  be  worth 
more  or  less  than  what  you  originally 
paid  for  them.”  While  one  commenter 
questioned  whether  the  proposed 
disclosure  was  necessary  for  investors 
in  institutional  prime  funds,®3o  we 
believe  it  is  important  to  emphasize  to 
investors  the  potential  impact  of  a 
floating  NAV.®3i  in  response  to 

suggestions  by  commenters,®32  have 

decided  not  to  require  that  the 
disclosure  statement  include  the 

See  ABA  Business  Law  Section  Comment 
Letter;  NYC  Bar  Committee  Comment  Letter. 

Dreyfus  Comment  Letter  (“|W]e  also 
question  the  Commission’s  concern  that  investors 
will  fail  to  understand  that  the  value  of  the  [floating 
NAV]  MMF  will  fluctuate.  We  question  at  what 
point  investors  will  be  given  the  benefit  of  the 
doubt  for  understanding  the  product  in  which  they 
are  invested  and  when  such  concerns  will  cease  to 
drive  additional  regulatory  action.”) 

931  ABA  Business  Law  Section  Comment 
Letter  (suggesting  that  “floating  NAV  money  market 
funds  include  in  their  advertisements  a  statement 
that  their  principal  value  will  fluctuate  so  that  an 
investor’s  shares,  when  redeemed  may  be  worth 
more  or  less  than  their  original  cost”);  CFA  Institute 
Comment  Letter  (stating  that  “jdjisclosures  are 
needed  to  alert  investors  to  the  potential  for  loss  of 
principal  and  interest”). 

932  NYC  Bar  Committee  Comment  Letter; 

ABA  Business  Law  Section  Comment  Letter. 


proposed  statement  that  investors  that 
require  a  stable  value  not  invest  in  the 
fund.  We  were  persuaded  by 
commenters  that  the  term  “stable  value” 
is  often  used  by  financial  advisers  when 
referring  to  certain  investment  products, 
at  least  some  of  which  do  have  a 
variable  NAV.^^a  Wg  are  also  not 
including  in  the  disclosure 
requirements  the  proposed  statements 
about  the  relationship  between  the  fund 
share  price  and  the  value  of  the  fund’s 
underlying  securities  and  the  risk 
factors  that  can  affect  the  value  of  the 
fund’s  underlying  securities.  We  were 
persuaded  by  one  commenter  who 
noted  that  discussion  of  specific  risk 
factors  will  be  addressed  in  other  areas 
of  the  prospectus,  including  the 
summary  prospectus. We  also  believe 
that  not  including  these  statements 
addresses  more  general  concerns 
expressed  by  commenters  regarding  the 
length  and  efficacy  of  the  proposed 

disclosure  statement. ^^5 

2.  Disclosure  of  Tax  Consequences  and 
Effect  on  Fund  Operations — Floating 
NAV 

As  discussed  in  the  Proposing 
Release,  the  requirement  that 
institutional  prime  money  market  funds 
transition  to  a  floating  nAv  will  entail 
certain  additional  tax-  and  operations- 
related  disclosure,  but  these  disclosure 
requirements  do  not  necessitate  rule  and 
form  amendments. As  noted  above, 
taxable  investors  in  institutional  prime 
money  market  funds,  like  taxable 
investors  in  other  types  of  mutual  funds, 
may  now  experience  taxable  gains  and 
losses. ^3^  Currently,  funds  are  required 
to  describe  in  their  prospectuses  the  tax 
consequences  to  shareholders  of  buying, 
holding,  exchanging,  and  selling  the 

*'33  Seg  NYC  Bar  Committee  Comment  Letter 
(noting  that  “stable  value”  commonly  refers  to  a 
“retirement  product  that  will  use  a  combination  of 
government  bonds,  guaranteed  return  insurance 
wrappers  and  potentially  other  synthetic 
instruments  to  deliver  a  minimum  rate  of  return”). 

‘■'34  See  Dreyfus  Comment  Letter. 

**35  See  ABA  Business  Law  Section  Comment 
Letter;  NYC  Bar  Committee  Comment  Letter.  The 
required  disclosure  statement  that  we  are  adopting 
today  (see  supra  text  accompanying  note  909)  is 
about  30%  shorter  than  the  proposed  bulleted 
disclosure  statement.  (We  have  modified  the 
proposed  bulleted  disclosure  statement  to 
encompass  the  proposed  language  referencing 
fluctuating  share  price  as  well  as  the  ability  of  a 
fund  to  impose  fees  or  gates.  The  Proposing  Release 
conceived  of  two  separate  reform  approaches,  each 
with  its  own  disclosure  statement,  while  this 
Release  combines  the  approaches  into  a  single 
reform  package,  and  the  disclosure  statement  we  are 
adopting  therefore  references  both  reform  elements, 
as  appropriate.) 

939  Prospectus  disclosure  regarding  the  tax 
consequences  of  these  activities  is  currently 
required  by  Form  N-IA.  See  Item  11(f)  of  Form  N- 
lA. 

‘337  See  supra  section  IILB.6. 


fund’s  shares. 938  Accordingly,  we 
expect  that,  pursuant  to  current 
disclosure  requirements,  floating  NAV 
money  market  funds  would  include 
disclosure  in  their  prospectuses  about 
the  tax  consequences  to  shareholders  of 
buying,  holding,  exchanging,  and  selling 
the  shares  of  the  floating  NAV  fund.  In 
addition,  we  expect  that  a  floating  NAV 
money  market  fund  would  update  its 
prospectus  and  SAI  disclosure  regarding 
the  purchase,  redemption,  and  pricing 
of  fund  shares,  to  reflect  any  changes 
resulting  from  the  fund’s  use  of  a 
floating  NAV. 939  yVe  also  expect  that  a 
fund  that  intends  to  qualify  as  a  retail 
money  market  fund  would  disclose  in 
its  prospectus  that  it  limits  investment 
to  accounts  beneficially  owned  by 

natural  persons. 9^9  Proposing 

Release  requested  comment  on  the 
disclosure  that  we  expect  floating  NAV 
money  market  funds  would  include  in 
their  prospectuses  about  the  tax 
consequences  to  shareholders  of  buying, 
holding,  exchanging,  and  selling  shares 
of  the  fund,  as  well  as  the  effects  (if  any) 
on  fund  operations  resulting  from  the 
transition  to  a  floating  NAV.  We 
received  no  comments  directly 
discussing  this  disclosure. 

3.  Disclosure  of  Transition  to  Floating 
NAV 

Currently,  a  fund  must  update  its 
registration  statement  to  reflect  any 
material  changes  by  means  of  a  post¬ 
effective  amendment  or  a  prospectus 
supplement  (or  “sticker”)  pursuant  to 
rule  497  under  the  Securities  Act.94i  As 
discussed  in  the  Proposing  Release,  we 
would  expect  that,  to  meet  this  existing 
requirement,  at  the  time  that  a  stable 
nAv  money  market  fund  transitions  to 
a  floating  NAV  (or  adopts  a  floating 
NAV  in  the  course  of  a  merger  or  other 
reorganization),  it  would  update  its 
registration  statement  to  include 
relevant  related  disclosure,  as  discussed 
in  sections  III.E.l  and  III.E.2  of  this 
Release,  by  means  of  a  post-effective 
amendment  or  a  prospectus 
supplement.  Two  commenters  explicitly 
supported  that  such  disclosures  be 
made  when  transitioning  to  a  floating 
NAV. 942  We  continue  to  believe  that  a 
money  market  fund  must  update  its 
registration  statement  by  means  of  a 
post-effective  amendment  or  “sticker” 

"38  566  116111  11(f)  of  Form  N-IA. 

"39  We  expect  that  a  floating  NAV  money  market 
fund  would  include  this  disclosure  (as  appropriate) 
in  response  to,  for  example.  Item  11  (“Shareholder 
Information”)  and  Item  23  (“Purchase,  Redemption, 
and  Pricing  of  Shares”)  of  Form  N-lA. 

See  supra  note  692  and  accompanying  text. 

*8"  See  17  CFR  230.497. 

"^3  See  HSBC  Comment  Letter;  PWC  Comment 
Letter. 
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to  reflect  relevant  disclosure  related  to 
a  transition  to  a  floating  NAV. 

4.  Disclosure  of  the  Effects  of  Fees  and 
Gates  on  Redemptions 

As  we  discussed  in  the  proposal, 
pursuant  to  the  existing  requirements  in 
Form  N-lA,  funds  must  disclose  any 
restrictions  on  fund  redemptions  in 
their  registration  statements. ^“*3  As 
discussed  in  more  detail  below,  we 
expect  that,  to  comply  with  these 
existing  requirements,  money  market 
funds  (other  than  government  money 
market  funds  that  are  not  subject  to  the 
fees  and  gates  requirements  pursuant  to 
rule  2a-7(c)(2)(iii)  and  that  have  not 
chosen  to  rely  on  the  ability  to  impose 
liquidity  fees  and  suspend  redemptions) 
will  disclose  in  the  registration 
statement  the  effects  that  the  potential 
imposition  of  fees  and/or  gates, 
including  a  board’s  discretionary 
powers  regarding  the  imposition  of  fees 
and  gates,  may  have  on  a  shareholder’s 
ability  to  redeem  shares  of  the  fund. 

This  disclosure  should  help  investors 
evaluate  the  costs  they  could  incur  in 
redeeming  fund  shares — one  of  the  goals 
of  this  rulemaking. 

Commenters  generally  agreed  that  this 
disclosure  would  help  investors 
understand  the  effects  of  fees  and  gates 
on  redemptions.®'*'*  One  commenter 
specifically  agreed  that  Items  11(c)(1) 
and  23  of  Form  N-IA  would  require 
money  market  funds  to  fully  describe 
the  circumstances  under  which 
liquidity  fees  could  be  charged  or 
redemptions  could  be  suspended  or 
reinstated.®'*^  In  addition,  two 
commenters  noted  that  the  prospectus 
should  include  disclosure  of  a  board’s 
discretionary  powers  regarding  the 
imposition  of  fees  and  gates,  which 
would  serve  to  emphasize  further  the 
nature  of  money  market  funds  as 
investments  subject  to  risk.®'*®  The 
Proposing  Release  requested  comment 
on  the  utility  of  including  additional 
disclosure  about  the  operations  and 
effects  of  fees  and  redemption  gates, 
including  (i)  requiring  information 
about  the  basic  operations  of  fees  and 
gates  to  be  disclosed  in  the  summary 
section  of  the  statutory  prospectus  (and 
any  summary  prospectus,  if  used)  and 
(ii)  requiring  details  about  the  fund’s 


^3  See  Items  11(c)(1)  and  23  of  Form  N-IA. 

See,  e.g.,  UBS  Comment  Letter;  Cliamber  II 
Comment  Letter;  Federated  VIII  Comment  Letter. 

'•^^See  Federated  VIII  Comment  Letter  (suggesting 
that  Form  N-1 A  also  would  require  money  market 
funds  to  describe  how  shareholders  would  be 
notified  thereof,  as  well  as  other  implications  for 
shareholders,  such  as  the  tax  consequences 
associated  with  the  money  market  fund’s  receipt  of 
liquidity  fees). 

See  UBS  Comment  Letter;  Chamber  II 
Comment  Letter. 


liquidation  process.  One  commenter 
argued  against  the  utility  of  such 
additional  disclosure  in  helping 
investors  to  understand  the  effects  of 
fees  and  gates  on  redemptions. ®'*7  We 
agree  and  decided  against  making  any 
changes  to  the  rule  text  in  this  regard. 

As  discussed  in  the  Proposing 
Release,  we  expect  money  market  funds 
to  explain  in  the  prospectus  the  various 
situations  in  which  the  fund  may 
impose  a  liquidity  fee  or  gate.®'*®  For 
example,  money  market  funds  would 
briefly  explain  in  the  prospectus  that  if 
the  fund’s  weekly  liquid  assets  fall 
below  30%  of  its  total  assets  and  the 
fund’s  board  determines  it  is  in  the  best 
interests  of  the  fund,  the  fund  board 
may  impose  a  liquidity  fee  of  no  more 
than  2%  and/or  temporarily  suspend 
redemptions  for  a  limited  period  of 
time.®^®  We  also  expect  money  market 
funds  to  briefly  explain  in  the 
prospectus  that  if  the  fund’s  weekly 
liquid  assets  fall  below  10%  of  its  total 
assets,  the  fund  will  impose  a  liquidity 
fee  of  1%  on  all  redemptions,  unless  the 
board  of  directors  of  the  fund  (including 
a  majority  of  its  independent  directors) 
determines  that  imposing  such  a  fee 
would  not  be  in  the  best  interests  of  the 
fund  or  determines  that  a  lower  or 
higher  fee  (not  to  exceed  2%)  would  be 
in  the  best  interests  of  the  fund.®®® 

As  discussed  in  the  Proposing 
Release,  we  expect  money  market  funds 
to  incorporate  additional  disclosure  in 
the  prospectus  or  SAI,  as  the  fund 
determines  appropriate,  discussing  the 
operations  of  fees  and  gates  in  more 
detail.  Prospectus  disclosure  regarding 
any  restrictions  on  redemptions  is 
currently  required  by  Item  11(c)(1)  of 
Form  N-1  A.  In  addition  to  the 
disclosure  required  by  Item  11(c)(1),  we 
believe  that  funds  could  determine  that 
more  detailed  disclosure  about  the 
operations  of  fees  and  gates,  as  further 
discussed  in  this  section,  would 
appropriately  appear  in  a  fund’s  SAI, 
and  that  this  more  detailed  disclosure  is 
responsive  to  Item  23  of  Form  N-1  A 
(“Purchase,  Redemption,  and  Pricing  of 
Shares’’).  In  determining  whether  and/ 


See  Federated  VIII  Comment  Letter  (arguing 
that;  (i)  Requiring  disclosure  in  the  summarj' 
prospectus  about  “an  exigent  circumstance  [i.e., 
charging  liquidity  fees  or  suspending  redemptions) 
which  is  highly  unlike|ly]  to  ever  occur”  would  be 
“highly  inconsistent  with  the  Commission’s  goal  of 
‘providing  prospectuses  that  are  simpler,  clearer, 
and  more  useful  to  investors’  ”  and  (ii)  no  money 
market  funds  have  relied  on  rule  22e-3  to  suspend 
the  redemption  of  shares  and  liquidate  the  fund 
since  the  rule’s  adoption,  and  thus  suggesting  that 
disclosure  about  a  fund’s  liquidation  process  would 
not  be  useful  to  investors). 

Proposing  Release,  supra  note  25,  at  section 
1II.B.8. 

See  Items  11(c)(1)  and  23  of  Form  N-lA. 

See  Items  11(c)(1)  and  23  of  Form  N-IA. 


or  to  what  extent  to  include  this 
disclosure  in  the  prospectus  or  SAI, 
money  market  funds  should  rely  on  the 
principle  that  funds  should  limit 
disclosure  in  prospectuses  generally  to 
information  that  “would  be  most  useful 
to  typical  or  average  investors  in  making 
an  investment  decision.’’®®*  Detailed  or 
highly  technical  discussions,  as  well  as 
information  that  may  be  helpful  to  more 
sophisticated  investors,  dilute  the  effect 
of  necessary  prospectus  disclosure  and 
should  be  placed  in  the  SAI.®®^ 

Based  on  this  principle,  we  anticipate 
that  funds  generally  would  consider  the 
following  disclosure  to  be  appropriate 
for  the  prospectus,  as  disclosure 
regarding  redemption  restrictions 
provided  in  response  to  Item  11(c)(1)  of 
Form  N-1  A:  (i)  Means  of  notifying 
shareholders  about  the  imposition  and 
lifting  of  fees  and/or  gates  (e.g.,  press 
release,  Web  site  announcement):  (ii) 
timing  of  the  imposition  and  lifting  of 
fees  and  gates,  including  (a)  an 
explanation  that  if  a  fund’s  weekly 
liquid  assets  fall  below  10%  of  its  total 
assets  at  the  end  of  any  business  day, 
the  next  business  day  it  must  impose  a 
1%  liquidity  fee  on  shareholder 
redemptions  unless  the  fund’s  board  of 
directors  determines  that  doing 
otherwise  is  in  the  best  interests  of  the 
fund,  (b)  an  explanation  that  if  a  fund’s 
weekly  liquid  assets  fall  below  30%  of 
its  total  assets,  it  may  impose  fees  or 
gates  as  early  as  the  same  day,  and  (c) 
an  explanation  of  the  10  business  day 
limit  for  imposing  gates;  (iii)  use  of  fee 
proceeds  by  the  fund,  including  any 
possible  return  to  shareholders  in  the 
form  of  a  distribution;  (iv)  the  tax 
consequences  to  the  fund  and  its 
shareholders  of  the  fund’s  receipt  of 
liquidity  fees;  and  (v)  general 
description  of  the  process  of  fund 
liquidation®®®  if  the  fund’s  weekly 
liquid  assets  fall  below  10%,  and  the 
fund’s  board  of  directors  determines 
that  it  would  not  be  in  the  best  interests 
of  the  fund  to  continue  operating.®®'* 

In  addition,  we  expect  that  a 
government  money  market  fund  that  is 
not  subject  to  the  fees  and  gates 


“S’  See  Registration  Form  Used  by  Open-End 
Management  Investment  Companies,  Investment 
Company  Act  Release  No.  23064  (Mar.  13,  1998)  [63 
FR  13916  (Mar.  23,  1998)],  at  section  1. 

“52  Id. 

“S3  See  supra  section  1II.A.4. 

“s^  One  commenter  argued  that  it  was 
unnecessary  to  describe  the  process  of  fund 
liquidation  in  either  the  prospectus  or  SAI.  See 
Federated  VIII  Comment  Letter.  We  note  that  we  are 
not  mandating  particular  disclosures,  but  rather 
providing  examples  of  the  tj'pes  of  disclosures  we 
believe  that  money  market  funds  could  provide  in 
the  prospectus  or  SAI.  We  further  note  that  it  is 
important  for  funds  to  ensure  that  investors  are 
fully  aware  of  the  ability  of  the  fund  to  permanently 
suspend  redemptions  and  liquidate. 
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requirements  pursuant  to  rule  2a- 
7(c)(2)(iii),  but  that  later  decides  to  rely 
on  the  ability  to  impose  liquidity  fees 
and  suspend  redemptions,  would 
update  its  registration  statement  to 
reflect  the  changes  by  means  of  a  post¬ 
effective  amendment  or  a  prospectus 
supplement  pursuant  to  rule  497  under 
the  Securities  Act.  In  addition,  a 
government  fund  that  later  opts  to  rely 
on  the  ability  to  impose  fees  and  gates 
provided  in  rule  2a-7(c)(2){iii)  should 
consider  whether  to  provide  any 
additional  notice  to  its  shareholders  of 
that  election.9^^ 

5.  Historical  Disclosure  of  Liquidity 
Fees  and  Gates 

We  are  amending  Form  N-lA, 
generally  as  proposed,  but  with  certain 
modifications  as  discussed  below,  to 
require  that  money  market  funds 
provide  disclosure  in  their  SAIs  about 
historical  occasions  in  which  the  fund 
has  considered  or  imposed  liquidity  fees 
or  gates. As  proposed,  we  would  have 
required  funds  to  disclose:  (i)  The 
length  of  time  for  which  the  fund’s 
weekly  liquid  assets  remained  below 
15%:  (ii)  the  dates  and  length  of  time  for 
which  the  fund’s  board  of  directors 
determined  to  impose  a  liquidity  fee 
and/or  temporarily  suspend  the  fund’s 
redemptions;  and  (iii)  a  short  discussion 
of  the  board’s  analysis  supporting  its 
decision  to  impose  a  liquidity  fee  (or  not 
to  impose  a  liquidity  fee)  and/or 
temporarily  suspend  the  fund’s 
redemptions. As  discussed  below,  we 
are  adopting  modified  thresholds  for 
imposing  fees  and  gates  from  what  was 
proposed;  consequently,  the 
amendments  we  are  adopting  to  Form 
N-lA  to  require  historical  disclosure  of 
liquidity  fees  and  gates  have  been 
modified  from  the  proposed 
amendments  to  conform  to  these 
amended  threshold  levels.  In  addition, 
in  a  change  from  the  proposed  historical 
disclosure  requirements,  the  Form  N- 
lA  amendments  we  are  adopting  require 
a  fund  to  disclose  the  size  of  any 
liquidity  fee  imposed  during  the 
specified  look-back  period.  We  have 
also  determined  not  to  adopt  the 
proposed  requirement  to  disclose  “a 
short  discussion  of  the  board’s  analysis 
supporting  its  decision  to  impose  a 
liquidity  fee  (or  not  to  impose  a 

955  We  note  that  60-day  notice  is  required  by  our 
rules  for  other  significant  changes  by  funds,  for 
example,  when  a  fund  changes  its  name.  See  rules 
35d-l(a)(2)(ii)  and  (a)(3)(iii). 

As  we  proposed,  this  historical  disclosure 
would  only  apply  to  such  events  that  occurred  after 
the  compliance  date  of  the  amendments.  See 
Proposing  Release,  supra  note  25,  at  n.983. 

‘■•57  See  Proposing  Release,  supra  note  25,  at 
section  III.B.S.d. 


liquidity  fee)  and/or  temporarily 
suspend  the  fund’s  redemptions”  for  the 
reasons  detailed  below. 

Specifically,  we  are  amending  Form 
N-lA  to  require  that  money  market 
funds  (other  than  government  money 
market  funds  that  are  not  subject  to  the 
fees  and  gates  requirements  pmsuant  to 
rule  2a-7(c)(2)(iii))  95®  provide 
disclosure  in  their  SAIs  regarding  any 
occasion  during  the  last  10  years  (but 
not  for  occasions  that  occurred  before 
the  compliance  date  of  these  amended 
rules)  959  on  which  (i)  the  fund’s  weekly 
liquid  assets  have  fallen  below  10%, 
and  with  respect  to  each  such  occasion, 
whether  the  fund’s  board  of  directors 
determined  to  impose  a  liquidity  fee 
and/or  suspend  the  fund’s  redemptions, 
or  (ii)  the  fund’s  weekly  liquid  assets 
have  fallen  below  30%  (but  not  less 
than  10%)  and  the  fund’s  board  of 
directors  determined  to  impose  a 
liquidity  fee  and/or  suspend  the  fund’s 
redemptions. 959  With  respect  to  each 
occasion,  we  are  requiring  funds  to 
disclose:  (i)  The  length  of  time  for 
which  the  fund’s  weekly  liquid  assets 
remained  below  10%  (or  30%,  as 
applicable);  (ii)  the  dates  and  length  of 
time  for  which  the  fund’s  board  of 
directors  determined  to  impose  a 
liquidity  fee  and/or  temporarily 
suspend  the  fund’s  redemptions;  and 
(iii)  the  size  of  any  liquidity  fee 

imposed. 991 

We  proposed  to  require  a  fund  to 
provide  disclosure  in  its  SAI  regarding 
any  occasion  during  the  last  10  years 
(but  not  before  the  compliance  date)  in 
which  the  fund’s  weekly  liquid  assets 
had  fallen  below  15%,  and  with  respect 
to  each  such  occasion,  whether  the 
fund’s  board  of  directors  determined  to 
impose  a  liquidity  fee  and/or  suspend 
the  fund’s  redemptions. 992  As  discussed 
previously,  the  final  amendments 

«58Rule  2a-7(c)(2)(iii). 

959  Sgg  infra  section  III.N. 

“®°See  amended  Item  16(g)(1)  of  Form  N-lA.  The 
disclosure  required  by  Item  16(g)(1)  should 
incorporate,  as  appropriate,  any  information  that 
the  fund  is  required  to  report  to  the  Commission  on 
Items  E.l,  E.2,  E.3,  E.4,  F.l,  F.2,  and  G.l  of  Form 
N-CR.  See  Instruction  2  to  Item  16(g)(1).  This 
represents  a  slight  change  from  the  proposal,  in  that 
the  required  disclosure  is  now  the  same  as  what 
would  be  disclosed  in  the  initial  filings  of  Form  N- 
CR.  We  have  made  this  change  to  reduce  the 
burdens  associated  with  such  disclosure  so  that 
funds  need  only  prepare  this  information  once  in 
a  single  manner.  For  the  reasons  discussed  in 
section  III.F  of  this  Release,  Form  N-CR  includes  a 
new  requirement  that  funds  report  their  level  of 
weekly  liquid  assets  at  the  time  of  the  imposition 
of  fees  or  gates,  and  accordingly,  we  are  also 
requiring  similar  disclosure  here.  See  Form  N-CR 
Items  E.3  and  F.l. 

See  Instructions  to  amended  Item  16(g)(1)  of 
Form  N-1  A. 

See  Proposing  Release,  supra  note  25,  at 
section  III.B.S.d. 


contain  modified  thresholds  for 
imposing  fees  and  gates  from  what  was 
proposed, 993  and  we  are  therefore 
modifying  the  disclosure  requirements 
to  conform  to  these  amended  threshold 
levels. 

As  proposed,  the  SAI  disclosure 
requirements  would  not  have  directly 
required  a  fund  to  disclose  the  size  of 
any  liquidity  fee  imposed.  We  are 
modifying  the  SAI  disclosure 
requirements  to  require  a  fund  to 
disclose  the  size  of  any  liquidity  fee  it 
has  imposed  during  the  specified  look- 
back  period.  As  discussed  below  in  the 
context  of  the  Form  N-CR  disclosure 
requirements  we  are  adopting,  because 
we  are  revising  the  default  liquidity  fee 
from  the  proposed  2%  to  1%,  and  thus 
we  expect  that  there  may  be  instances 
where  liquidity  fees  are  above  or  below 
the  default  fee  (rather  than  just  lower  as 
permitted  under  the  proposal),  we  are 
requiring  that  funds  disclose  the  size  of 
the  liquidity  fee,  if  one  is  imposed. 994 

One  commenter  specifically 
supported  the  proposed  10-year  “look- 
back”  period  for  the  historical 
disclosure,  noting  that  a  10-year  period 
should  capture  a  number  of  different 
market  stresses  delivering  a  meaningful 
sample. 995  Another  commenter 
suggested  limiting  SAI  disclosure  to  a 
five-year  period  prior  to  the  effective 
date  of  the  registration  statement 
incorporating  the  SAI  disclosure, 
although  this  commenter  did  not 
provide  specific  reasons  why  this 
shortened  look-back  period  would  be 
appropriate.999  After  further 
consideration,  and  given  that 
commenters  did  not  provide  any 
specific  reasons  for  implementing  a 
shortened  look-back  period,  we 
continue  to  believe  that  a  10-year  look- 
back  period  provides  shareholders  and 
the  Commission  with  a  historical 
perspective  that  would  be  long  enough 
to  provide  a  useful  understanding  of 
past  events.  We  believe  that  this  period 
would  provide  a  meaningful  sample  of 
stresses  faced  by  individual  funds  and 
in  the  market  as  a  whole,  and  to  analyze 
patterns  with  respect  to  fees  and  gates, 
but  would  not  be  so  long  as  to  include 
circumstances  that  may  no  longer  be  a 
relevant  reflection  of  the  fund’s 
management  or  operations. 

As  discussed  in  the  Proposing 
Release,  we  continue  to  believe  that 
money  market  funds’  current  and 
prospective  shareholders  should  be 
informed  of  historical  occasions  in 
which  the  fund’s  weekly  liquid  assets 

See  supra  section  III. A. 2. 

See  infra  note  1316  and  accompanying  text. 

*'85  See  HSBC  Comment  Letter. 

miiiSee  Federated  VIII  Comment  Letter. 
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have  fallen  below  10%  and/or  the  fund 
has  imposed  liquidity  fees  or 
redemption  gates.  While  we  recognize 
that  historical  occurrences  are  not 
necessarily  indicative  of  future  events, 
we  anticipate  that  current  and 
prospective  fund  investors  could  use 
this  information  as  one  factor  to 
compare  the  risks  and  potential  costs  of 
investing  in  different  money  market 
funds.  The  DERA  Study  analyzed  the 
distribution  of  weekly  liquid  assets  and 
found  that  83  prime  funds  per  year, 
corresponding  to  2.7%  of  the  prime 
funds’  weekly  liquid  asset  observations, 
saw  the  percentage  of  their  total  assets 
that  were  invested  in  weekly  liquid 
assets  fall  below  30%.  The  DERA  Study 
further  showed  that  less  than  one  (0.6) 
fund  per  year,  corresponding  to  0.01% 
of  the  prime  funds’  weekly  liquid  asset 
observations,  experienced  a  decline  of 
total  assets  that  were  invested  in  weekly 
liquid  assets  to  below  10%.^®^  We 
believe  that  funds  will,  in  general,  try  to 
avoid  the  need  to  disclose  decreasing 
percentages  of  weekly  liquid  assets  and/ 
or  the  imposition  of  a  liquidity  fee  or 
gate,  as  required  under  the  new 
amendments  to  Form  N-IA,®®®  by 
keeping  the  percentage  of  their  total 
assets  invested  in  weekly  liquid  assets 
at  or  above  30%.  Of  those  83  funds  that 
reported  a  percentage  of  total  assets 
invested  in  weekly  liquid  assets  below 
30%,  it  is  unclear  how  many,  if  any, 
would  have  attempted  to  keep  the 
percentage  of  their  total  assets  invested 
in  weekly  liquid  assets  at  or  above  30% 
to  avoid  having  to  report  this 
information  on  their  SAI  (assuming  they 
were  to  impose,  at  their  board’s 
discretion,  a  liquidity  fee  or  gate). 

The  required  disclosure  will  permit 
current  and  prospective  shareholders  to 
assess,  among  other  things,  patterns  of 
stress  experienced  by  the  fund,  as  well 
as  whether  the  fund’s  board  has 
previously  imposed  fees  and/or 
redemption  gates  in  light  of  declines  in 
portfolio  liquidity.  This  disclosure  also 
provides  investors  with  historical 
information  about  the  board’s  past 
analytical  process  in  determining  how 
to  handle  liquidity  issues  when  the  fund 
experiences  stress,  which  could 
influence  an  investor’s  decision  to 
purchase  shares  of,  or  remain  invested 
in,  the  fund.  In  addition,  the  required 
disclosure  may  impose  market 
discipline  on  portfolio  managers  to 
monitor  and  manage  portfolio  liquidity 
in  a  manner  that  lessens  the  likelihood 
that  the  fund  would  need  to  implement 


See  DERA  Study,  supra  note  24,  at  27. 
See  supra  notes  960  and  961  and 
accompanying  text. 


a  liquidity  fee  or  gate.®®®  One 
commenter  explicitly  supported  the 
utility  of  these  disclosure  requirements 
in  providing  investors  with  useful 
information  regarding  the  frequency  of 
the  money  market  fund’s  breaching  of 
certain  liquidity  thresholds,  whether  a 
fee  or  gate  was  applied,  and  the  level  of 
fee  imposed,  stating  that  “[t]his  will 
allow  investors  to  make  informed 
decisions  when  determining  whether  to 
invest  in  [money  market  funds]  and 
when  comparing  different  [money 
market  funds].”  ®^®  No  commenter 
argued  that  disclosure  about  the 
historical  fact  of  occurrence  of  fees  and 
gates  would  not  be  useful  to  investors. 
However,  some  commenters  raised 
concerns  about  the  potential 
redundancy  of  the  proposed  registration 
statement,  Web  site,  and  Form  N-CR 
disclosure  requirements.®’’^ 

As  discussed  above,  we  also  have 
determined  not  to  adopt  the  proposed 
requirement  for  a  fund  to  disclose  “a 
short  discussion  of  the  board’s  analysis 
supporting  its  decision  to  impose  a 
liquidity  fee  (or  not  to  impose  a 
liquidity  fee)  and/or  temporarily 
suspend  the  fund’s  redemptions”  in  its 
SAI  (or  as  discussed  below,  on  its  Web 
site).®’'2  We  note  that  Form  N-CR,  as 
proposed,  also  would  have  required  a 
fund  imposing  a  fee  or  gate  to  disclose 
a  “discussion  of  the  board’s  analysis” 
supporting  its  decision,  and  a  number  of 
commenters  objected  to  this  proposed 
requirement.®’®  In  particular, 
commenters  raised  concerns  that  the 
disclosures  proposed  to  be  required  in 
Form  N-CR  and  Form  N-lA  would  not 
be  material  to  investors,  would  be 
burdensome  to  disclose,  would  chill 
deliberations  among  board  members  and 
hinder  board  confidentiality,  and  would 
encourage  opportunistic  litigation.®’^ 
Commenters  also  argued  that  disclosure 
of  the  board’s  analysis  is  not  necessary 
to  disclose  patterns  of  stress  in  a  fund 
and  that  this  disclosure  is  not  likely  to 
be  a  meaningful  indication  of  the 


969  5eg  supra  notes  157  and  162  and 
accompanying  text. 

HSBC  Comment  Letter. 

See,  e.g.,  Dreyfus  Comment  Letter;  SIFMA 
Comment  Letter. 

However,  as  discussed  below  in  section  III.F.S, 
Form  N-CR  will  require  a  fund  to  disclose  the 
primary  considerations  or  factors  taken  into  account 
by  the  fund’s  board  in  its  decision  to  impose  a 
liquidity  fee  or  gate. 

See  infra  section  III.F.S. 

See  infra  notes  1 289-1 293  and  accompanying 
text.  Most  commenters  made  these  arguments  in 
reference  to  the  proposed  Form  N-CR  disclosure 
requirement:  however,  several  commenters  also 
specifically  referenced  the  proposed  identical  Form 
N-IA  disclosure  requirement.  See  SIFMA  Comment 
Letter;  Stradley  Ronon  Comment  Letter. 


board’s  analytical  process  going 
forw'ard.®’® 

We  discuss  these  commenters’ 
concerns  in  detail  in  section  III.F  below 
and  also  provide  our  analysis 
supporting  our  attempt  to  balance  these 
concerns  with  our  interest  in  permitting 
the  Commission  and  shareholders  to 
understand  why  a  board  imposed  (or 
did  not  impose)  a  liquidity  fee  or  gate. 
As  a  result  of  these  considerations  and 
the  analysis  discussed  in  section  III.F 
below,  we  have  adopted  a  Form  N-CR 
requirement  to  require  disclosure  of  the 
primary  considerations  or  factors  taken 
into  account  by  the  fund’s  board  in  its 
decision  to  impose  a  liquidity  fee  or 
gate.  However,  in  order  to  avoid 
unnecessary  duplication  in  the 
disclosure  that  will  appear  in  a  fund’s 
SAI  and  on  Form  N-CR,  we  have 
determined  not  to  require  parallel 
disclosure  of  these  considerations  or 
factors  in  the  fund’s  SAI.  Instead,  a  fund 
will  only  be  required  to  present  certain 
summary  information  about  the 
imposition  of  fees  and/or  gates  in  its 
SAI  (as  well  as  on  the  fund’s  Web 
site®’®),  and  will  be  required  to  present 
more  detailed  discussion  solely  on  Form 
N-CR.®”  To  inform  investors  about  the 
inclusion  of  this  more  detailed 
information  on  Form  N-CR,  funds  will 
be  instructed  to  include  the  following 
statement  as  part  of  their  SAI  disclosure 
about  the  historical  occasions  in  which 
the  fund  has  considered  or  imposed 
liquidity  fees  or  gates:  “The  Fund  was 
required  to  disclose  additional 
information  about  this  event  [or  “these 
events,”  as  appropriate]  on  Form  N-CR 
and  to  file  this  form  with  the  Securities 
and  Exchange  Commission.  Any  Form 


See  SIFMA  Comment  Letter;  Stradley  Ronon 
Comment  Letter  (both  stating  that  requiring 
disclosure  of  the  board’s  analysis  is  not  necessary 
to  disclose  patterns  of  stress  in  a  fund,  and  that 
patterns  of  stress  will  be  apparent  via  the  proposed 
disclosures  of  historical  sponsor  support  and 
liquidity  shortfalls).  We  note  that  the  Proposing 
Release  does  not  specifically  state  that  disclosure  of 
the  board’s  analysis  supporting  its  decision  to 
impose  a  liquidity  fee  or  temporarily  suspend  the 
fund’s  redemptions  would  permit  shareholders  to 
assess  patterns  of  stress.  Rather,  the  Proposing 
Release  states  that  the  proposed  historical 
disclosure  of  liquidity  fees  and  gates  (which 
disclosure  would  include  a  discussion  of  the 
board’s  analysis  supporting  its  decision  to  impose 
a  liquidity  fee  or  gate)  generally  would  assist 
shareholders  in  assessing  patterns  of  stress.  See 
Proposing  Release,  supra  note  25,  at  section 
llI.B.B.d.  We  continue  to  believe  that  historical 
disclosure  of  fees  and  gates,  which  would  include 
disclosures  of  historical  liquidity  shortfalls,  would 
assist  shareholders  in  understanding  patterns  of 
stress  faced  by  the  fund.  See  supra  notes  969-970 
and  accompanying  text.  We  believe  that  this 
historical  disclosure  complements  the  disclosure  of 
historical  instances  of  sponsor  support  in 
understanding  patterns  of  stress. 
infra  section  III.E.9.f. 

See  infra  section  III.F.5. 
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N-CR  filing  submitted  by  the  Fund  is 
available  on  the  EDGAR  Database  on  the 
Securities  and  Exchange  Commission’s 
Internet  site  at  http://www.sec.gov.” 

In  adopting  these  modified  SAI 
disclosure  requirements,  we  have 
attempted  to  balance  concerns  about 
potentially  duplicative  disclosure 
with  our  interest  in  presenting  the 
primary  information  about  the  fund’s 
historical  imposition  of  fees  or  gates  that 
we  believe  shareholders  may  find  useful 
in  assessing  fund  risks. 

6.  Prospectus  Fee  Table 

As  proposed,  we  are  clarifying  in  the 
instructions  to  Item  3  of  Form  N-lA 
(“Risk/Retum  Summary:  Fee  Table”) 
that  the  term  ‘‘redemption  fee,”  for 
purposes  of  the  prospectus  fee  table, 
does  not  include  a  liquidity  fee  that  may 
be  imposed  in  accordance  with  rule  2a- 
Commenters  on  this  aspect  of  our 
proposal  agreed  that  the  liquidity  fee 
should  not  be  included  in  the 
prospectus  fee  table. For  example, 
one  commenter  stated  that  the  fees  and 
expenses  table  is  intended  to  show  a 
typical  investor  the  range  of  anticipated 
costs  that  will  be  borne  by  the  investor 
directly  or  indirectly  as  a  shareholder, 
but  is  not  an  ideal  presentation  for  the 
kind  of  highly  contingent  cost  that 
would  be  represented  by  a  liquidity 

fee.a«2 

As  discussed  in  the  Proposing  Release 
and  as  adopted  today,  a  liquidity  fee 
will  only  be  imposed  when  a  fund 
experiences  stress,  and  because  we 
anticipate  that  a  particular  fund  would 
impose  this  fee  rarely,  if  at  all,^®3  we 
continue  to  believe  that  the  prospectus 
fee  table,  which  is  intended  to  help 
shareholders  compare  the  costs  of 
investing  in  different  mutual  funds, 
should  not  include  the  liquidity  fee.^®"* 
We  also  note,  as  discussed  above,  that 
shareholders  will  be  adequately 
informed  about  liquidity  fees  through 
other  disclosures  in  funds’  SAI  and 


See  instructions  to  amended  Item  16(g)(1)  of 
Form  N-IA. 

Sec  supra  note  971  and  accompanying  text.  As 
discussed  in  more  detail  in  section  III.F.5  below, 
while  similar  information  is  required  to  be  included 
on  Form  N-CR  and  on  Form  N-1  A,  we  believe  each 
of  these  different  disclosures  to  be  appropriate 
because  they  serve  distinct  purposes.  See  infra 
notes  1308-1309  and  accompanying  text. 

'•““See Instruction  2(b)  to  amended  Item  3  of 
F'orm  N-1  A. 

See,  e.g.,  HSBC  Comment  Letter;  NYC  Bar 
Committee  Comment  Letter;  Dreyfus  Comment 
Letter. 

'*“2  See  NYC  Bar  Committee  Comment  Letter. 

See  supra  note  247  and  accompanying  text. 

Instruction  2(b)  to  Item  3  of  Form  N-1  A 
currently  defines  “redemption  fee”  to  include  any 
fee  charged  for  any  redemption  of  the  Fund’s 
shares,  but  does  not  include  a  deferred  sales  charge 
(load)  imposed  upon  redemption. 


summary  section  of  the  statutory 
prospectus  (and,  accordingly,  in  any 
summary  prospectus,  if  usedl.^ss  If  a 
fund  imposes  a  liquidity  fee, 
shareholders  will  also  be  informed 
about  the  imposition  of  this  fee  on  the 
fund’s  Web  site  and  possibly  by 
means  of  a  prospectus  supplement.®®’’  A 
fund  could  also  provide  complementary 
shareholder  communications,  such  as  a 
press  release  or  social  media  update.®®® 
Accordingly,  we  are  adopting  the 
clarifying  instruction  to  Item  3  as 
proposed. 

7.  Historical  Disclosure  of  Affiliate 
Financial  Support 

As  discussed  above  in  section  II. B. 4, 
voluntary  support  provided  by  money 
market  fund  sponsors  and  affiliates  has 
played  a  role  in  helping  some  money 
market  funds  maintain  a  stable  share 
price,  and,  as  a  result,  may  have 
lessened  investors’  perception  of  the 
level  of  risk  in  money  market  funds. 

Such  discretionary  sponsor  support 
was,  in  fact,  not  unusual  during  the 
financial  crisis.®®®  Today  we  are 
adopting,  with  certain  modifications 
from  the  proposal  to  address  commenter 
concerns,  amendments  that  require  that 
money  market  funds  disclose  current 
and  historical  instances  of  affiliate 
‘‘financial  support.”  The  final 
amendments  define  ‘‘financial  support” 
in  the  same  way  it  is  defined  in  Form 
N-CR,®®®  and  specify  that  funds  should 
incorporate  certain  information  that  the 
fund  is  required  to  report  on  Form  N- 
CR  in  their  SAI  disclosure.®®’  We 
discuss  this  definition  in  detail, 
including  the  modifications  we  have 
made  to  address  commenter  concerns. 


yss  supra  section  III.E.4. 

See  infra  section  III.E.9.f. 

See  infra  text  accompanying  notes  1126  and 

1127. 

“““  See  infra  text  following  note  1123. 

989  e  g  ^  DERA  Study,  supra  note  24,  at 
nn. 23-24  and  accompanying  text. 

See  Instruction  1  to  Item  16(g)(2)  of  Form  N- 
lA;  Form  N-CR  Part  C  (defining  financial  support 
as  “including  any  (i)  capital  contribution,  (ii) 
purchase  of  a  security  from  the  Fund  in  reliance  on 
§  270.1 7a-9,  (iii)  purchase  of  any  defaulted  or 
devalued  security  at  par,  (iv)  execution  of  letter  of 
credit  or  letter  of  indemnity,  (v)  capital  support 
agreement  (whether  or  not  the  F’und  ultimately 
received  support),  (vi)  performance  guarantee,  or 
(vii)  any  other  similar  action  reasonably  intended 
to  increase  or  stabilize  the  value  or  liquidity  of  the 
Fund’s  portfolio;  excluding,  however,  any  (i) 
routine  waiver  of  fees  or  reimbursement  of  Fund 
expenses,  (ii)  routine  inter-fund  lending  (iii)  routine 
inter-fund  purchases  of  Fund  shares,  or  (iv)  any 
action  that  would  qualify  as  financial  support  as 
defined  above,  that  the  board  of  directors  has 
otherwise  determined  not  to  be  reasonably  intended 
to  increase  or  stabilize  the  value  or  liquidity  of  the 
Fund’s  portfolio.’’). 

‘JB’  See  Instruction  3  to  Item  16(g)(2)  of  Form  N- 
lA. 


in  section  III.F.®®^  This  represents  a 
slight  change  from  the  proposal,  in  that 
the  required  disclosure  is  now  identical 
to  what  would  be  disclosed  in  the  initial 
filings  of  Form  N-CR.  We  have  made 
this  change  to  reduce  the  burdens 
associated  with  such  disclosure  so  that 
funds  need  only  prepare  this 
information  once  in  a  single  manner.®®® 
In  the  Proposing  Release,  we 
requested  comment  on  amending  rule 
17a-9  (which  allows  for  the 
discretionary  support  of  money  market 
funds  by  their  sponsors  and  other 
affiliates)  to  potentially  restrict  the 
practice  of  sponsor  support,  but  did  not 
propose  any  specific  changes  to  the  rule. 
While  a  few  commenters  suggested,  in 
response  to  this  request  for  comment, 
that  we  prohibit  affiliates  from 
providing  discretionary  support  to 
maintain  a  money  market  fond’s  share 
value, ®®^  other  commenters  opposed 
making  any  changes  to  rule  17a-9, 
arguing  that  transactions  facilitated  by 
the  rule  are  in  the  best  interests  of 
shareholders.®®®  We  continue  to  believe, 
as  discussed  in  the  Proposing  Release, 
that  permitting  financial  support  (with 
adequate  disclosure)  will  provide  fund 
affiliates  with  the  flexibility  to  protect 
shareholder  interests,  and  we  are  not 
amending  rule  17a-9  at  this  time.®®® 
Many  commenters  supported  the 
various  financial  support  disclosures  we 
are  adopting  today.®®’’  We  believe  that 
these  disclosure  requirements  will 
provide  transparency  to  shareholders 
and  the  Commission  about  the 
frequency,  nature,  and  amount  of 
affiliate  financial  support. 

a.  General  Requirements 

We  are  adopting,  with  some  changes 
from  the  proposal,  amendments  to  Form 
N-1  A  to  require  a  money  market  fond 


BB2  See  infra  section  III.F.3. 

BBBSee  jteni  16(g)(2)  of  Form  N-IA.  The 
disclosure  required  by  Item  16(g)(2)  should 
incorporate,  as  appropriate,  any  information  that 
the  fund  is  required  to  report  to  the  Commission  on 
Items  C.l,  C.2,  C.3,  C.4,  C.5,  C.6,  and  C.7  of  Form 
N-CR.  See  Instruction  2  to  Item  16(g)(2). 

BB'*  See,  e.g..  Systemic  Rislc  Council  Comment 
Letter;  Capital  Advisors  Comment  Letter;  see  also 
HSBC  Comment  Letter  (supporting  amending  rule 
1 7a-9,  arguing  that  transactions  facilitated  by  the 
rule  can  result  in  shareholders  having  unjustified 
expectations  of  future  support  being  provided  by 
sponsors). 

BBsSeelCI  Comment  Letter;  Dreyfus  Comment 
Letter;  ABA  Business  Law  Comment  Letter. 

996  See  Proposing  Release,  supra  note  25,  at  text 
accompanying  n.607. 

BBzSee,  e.g.,  Oppenheimer  Comment  Letter  (“We 
support  the  SEC’s  proposal  to  require  money  market 
funds  to  disclose  current  and  historical  instances  of 
sponsor  support  for  stable  NAV  funds  |.  .  .].”).  See 
also,  e.g.,  Angel  Comment  Letter;  American  Bankers 
Ass’n  Comment  Letter;  Federated  VIII  Comment 
Letter;  Comment  Letter  of  Occupy  the  SEC  (Sept. 

16,  2013)  (“Occupy  the  SEC  Comment  Letter”); 
Thrivent  Comment  Letter. 
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to  disclose  in  its  SAI  historical  instances 
in  which  the  fluid  has  received  financial 
support  from  a  sponsor  or  fund 
affiliate.®®®  Specifically,  each  money 
market  fund  will  be  required  to  disclose 
any  occasion  during  the  last  10  years 
(but  not  for  occasions  that  occurred 
before  the  compliance  date  of  these 
amended  rules)  on  which  an  affiliated 
person,  promoter,  or  principal 
underwriter  of  the  fund,  or  an  affiliated 
person  of  such  person,®®®  provided  any 
form  of  financial  support  to  the  fund. 

For  the  reasons  discussed  in  the 
Proposing  Release,  we  believe  that  the 
disclosure  of  historical  instances  of 
sponsor  support  will  allow  investors, 
regulators,  academics,  market  observers 
and  market  participants,  and  other 
interested  members  of  the  public  to 
understand  better  whether  a  particular 
fund  has  required  financial  support  in 
the  past  and  the  extent  of  sponsor 
support  across  the  fund  industr}^l°o°  As 
proposed,  with  respect  to  each  such 
occasion,  funds  would  have  been 
required  to  describe  the  nature  of 
support,  the  person  providing  support, 
the  relationship  between  the  person 
providing  support  and  the  fund,  the 
date  the  support  provided,  the  amount 
of  support, the  security  supported 
and  its  value  on  the  date  support  was 
initiated  (if  applicable),  the  reason  for 
support,  the  term  of  support,  and  any 
contractual  restrictions  relating  to 
support. We  are  adopting  the 
proposed  disclosure  requirements,  with 
the  exception  of  the  requirements  for  a 
fund  to  describe  the  reason  for  support. 


8^®  See  Item  16(g)(2)  of  Form  N-1  A. 

880 Rule  2a-7  currently  requires  a  money  market 
fund  to  notif\’  the  Commission  by  electronic  mail, 
directed  to  the  Director  of  Investment  Management 
or  the  Director’s  designee,  of  any  purchase  of 
money  market  fund  portfolio  securities  by  an 
affiliated  person,  promoter,  or  principal 
underwTiter  of  the  fund,  or  an  affiliated  person  of 
such  person,  pursuant  to  rule  17a-9.  See  current 
rule  2a-7(c)(7)(lli)(B).  As  proposed,  we  are 
eliminating  this  requirement  today,  as  it  would  be 
duplicative  with  the  proposed  Form  N-CR 
reporting  requirements  discussed  below.  See  rule 
2a-7(f)(3);  see  also  infra  note  1254.  However, 
because  the  definition  of  "financial  support”  as 
adopted  today  includes  the  purchase  of  a  security 
pursuant  to  rule  17a-9  (as  well  as  similar  actions), 
we  believe  that  the  scope  of  the  persons  covered  by 
the  definition  should  reflect  the  scope  of  persons 
covered  by  current  rule  2a-7(c)(7)(iii)(B).  The  term 
“affiliated  person”  is  defined  in  section  2(a)(3)  and, 
in  the  context  of  an  investment  company,  includes, 
among  other  persons,  the  investment  adviser  of  the 
investment  company. 

’888  See  Proposing  Release,  supra  note  25,  at  text 
following  n.607. 

’801  See  infra  section  I11.F.3  for  Commission 
guidance  on  the  amount  of  support  to  be  disclosed. 

’802  See  proposed  Item  16(g)(2)  of  Form  N-1  A. 
See  infra  notes  1226-1243  and  accompanying  text 
for  a  discussion  of  actions  that  would  be  deemed 
to  constitute  “financial  support”  and  additional 
discussion  of  what  is  required  to  be  reported. 


the  term  of  support,  and  any  contractual 
restrictions  relating  to  support. 

While  multiple  commenters 
supported  the  proposed  requirement  for 
money  market  funds  to  disclose 
historical  instances  of  financial  support 
in  the  fund’s  SAI,’®®®  other  commenters 
expressed  a  number  of  concerns  about 
this  proposed  requirement.’®®'*  For 
example,  one  commenter  opposed  this 
disclosure,  stating  that  “many  investors 
would  extrapolate  such  disclosure  as  an 
implied  guarantee  of  future  support  by 
the  sponsor  of  the  fund.”  ’®®®  Another 
commenter  rejected  the  notion  that  past 
sponsor  support  is  indicative  of  a 
sponsor’s  management  style  and  further 
observed  that  disclosure  of  historical 
support  contradicts  the  proposed 
disclosure  that  a  fund’s  sponsor  has  no 
legal  obligation  to  provide  support.’®®® 
While  we  acknowledge  these  concerns, 
we  believe  it  is  important  for  investors 
to  understand  the  nature  and  extent  that 
a  fund’s  sponsor  has  discretionarily 
supported  the  fund  in  order  to  allow 
them  to  fully  appreciate  the  risks  of 
investing  in  the  fund.’®®’’  Although  we 
recognize  that  historical  occurrences  are 
not  necessarily  indicative  of  future 
events  and  that  support  does  not  equate 
to  poor  fund  management,  we  continue 
to  expect  that  these  disclosures  will 
permit  investors  to  assess  the  sponsor’s 
past  ability  and  willingness  to  provide 
financial  support  to  the  fund.  This 
disclosure  also  should  help  investors 
gain  a  better  context  for,  and 
understanding  of,  the  fund’s  risks, 
historical  performance,  and  principal 
volatility. 

A  number  of  commenters  stated  that 
any  disclosure  of  financial  support, 
including  the  historical  disclosures, 
should  only  apply  to  stable  NAV 
funds.’®®®  We  disagree.  Transparency  of 
financial  support  is  important  for  stable 
NAV  funds,  given  the  potential  for  a 
“breaking  the  buck”  event  absent  the 
receipt  of  affiliate  financial  support.  It  is 
equally  important,  for  both  floating  and 
stable  NAV  money  market  funds,  that 
investors  have  transparency  about  the 
extent  to  which  the  fund’s  principal 
stability  or  liquidity  profile  is  achieved 
through  financial  support  as  opposed  to 
portfolio  management.  This  is 


’003  See  supra  note  997. 

’884  See,  e.g.,  U.S.  Bancorp  Comment  Letter; 
Dreyfus  Comment  Letter. 

’805  5ggU.S.  Bancorp  Comment  Letter. 

’800  See  Dreyfus  Comment  Letter. 

’807  See  supro  notes  51-55  and  accompanying 
discussion;  see  also,  e.g..  Proposing  Release,  supra 
note  25,  at  n.607  and  accompanying  text. 

’008  See,  e.g.,  ICI  Comment  Letter;  IDC  Comment 
Letter;  Oppenheimer  Comment  Letter;  Comment 
Letter  of  State  Street  Global  Advisors  (Sept.  17, 
2013)  (“SSGA  Gomment  Letter”). 


particularly  the  case  when  financial 
support  for  a  floating  NAV  fund  could 
obviate  the  need  for  it  to  impose  a 
liquidity  fee  or  redemption  gate.’®®®  We 
therefore  believe  that  transparency  of 
such  support  will  help  investors  better 
evaluate  the  risks  with  respect  to  both 
stable  and  floating  NAV  funds.’®’® 

Some  commenters  also  suggested  we 
shorten  the  look-back  period.  For 
example,  one  commenter  proposed  a 
look-back  period  of  3  to  5  years  (rather 
than  10  years,  as  proposed).’®”  We 
believe,  however,  that  a  look-back 
period  of  less  than  10  years  would  be 
too  short  to  achieve  our  goals.  As  we 
noted  in  the  Proposing  Release,’®’®  the 
10-year  look-back  period  will  provide 
shareholders  and  the  Commission  with 
a  historical  perspective  that  is  long 
enough  to  provide  a  useful 
understanding  of  past  events,  and  to 
analyze  patterns  with  respect  to 
financial  support  received  by  the  fund, 
but  not  so  long  as  to  include 
circumstances  that  may  no  longer  be  a 
relevant  reflection  of  the  fund’s 
management  or  operations.  We  also  note 
that,  historically,  episodes  of  financial 
support  have  occurred  on  average  every 
5  to  10  years.’®’®  Accordingly,  a  shorter 
look-back  period  would  result  in 
disclosure  that  not  does  reflect  the 
typical  historical  frequency  of  instances 
of  financial  support. 

We  proposed  to  limit  historical 
disclosure  of  events  of  affiliate  financial 
support  to  instances  that  occur  after  the 
compliance  date  of  the  amendments  to 
Form  N-lA.’®’'*  Several  commenters 


'^009  See  generally,  ABA  Business  Law  Section 
(with  respect  to  retaining  rule  17a-9,  stating  that 
“the  possibility  of  economic  support  from  an 
affiliated  person  would  remain  important  to  money 
market  funds  that  have  a  floating  NAV  because 
[.  .  .)  liquidity  concerns  [remain]  significant  to 
money  market  funds  (and  other  funds  holding  the 
same  investments).  [....]  In  addition,  retaining 
[rule  17a-9]  would  not  undercut  the  Commission’s 
goal  of  providing  transparency  of  money  market 
fund  risks,  particularly  in  light  of  the  Commission's 
companion  proposals  calling  for  disclosure  of 
historical  instances  of  economic  support  from 
sponsors  of  money  market  funds.”). 

’8’8See  Proposing  Release,  supra  note  25,  at 
section  III.F.l.a  (discussing  reasons  why  funds 
should  disclose  historical  sponsor  support). 

’8”  See,  e.g.,  Dreyfus  Comment  Letter  (stating 
that  “[sjimilar  kinds  of  information  (e.g., 
management  fees  and  12b-l  fees  paid,  officers  and 
directors  biographies,  financial  highlights)  generally 
[are]  required  in  the  registration  statement  only  for 
a  3-5  year  period.”);  Federated  Vlll  Comment  Letter 
(recommending  five  years).  But  see  Occupy  the  SEC 
Comment  Letter  (explicitly  supporting  the  proposed 
10-year  look-back  period  for  disclosing  events  of 
financial  support). 

’8’2  See  Proposing  Release,  supra  note  25,  at 
discussion  following  n.614. 

’8’3  See  Proposing  Release,  supra  note  25,  at 
section  II. B,  Table  1. 

’8’4  As  we  proposed,  this  historical  disclosure 
would  only  apply  to  such  events  that  occurred  after 

Continued 
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generally  supported  this  approach, 
suggesting  that  this  disclosure 
requirement  should  only  apply  to  events 
that  occur  after  the  compliance  date  of 
the  disclosure  reforms.’®^®  We  continue 
to  believe  that  these  disclosures  should 
only  apply  to  affiliate  financial  support 
events  that  occur  after  the  compliance 
date  of  the  disclosure  reforms,  in  large 
part  because  to  do  otherwise  would 
require  funds  and  their  affiliates  to 
incur  significant  costs  as  they  reexamine 
a  variety  of  past  transactions  to 
determine  whether  such  events  fit  our 
new  definition  of  affiliate  financial 
support. 

Finally,  a  few  commenters  suggested 
disclosing  historical  financial  support  in 
Form  N-MFP,  N-CR,  or  N-CSR,  rather 
than  in  the  SAI  (as  proposed). One 
commenter  noted  that  to  the  extent  this 
disclosure  will  serve  as  a  reporting 
function  for  analysis  by  regulators,  other 
forms  such  as  Form  N-MFP  have  been 
developed  for  that  particular 
purpose. Commenters  also  raised 
concerns  about  the  potential 
redundancy  of  the  proposed  registration 
statement,  Web  site,  and  Form  N-CR 
disclosure  requirements.'' Because 
these  historical  sponsor  support 
disclosures  are  intended  to  benefit 
investors,  as  well  as  regulators,  we 
believe  that  the  SAI  is  the  most 
accessible  and  efficient  format  for  such 
disclosure.  As  discussed  in  section 
III.F.3,  we  note  that  the  contemplated 
SAI  disclosure  would  consolidate 
historical  instances  of  sponsor  support 
that  have  occurred  in  the  past  10  years, 
which  would  permit  investors  to  view 
this  information  in  a  user-friendly 
manner,  without  the  need  to  review 
prior  form  filings  to  piece  together  a 
fund’s  history  of  sponsor  support.  We 
also  believe  that,  to  the  extent  investors 
may  not  be  familiar  with  researching 
filings  on  EDGAR,  including  this 
disclosure  in  a  fund’s  SAI,  which 
investors  may  receive  in  hard  copy 
through  the  U.S.  Postal  Service  or  may 
access  on  a  fund’s  Web  site,  as  well  as 
on  EDGAR,  may  make  this  information 
more  readily  available  to  these  investors 
than  disclosure  on  other  SEC  forms  that 
are  solely  accessible  on  EDGAR. 

As  discussed  above,  we  are  not 
adopting  the  proposed  requirements 
that  a  fund  include  the  reason  for 


the  compliance  date  of  the  amendments.  See 
Proposing  Release,  supra  note  25,  at  text 
accompanying  n.983. 

■>015  Seg  Federated  VII  Comment  Letter;  SIFMA 
Comment  Letter. 

1016  Dreyfus  Comment  Letter;  U.S. 

Bancorp  Comment  Letter. 

101  ^  See  Dreyfus  Comment  Letter. 

1018  e.g._  Dreyfus  Comment  Letter;  SIFMA 

Comment  Letter. 


support,  the  term  of  support,  and  any 
contractual  restrictions  relating  to 
support  in  its  required  SAI 
disclosure. Instead,  a  fund  will  only 
be  required  to  present  certain  summary 
information  about  the  receipt  of 
financial  support  in  its  SAI  (as  well  as 
on  the  fund’s  Web  site  1020)^  antj  -^vin  be 
required  to  present  more  detailed 
discussion  solely  on  Form  N-CR.^°2i  Xo 
inform  investors  about  the  inclusion  of 
this  more  detailed  information  on  Form 
N-CR,  funds  will  be  instructed  to 
include  the  following  statement  as  part 
of  the  historical  disclosure  of  affiliate 
financial  support  appearing  in  the 
fund’s  SAI:  “The  Fund  was  required  to 
disclose  additional  information  about 
this  event  [or  “these  events,’’  as 
appropriate]  on  Form  N-CR  and  to  file 
this  form  with  the  Securities  and 
Exchange  Commission.  Any  Form  N-CR 
filing  submitted  by  the  Fund  is  available 
on  the  EDGAR  Database  on  the 
Securities  and  Exchange  Commission’s 
Internet  site  at  http://www.sec.gov.”  '’022 
In  adopting  these  modified  SAI 
disclosure  requirements,  we  have 
attempted  to  appropriately  consider 
concerns  about  potentially  duplicative 
disclosure  as  well  as  our  belief,  as 
discussed  above,  that  the  SAI  is  the 
most  accessible  and  efficient  format  for 
investors  to  receive  historical 
disclosures  about  affiliate  financial 
support,  and  our  interest  in  presenting 
the  primary  information  about  such 
financial  support  that  we  believe 
shareholders  may  find  useful  in 
assessing  fund  risks. 

b.  Historical  Support  of  Predecessor 
Funds 

We  also  are  amending,  generally  as 
we  proposed,  the  instructions  to  Form 
N-IA  to  clarify  that  funds  must  disclose 
any  financial  support  provided  to  a 
predecessor  fund  (in  the  case  of  a 
merger  or  other  reorganization)  within 
the  10-year  look-back  period.  As 
discussed  in  the  Proposing  Release,  this 
amendment  will  provide  additional 
transparency  by  providing  investors  the 
full  extent  of  historical  support 
provided  to  a  fund  or  its  predecessor. 
Specifically,  except  as  noted  below,  the 
amended  instructions  state  that  if  the 


>6>8  See  supra  note  1002  and  accompanying  text. 

’>020 See  infra  section  III.E.O.g. 

>02’  See  infra  section  III.F.3. 

>022  See  Instractions  to  amended  Item  16(g)(2)  of 
Form  N-1  A. 

>023  See  supra  note  1018  and  accompanying  text. 
As  discussed  in  more  detail  in  section  IILF.3  below, 
while  similar  information  is  required  to  be  included 
on  Form  N-CR  and  Form  N-IA,  we  believe  each 
of  these  different  disclosures  to  be  appropriate 
because  they  serve  distinct  purposes.  See 
discussion  following  infra  notes  1248  and  1249  and 
accompanying  text. 


fund  has  participated  in  a  merger  or 
other  reorganization  with  another 
investment  company  during  the  last  10 
years,  the  fund  must  additionally 
provide  the  required  disclosure  with 
respect  to  the  other  investment 

company.^  “24 

Rather  than  require  that  funds 
disclose  financial  support  provided  to  a 
predecessor  fund  in  all  cases  (as 
proposed),  we  are  revising  the 
instruction  to  permit  a  fund  to  exclude 
such  disclosure  where  the  person  or 
entity  that  previously  provided  financial 
support  to  the  predecessor  fund  is  not 
currently  an  affiliated  person  (including 
the  adviser),  promoter,  or  principal 
underwriter  of  the  disclosing  fund. '“25 
A  few  commenters  expressed  concern 
about  historical  disclosures  with  respect 
to  third-party  reorganizations,  asserting 
that  past  financial  support  would  be 
irrelevant  to  shareholders  where  the 
surviving  fund  had  a  new  manager 

unaffiliated  with  the  prior  manager. ^“26 

These  commenters  noted  that  this 
disclosure  requirement  could  adversely 
affect  potential  merger  transactions  with 
funds  that  have  received  sponsor 

support. ■'“27 

We  agree  with  these  commenters  that 
historical  sponsor  support  information 
about  a  predecessor  fund  may  be  less 
relevant  when  the  fund  is  not  advised 
by,  or  otherwise  affiliated  with,  the 
entity  that  had  previously  provided 
financial  support  to  the  predecessor 
fund.  Accordingly,  we  are  adopting  an 
exclusion  to  this  disclosure  requirement 
based  on  whether  the  current  fund 
continues  to  have  any  affiliation  with 
the  predecessor  fund’s  affiliated  persons 
(including  the  predecessor  fund’s 
adviser),  promoter,  or  principal 
underwriter. '“28  We  expect  this 
approach  should  mitigate  commenter 
concerns  of  adverse  effects  on  fund 
mergers. 

8.  Economic  Analysis 

As  discussed  above,  we  are  adopting 
a  number  of  amendments  to 
requirements  for  disclosure  documents 
that  are  related  to  both  our  fees  and 


>624  See  Instruction  2  to  Item  16(g)(2). 
Additionally,  if  a  fund’s  name  has  changed  (but  the 
corporate  or  trust  entity  remains  the  same),  the  fund 
may  want  to  consider  providing  the  required 
disclosure  with  respect  to  the  entity  or  entities 
identified  by  the  fund’s  former  name.  See  Proposing 
Release,  supra  note  25,  at  n.619. 

>625  Id.  In  the  Proposing  Release  we  had  proposed 
to  require  disclosure  of  financial  support  provided 
to  a  predecessor  fund  in  all  cases.  See  Proposing 
Release,  supra  note  25,  at  n.618  and  accompanying 
discussion. 

>626Seg_  g,g Federated  VlII  Comment  Letter; 
SIFMA  Comment  Letter. 

>627  See  id. 

>628  Instruction  2  to  Item  16(g)(2). 
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gates  and  floating  NAV  requirements,  as 
well  as  other  disclosure  enhancements 
discussed  in  the  proposal.  We  believe 
that  these  amendments  improve 
transparency  and  will  better  inform 
shareholders  about  the  risks  of  investing 
in  money  market  funds,  which  should 
result  in  shareholders  making 
investment  decisions  that  better  match 
their  investment  preferences.  We 
believe  that  many  of  these  amendments 
will  have  effects  on  efficiency, 
competition,  and  capital  formation  that 
are  similar  to  those  that  are  outlined  in 
the  Macroeconomic  Consequences 
section  below, ^“^9  some  of  the 

amendments  introduce  additional 
effects. 

Many  of  the  new  disclosure 
requirements  are  designed  to  make 
investors  aware  of  the  more  substantive 
amendments  discussed  earlier  in  the 
Release,  i.e..  the  ability  of  certain  funds 
to  impose  redemption  fees  and  gates 
and  the  requirement  that  certain  funds 
float  their  NAV.  Increasing  investor 
awareness  via  enhanced  disclosure  may 
lead  to  more  efficient  capital  allocations 
because  investors  will  possess  greater 
knowledge  of  risks  and  thus  will  be  able 
to  make  better  informed  investment 
decisions  when  deciding  how  to 
allocate  their  assets.  Increased  investor 
awareness  also  may  promote  capital 
formation  if  investors  find  a  floating 
NAV  and/or  redemption  fees  and  gates 
attractive  and  are  more  willing  to  invest 
in  this  market.  For  instance,  investors 
may  find  fees  and  gates  attractive 
insofar  as  imposing  fees  and  gates 
during  a  time  of  market  stress  could 
help  protect  the  interests  of 
shareholders,  or  could  permit  a  fund 
manager  to  invest  the  proceeds  of 
maturing  assets  in  short-term  securities 
while  the  gate  is  dowm,  thereby  helping 
to  protect  the  short-term  financing 
markets. Moreover,  enhanced 
investor  awareness  of  fund  risks  may 
incentivize  fund  managers  to  hold  less 
risky  portfolio  securities,  which  could 
also  increase  capital  formation.  Capital 
formation  could  be  negatively  impacted 
if  investors  find  a  floating  NAV  and/or 
redemption  fees  and  gates  unattractive 
or  too  complicated  to  understand.  For 
instance,  an  investor  could  find  it 
unattractive  that  imposing  a  fee  or  gate 
would  prevent  them  from  moving  their 
investment  into  other  investment 
alternatives  or  using  their  assets  to 
satisfy  liquidity  needs. Additionally, 
disclosing  a  general  risk  of  investment 
loss  may  negatively  impact  capital 
formation  if  this  disclosure  leads 


infra  section  III.K. 

1030 See  supra  section  IIl.A.l.b.ii. 
’03’  See  supra  section  lII.A.l.c.iii. 


investors  to  decide  that  money  market 
funds  pose  too  great  of  an  investment 
risk,  and  investors  consequently  decide 
not  to  invest  in  money  market  funds  or 
to  move  their  invested  assets  from 
money  market  funds.  As  such,  capital 
formation  could  be  negatively  impacted 
if  investors  move  their  money  from 
these  types  of  funds  to  a  different  style 
of  fund,  for  example,  from  an 
institutional  prime  fund  to  a 
government  fund  and  thus  affecting  the 
short-term  funding  market.  However,  if 
investors  move  from  a  money  market 
fund  to  a  money  market  fund  alternative 
that  invests  in  similar  types  of  assets, 
then  there  should  not  be  an  impact  on 
capital  formation  with  respect  to  the 
overall  economy,  but  only  within  the 
money  market  fund  industry. 

To  the  extent  that  the  disclosure 
amendments  increase  investor 
awareness  of  the  more  substantive 
reforms,  there  may  be  an  effect  on 
competition  because  some  of  the 
disclosure  requirements  are  specific  to 
the  structure  of  the  funds.  As  such, 
these  funds  will  be  competing  with  each 
other  based  on,  among  other  things, 
what  is  stated  in  their  advertisements, 
sales  materials,  and  the  summary 
section  of  their  statutory  prospectus. 
Disclosure  providing  that  funds  with  a 
stable  NAV  seek  to  preserve  the  value  of 
their  investment  at  $1.00  per  share,  that 
share  prices  of  floating  NAV  funds  will 
fluctuate,  that  taxable  investors  in 
institutional  prime  money  market  funds 
may  experience  taxable  gains  or  losses, 
or  that  non-government  funds  may 
impose  a  fee  or  gate  may  make  investors 
more  aware  of  different  investment 
options,  which  could  increase 
competition  between  funds. 

The  amendments  that  require  money 
market  funds  to  disclose  current  and 
historical  information  about  affiliate 
financial  support  and  historical 
information  about  the  implementation 
of  redemption  fees  and  gates  may  also 
affect  efficiency,  competition,  and 
capital  formation.  As  discussed  in  the 
Proposing  Release,  these  amendments 
may  increase  informational  efficiency 
by  providing  additional  information  to 
investors  and  the  Commission  about  the 
frequency,  nature,  and  amount  of 
financial  support  provided  by  money 
market  fund  sponsors, as  well  as  the 
frequency  and  duration  of  redemption 
fees  and  gates.  This  in  turn  could  assist 
investors  in  analyzing  the  risks 
associated  with  particular  funds,  which 
could  increase  allocative  efficiency  and 
could  positively  affect  competition  by 
permitting  investors  to  choose  whether 


’032  5gePj.Qposing  Release,  supra  note  25,  at  text 
following  n.629. 


to  invest  in  certain  funds  based  on  this 
information.  However,  the  disclosure  of 
sponsor  support  could  advantage  larger 
funds  and  fund  groups,  if  a  fund 
sponsor’s  ability  to  provide  financial 
support  to  a  fund  is  perceived  to  be  a 
competitive  benefit.  The  disclosure  of 
fees  and  gates  also  could  advantage 
larger  funds  and  fund  groups  if  the 
ability  to  provide  financial  support 
reduces  or  eliminates  the  need  to 
impose  fees  and/or  gates  (the  imposition 
of  which  presumably  would  be 
perceived  to  be  a  competitive 
detriment).  Additionally,  if  investors 
move  their  assets  among  money  market 
funds  or  decide  to  invest  in  investment 
products  other  than  money  market 
funds  as  a  result  of  the  proposed 
disclosure  requirements,  the 
competitive  stance  of  certain  money 
market  funds,  or  the  money  market  fund 
industr}’  generally,  could  be  adversely 
affected. 

The  disclosure  of  affiliate  financial 
support  could  have  additional  effects  on 
capital  formation,  depending  on 
whether  investors  interpret  financial 
support  as  a  sign  of  money  market  fund 
strength  or  weakness.  If  sponsor  support 
(or  the  lack  of  need  for  sponsor  support) 
were  understood  to  be  a  sign  of  fund 
strength,  the  requirements  could 
enhance  capital  formation  by  promoting 
stability  within  the  money  market  fund 
industr}’.  On  the  other  hand,  the 
disclosure  requirements  could  detract 
from  capital  formation  if  sponsor 
support  were  understood  to  indicate 
fund  weakness  and  make  money  market 
funds  more  susceptible  to  heavy 
redemptions  during  times  of  stress,  or  if 
money  market  fund  investors  decide  to 
move  their  money  out  of  money  market 
funds  entirely  and  not  put  it  into  an 
alternative  with  similar  types  of  assets 
as  a  result.  We  did  not  receive 
comments  on  this  aspect  of  our 
economic  analysis.  Similarly,  the 
requirement  to  disclose  historical 
redemption  fees  and  gates  could  either 
promote  or  hinder  capital  formation. 
Disclosing  the  prior  imposition  of  fees 
or  gates  may  negatively  impact  capital 
formation  if  investors  view  the 
imposition  of  fees  and  gates 
unfavorably.  Conversely,  the 
requirement  to  disclose  will  allow 
investors  to  differentiate  funds  based  on 
the  extent  to  which  funds  have  imposed 
fees  and  gates  in  the  past,  which  could 
increase  capital  formation  if  investors 
perceive  the  absence  of  past  fees  and 
gates  as  a  sign  of  greater  stability  within 
the  money  market  fund  industry. 
Furthermore,  these  required  disclosures 
could  assist  the  Commission  in 
overseeing  money  market  funds  and 
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developing  regulatory  policy  affecting 
the  money  market  fund  industry,  which 
might  affect  capital  formation  positively 
if  the  resulting  more  efficient  or  more 
effective  regulatory  framework 
encouraged  investors  to  invest  in  money 
market  funds.  The  Commission  cannot 
estimate  the  quantitative  benefits  of  the 
amendments  to  the  disclosure  forms 
because  of  uncertainty  about  how 
increased  transparency  may  affect 
different  investors’  or  groups  of 
investors’  understanding  of  the  risks 
associated  with  money  market  funds. 
Uncertainty  regarding  how  the  proposed 
disclosure  may  affect  different  investors’ 
behavior  likewise  makes  it  difficult  for 
the  Commission  to  measure  the 
quantitative  benefits  of  the  proposed 
requirements. 

As  a  possible  alternative,  we  could 
have  chosen  to  require  disclosure,  as 
suggested  by  commenters,  of  the 
historical  information  on  Form  N-MFP, 
Form  N-CR,  or  Form  N-CSR  instead  of 
through  the  SAI.  Because  the  historical 
disclosures  are  intended  to  benefit  both 
investors  and  regulators,  we  believe  that 
the  SAI  is  the  most  suitable  format  for 
such  disclosure.  As  discussed  above,  we 
believe  that  including  historical 
information  about  affiliate  financial 
support  and  the  imposition  of  fees  and 
gates  in  the  fund’s  SAI  may  make  this 
information  more  readily  available  to 
investors  than  disclosure  on  other  SEC 
forms  that  are  solely  accessible  on 
EDGAR.  We  therefore  believe  that 
requiring  this  disclosure  to  appear  in  a 
fund’s  SAI  could  increase  informational 
efficiency  by  facilitating  the  provision  of 
this  information  to  investors. 

We  believe  that  all  money  market 
funds  will  incur  one-time  and  ongoing 
annual  costs  to  update  their  registration 
statements,  as  well  as  their  advertising 
and  sales  materials.  The  proposal 
estimated  the  costs  that  would  be 
incurred  under  the  fees  and  gates 
alterative  separately  from  those  that 
would  be  incurred  under  the  floating 
NAV  alternative.  Under  the  fees  and 
gates  alternative,  the  proposal  estimated 
that  the  average  one-time  costs  for  a 
money  market  fund  (except  government 
money  market  funds  that  are  not  subject 
to  the  fees  and  gates  requirements 
pursuant  to  rule  2a-7(c){2)(iii))  to 
amend  its  registration  statement  and  to 
update  its  advertising  and  sales 
materials  would  be  $3,092,^033 


1033  This  figure  incorporates  the  costs  estimated 
for  each  fund  to  comply  with  the  proposed 
amendments  to  Form  N-1 A  relating  to  the  fees  and 
gates  proposal,  as  well  as  the  Form  N-1  A 
requirements  relating  to  the  fees  and  gates  proposal 
that  would  not  necessitate  form  amendments 
(SI  ,480)  +  the  costs  estimated  for  each  fund  to 
comply  with  the  proposed  Form  N-1  A  sponsor 


average  one-time  costs  for  a  government 
fund  that  is  not  subject  to  the  fees  and 
gates  requirements  pursuant  to  rule  2a- 
7(c)(2)(iii)  would  be  $2,204.’O34  'p}^e 
proposal  also  estimated  that  the  average 
annual  costs  for  a  money  market  fund 
(except  government  money  market 
funds  that  are  not  subject  to  the  fees  and 
gates  requirements  pursuant  to  rule  2a- 
7(c)(2)(iii))  to  amend  its  registration 
statement  would  be  $296, ^“35  g^d  the 
average  annual  costs  for  a  government 
fund  that  is  not  subject  to  the  fees  and 
gates  requirements  pursuant  to  rule  2a- 
7(c)(2)(iii)  would  be  $148. ^“36 
Under  the  floating  NAV  alternative, 
the  proposal  estimated  that  the  average 
one-time  costs  that  would  be  incurred 
for  a  floating  NAV  money  market  fund 
to  amend  its  registration  statement  and 
update  its  advertising  and  sales 
materials  would  be  $3,092,^°37  g^j 


support  disclosure  requirements  (S148)  =  SI  ,628. 
The  estimated  costs  included  in  section  I11.B.8  of 
the  Proposing  Release  inadvertently  omitted  the 
costs  estimated  for  each  fund  to  update  the  fund’s 
advertising  and  sales  materials  to  include  the 
required  risk  disclosure  statement;  however,  these 
costs  (SI  ,464)  were  discussed  in  the  Paperwork 
Reduction  Act  Analysis  section  of  the  Proposing 
Release.  Adding  these  costs  (SI  ,464)  to  the  costs  of 
complying  with  the  new  requirements  of  Form  N- 
lA  (Sl,628)  results  in  total  estimated  costs  of 
S3, 092.  See  Proposing  Release,  supra  note  25,  at 
nn.461,  628,  1214  and  accompanying  text. 

1034  This  figure  incorporates  the  costs  estimated 
for  each  fund  to  comply  with  the  proposed 
amendments  to  Form  N-IA  relating  to  the  fees  and 
gates  proposal,  as  well  as  the  Form  N-IA 
requirements  relating  to  the  fees  and  gates  proposal 
that  would  not  necessitate  form  amendments  (S592) 
+  the  costs  estimated  for  each  fund  to  comply  with 
the  proposed  Form  N-IA  sponsor  support 
disclosure  requirements  (S148)  =  S740.  The 
estimated  costs  included  in  section  II1.B.8  of  the 
Proposing  Release  inadvertently  omitted  the  costs 
estimated  for  each  fund  to  update  the  fund’s 
advertising  and  sales  materials  to  include  the 
required  risk  disclosure  statement;  however,  these 
costs  (SI  ,464)  were  discussed  in  the  Paperwork 
Reduction  Act  Analysis  section  of  the  Proposing 
Release.  Adding  these  costs  (SI, 464)  to  the  costs  of 
complying  with  the  proposed  amendments  to  Form 
N-1  A  (S740)  results  in  total  estimated  costs  of 
S2,204.  See  Proposing  Release,  supra  note  25,  at 
nn.461,  628,  1214  and  accompanying  text. 

1035  This  figure  incorporates  the  costs  estimated 
for  a  fund  to;  (i)  Review  and  update  the  disclosure 
in  its  registration  statement  regarding  historical 
occasions  on  which  the  fund  has  considered  or 
imposed  liquidity  fees  or  gates,  and  to  inform 
investors  of  any  fees  or  gates  currently  in  place  by 
means  of  a  prospectus  supplement  (S148);  and  (ii) 
to  review  and  update  the  disclosure  in  its 
registration  statement  regarding  historical  instances 
in  which  the  fund  has  received  financial  support 
from  a  sponsor  or  fund  affiliate  (S148).  See 
Proposing  Release,  supra  note  25,  at  nn.463,  628 
and  accompanying  text. 

1036  This  figure  reflects  the  costs  estimated  for  a 
fund  to  review  and  update  the  disclosure  in  its 
registration  statement  regarding  historical  instances 
in  which  the  fund  has  received  financial  support 
from  a  sponsor  or  fund  affiliate  (SI  48).  See 
Proposing  Release,  supra  note  25,  at  n.628  and 
accompanying  text. 

1037  This  figure  incorporates  the  costs  estimated 
for  each  fund  to  comply  with  the  proposed 


average  one-time  costs  for  a  government 
or  retail  money  market  fund  would  be 
$2,204. ’“38  'p}^e  proposal  also  estimated 
that  the  average  annual  costs  for  a 
money  market  fund  to  amend  its 
registration  statement  would  be 

$148.1039 

We  requested  comment  on  the 
estimates  of  the  operational  costs 
associated  with  the  amended  disclosure 
requirements.  Certain  commenters 
generally  noted  that  complying  with  all 
of  the  new  disclosure  requirements, 
including  the  disclosure  requirements 
involving  the  fund’s  advertisements  and 
sales  materials  and  its  registration 
statement,  would  involve  some 
additional  costs. Several 
commenters  provided  dollar  estimates 


amendments  to  Form  N-1  A  relating  to  the  floating 
NAV  proposal,  as  well  as  the  Form  N-IA 
requirements  relating  to  the  floating  NAV  proposal 
that  would  not  necessitate  form  amendments 
(SI  ,480)  +  the  costs  estimated  for  each  fund  to 
comply  with  the  proposed  Form  N-1  A  sponsor 
support  disclosure  requirements  (S148)  =  Si  ,628. 
The  estimated  costs  included  in  section  HI. A. 8  of 
the  Proposing  Release  inadvertently  omitted  the 
costs  estimated  for  each  fund  to  update  the  fund’s 
advertising  and  sales  materials  to  include  the 
required  risk  disclosure  statement;  however,  these 
costs  (SI, 464)  were  discussed  in  the  Paperwork 
Reduction  Act  Analysis  section  of  the  ft-oposing 
Release.  Adding  these  costs  (SI, 464)  to  the  costs  of 
complying  with  the  proposed  amendments  to  Form 
N-1  A  (SI, 628)  results  in  total  estimated  costs  of 
S3,092.  See  Proposing  Release,  supra  note  25,  at 
nn.330,  628, 1121-1125  and  accompanying  text. 

1038  This  figure  incorporates  the  costs  estimated 
for  each  fund  to  comply  with  the  proposed 
amendments  to  Form  N-1  A  relating  to  the  floating 
NAV  proposal,  as  well  as  the  Form  N-IA 
requirements  relating  to  the  floating  NAV  proposal 
that  would  not  necessitate  form  amendments  (S592) 
+  the  costs  estimated  for  each  fund  to  comply  with 
the  proposed  Form  N-1  A  sponsor  support 
disclosure  requirements  (S148)  =  S740.  The 
estimated  costs  included  in  section  III. A. 8  of  the 
Proposing  Release  inadvertently  omitted  the  costs 
estimated  for  each  fund  to  update  the  fund’s 
advertising  and  sales  materials  to  include  the 
required  risk  disclosure  statement;  however,  these 
costs  (SI  ,464)  were  discussed  in  the  PapeiT\'ork 
Reduction  Act  Analysis  section  of  the  deposing 
Release.  Adding  these  costs  (SI, 464)  to  the  costs  of 
complying  with  the  proposed  amendments  to  Form 
N-1  A  (Sl,628)  results  in  total  estimated  costs  of 
S2,204.  See  Proposing  Release,  supra  note  25,  at 
nn.330,  628, 1121-1125  and  accompanying  text. 

1039  This  figure  reflects  the  costs  estimated  for  a 
fund  to  review  and  update  the  disclosure  in  its 
registration  statement  regarding  historical  instances 
in  which  the  fund  has  received  financial  support 
from  a  sponsor  or  fund  affiliate  (S148).  See 
Proposing  Release,  supra  note  25,  at  n.628  and 
accompanying  text. 

’“‘*9  See,  e.g..  Fin.  Svcs.  Roundtable  Comment 
Letter  (noting  that  the  proposed  disclosure 
requirements  generally  would  produce  “significant 
cost  to  the  fund  and  ultimately  to  the  fund’s 
investors’’):  SSGA  Comment  Letter  (urging  the 
Commission  to  consider  the  “substantial 
administrative,  operational,  and  expense  burdens” 
of  the  proposed  disclosure-related  amendments): 
Chapin  Davis  Comment  Letter  (noting  that  the 
disclosure-  and  reporting-related  amendments  will 
result  in  increased  costs  in  the  form  of  fund  staff 
salaries,  or  consultant,  accountant,  and  lawyer 
hourly  rates,  that  will  ultimately  be  borne  in  large 
part  by  investors  and  portfolio  issuers). 
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of  the  initial  costs  to  implement  a  fees 
and  gates  or  floating  NAV  regime  and 
noted  that  these  estimates  would 
include  the  costs  of  related  disclosure, 
but  these  commenters  did  not 
specifically  break  out  the  disclosure- 
related  costs  in  their  estimates. One 
commenter  stated  that  the  costs  to 
update  a  fund’s  registration  statement  to 
reflect  the  new  fees  and  gates  and 
floating  NAV  requirements  would  be 
“minimal  when  compared  to  other 
costs.”  Another  commenter  stated 
that  it  did  not  consider  the  disclosure 
requirements  burdensome  and  noted 
that  it  did  not  believe  the  disclosure 
requirements  would  impose 
unnecessary  costs.i“'*3  We  have 
considered  the  comments  we  received 
on  the  new  disclosure  requirements, 
and  we  have  determined  not  to  change 
the  assumptions  we  used  in  our  cost 
estimates  in  response  to  these 
comments,  as  the  comments  provided 
no  specific  suggestions  or  critiques 
regarding  our  methods  for  estimating 
these  costs.  However,  our  current 
estimates  reflect  the  fact  that  the 
amendments  we  are  adopting  today 
combine  the  floating  NAV  and  fees  and 
gates  proposal  alternatives  into  one 
unified  approach,  and  also  incorporate 
updated  industry  data. 

We  anticipate  that  money  market 
funds  will  incur  costs  to  (i)  amend  the 
fund’s  advertising  and  sales  materials 
(including  the  fund’s  Web  site)  to 
include  the  required  risk  disclosure 
statement:  (ii)  amend  the  fund’s 
registration  statement  to  include  the 
required  risk  disclosure  statement, 
disclosure  of  the  tax  consequences  and 
effects  on  fund  operations  of  a  floating 
NAV  (as  applicable),  and  the  effects  of 
fees  and  gates  on  redemptions  (as 
applicable);  (iii)  amend  the  fund’s 
registration  statement  to  disclose  post¬ 
compliance-period  historical  occasions 
on  which  the  fund  has  considered  or 
imposed  liquidity  fees  or  gates;  and  (iv) 
amend  the  fund’s  registration  statement 
to  disclose  post-compliance-period 
historical  instances  in  which  the  fund 
has  received  financial  support  from  a 
sponsor  or  fund  affiliate.  These  costs 
will  include  initial,  one-time  costs,  as 
well  as  ongoing  costs.  Each  money 
market  fund  in  a  fund  complex  might 
not  incur  these  costs  individually. 

We  estimate  that  the  average  one-time 
costs  for  a  money  market  fund  (except 
government  money  market  funds  that 
are  not  subject  to  the  fees  and  gates 


■>041  See,  e.g.,  Chamber  1  Comment  Letter;  Fidelity 
Comment  Letter. 

See  State  Street  Comment  Letter,  at  Appendix 
A. 

>043  See  HSBC  Comment  Letter. 


requirements  pursuant  to  rule  2a- 
7(c)(2)(iii),  and  floating  NAV  money 
market  funds)  to  comply  with  these 
disclosure  requirements  would  be 
$3,059  (plus  printing  costs). We 
estimate  that  the  average  one-time  costs 
for  a  government  money  market  fund 
that  is  not  subject  to  the  fees  and  gates 
requirements  pursuant  to  rule  2a- 
7(c)(2)(iii)  to  comply  with  these 
disclosure  requirements  would  be 
$2,102  (plus  printing  costs). Finally, 
we  estimate  that  the  average  one-time 
costs  for  floating  NAV  money  market 
funds  to  comply  with  these  disclosure 
requirements  would  be  $4,016  (plus 
printing  costs). 

Ongoing  compliance  costs  include  the 
costs  for  money  market  funds 
periodically  to:  (i)  Review  and  update 
the  fund’s  registration  statement 
disclosure  regarding  historical  occasions 
on  which  the  fund  has  considered  or 
imposed  liquidity  fees  or  gates  (as 
applicable);  (ii)  review  and  update  the 
fund’s  registration  statement  disclosure 
regarding  historical  instances  in  which 
the  fund  has  received  financial  support 
from  a  sponsor  or  fund  affiliate;  and  (iii) 
inform  investors  of  any  fees  or  gates 
currently  in  place  (as  applicable)  or  the 
transition  to  a  floating  NAV  (as 
applicable)  by  means  of  a  prospectus 


1044  This  figure  incorporates  the  costs  we 
estimated  for  each  fund  to  update  its  registration 
statement  to  include  the  required  disclosure 
statement,  the  required  disclosure  about  the  effects 
that  fees  and  gates  may  have  on  shareholder 
redemptions,  disclosure  about  historical  occasions 
on  which  the  fund  has  considered  or  imposed 
liquidity'  fees  or  gates,  and  disclosure  about 
financial  support  received  by  the  fund  (81,595)  -i- 
the  costs  we  estimated  for  each  fund  to  update  the 
fund’s  advertising  and  sales  materials  to  include  the 
required  risk  disclosure  statement  (81,464)  = 

83,059.  The  costs  associated  with  these  activities 
are  all  paperwork-related  costs  and  are  discussed  in 
more  detail  infra  at  sections  IV. F  and  IV. G. 

1045  This  figure  incorporates  the  costs  we 
estimated  for  each  fund  to  update  its  registration 
statement  to  include  the  required  disclosure 
statement  and  disclosure  about  financial  support 
received  by  the  fund  (8638)  +  the  costs  we 
estimated  for  each  fund  to  update  the  fund’s 
advertising  and  sales  materials  to  include  the 
required  risk  disclosure  statement  (81,464)  = 

82,102.  The  costs  associated  with  these  activities 
are  all  paperwork-related  costs  and  are  discussed  in 
more  detail  infra  at  sections  IV. F  and  IV. G. 

1046  This  figure  incorporates  the  costs  we 
estimated  for  each  fund  to  update  its  registration 
statement  to  include  the  required  disclosure 
statement,  the  required  disclosure  about  the  effects 
that  fees  and  gates  may  have  on  shareholder 
redemptions,  disclosure  about  historical  occasions 
on  which  the  fund  has  considered  or  imposed 
liquidity  fees  or  gates,  the  required  tax-  and 
operations-related  disclosure  about  a  floating  NAV, 
and  disclosure  about  financial  support  received  by 
the  fund  (82,552)  4-  the  costs  we  estimated  for  each 
fund  to  update  the  fund’s  advertising  and  sales 
materials  to  include  the  required  risk  disclosure 
statement  (81,464)  =  84,016.  The  costs  associated 
with  these  activities  are  all  paperwork-related  costs 
and  are  discussed  in  more  detail  infra  at  sections 
IV.F  and  IV.G. 


supplement.  Because  the  required 
registration  statement  disclosure 
overlaps  with  the  information  that  a 
fund  must  disclose  on  Parts  C,  E,  F,  and 
G  of  Form  N-CR,  we  anticipate  that  the 
costs  a  fund  will  incur  to  draft  and 
finalize  the  disclosure  that  will  appear 
in  its  registration  statement  and  on  its 
Web  site  will  largely  be  incurred  when 
the  fund  files  Form  N-CR,  as  discussed 
below  in  section  III.F.  We  estimate  that 
a  fund  (besides  a  government  money 
market  fund  that  is  not  subject  to  the 
fees  and  gates  requirements  pursuant  to 
rule  2a-7(c)(2)(iii))  will  incur  average 
annual  costs  of  $319  to  comply  with 
these  disclosure  requirements.^“^^  We 
also  estimate  that  a  government  money 
market  fund  that  is  not  subject  to  the 
fees  and  gates  requirements  pursuant  to 
rule  2a-7(c)(2)(iii)  will  incur  average 
annual  costs  of  $160  to  comply  with 
these  disclosure  requirements. 

9.  Web  site  Disclosure 

a.  Daily  Disclosure  of  Daily  and  Weekly 
Liquid  Assets 

We  are  adopting,  as  proposed, 
amendments  to  rule  2a-7  that  require 
money  market  funds  to  disclose 
prominently  on  their  Web  sites  the 
percentage  of  the  fund’s  total  assets  that 
are  invested  in  daily  and  weekly  liquid 
assets,  as  of  the  end  of  each  business 
day  during  the  preceding  six 
months. The  amendments  we  are 
adopting  would  require,  as  proposed,  a 
fund  to  maintain  a  schedule,  chart, 
graph,  or  other  depiction  on  its  Web  site 
showing  historical  information  about  its 
investments  in  daily  liquid  assets  and 
weekly  liquid  assets  for  the  previous  six 


1047  This  figure  incorporates  the  costs  we 
estimated  for  each  fund  to  review  and  update  its 
registration  statement  disclosure  regarding 
historical  occasions  on  which  the  fund  has 
considered  or  imposed  liquidity  fees  or  gates,  and 
to  inform  investors  of  any  fees  or  gates  currently  in 
place  (as  appropriate)  or  the  transition  to  a  floating 
NAV  (as  appropriate)  by  means  of  a  prospectus 
supplement  (8159.5)  +  the  costs  we  estimated  for 
each  fund  to  review  and  update  its  registration 
statement  disclosure  regarding  historical  instances 
in  which  the  fund  has  received  financial  support 
from  a  sponsor  or  fund  affiliate  (8159.5)  =  8319.  The 
costs  associated  with  these  activities  are  all 
paperwork-related  costs  and  are  discussed  in  more 
detail  infra  at  section  IV.G. 

3048  This  figure  incorporates  the  costs  we 
estimated  for  each  fund  to  review  and  update  its 
registration  statement  disclosure  regarding 
historical  instances  in  which  the  fund  has  received 
financial  support  from  a  sponsor  or  fund  affiliate 
(approximately  8160).  The  costs  associated  with 
these  activities  are  all  paperwork-related  costs  and 
are  discussed  in  more  detail  infra  at  section  IV.G. 

See  rule  2a-7(a)(4).  As  proposed,  a  ’’business 
day,”  defined  in  rule  2a-7  as  "any  day,  other  than 
Saturday,  Sunday,  or  any  customary  business 
holiday,”  would  end  after  11:59  p.m.  on  that  day. 
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months, and  would  require  the  fund 
to  update  this  historical  information 
each  business  day,  as  of  the  end  of  the 
preceding  business  day.  Several 
commenters  supported  the  disclosure 
on  a  fund’s  Web  site  of  the  fund’s  daily 
liquid  assets  and  weekly  liquid 
assets.  Commenters  supporting  such 
disclosure  noted  that  daily  disclosure  of 
this  information  would  promote 
transparency  and  help  investors  better 
understand  money  market  fund 
risks. A  few  commenters  stated  that 
providing  this  information  could  help 
investors  evaluate  whether  a  fund  is 
positioned  to  meet  redemptions  or 
could  approach  a  threshold  where  a  fee 
or  gate  could  be  imposed. ^  number 
of  commenters  suggested  that  daily 
disclosure  likely  would  impose  external 
market  discipline  on  portfolio  managers 
and  encourage  careful  management  of 
daily  and  weekly  assets. Finally, 
several  commenters  indicated  that  many 
money  market  funds  are  already 
disclosing  such  information  on  either  a 
daily  or  a  weekly  basis,  a  fact  we  noted 
in  the  Proposing  Release. 

Other  commenters,  however,  opposed 
certain  aspects  of  the  proposed 
amendment.  Two  commenters  opposed 
daily  disclosure  of  this  information  and 
thought  the  information  could  be 
provided  on  a  weekly  basis. We 
disagree.  In  times  of  market  stress, 
money  market  funds  may  face  rapid, 
heavy  redemptions,  which  could 
quickly  affect  their  liquidity. ^057  Having 
daily  information  in  times  of  market 
stress  can  reduce  uncertainty,  providing 
investors  assurance  that  a  money  market 
fund  has  sufficient  liquidity  to 
withstand  the  potential  for  heavy 
redemptions.  One  commenter  opposed 

losopor  purposes  of  the  required  Web  site 
disclosure  of  daily  and  weekly  liquid  assets,  the  six- 
month  look-back  period  for  disclosure  would 
encompass  fund  data  that  occurs  prior  to  the 
compliance  date.  Accordingly,  if  a  fund  were  to 
update  its  Web  site  on  the  compliance  date  to 
include  the  required  schedule,  chart,  graph,  or  other 
depiction  showing  historical  data  for  the  previous 
six  months,  the  depiction  would  show  data  from  six 
months  prior  to  the  compliance  date.  See  infra  note 
2201. 

’“51  5gg_  g  g  _  Boston  Federal  Reserve  Comment 
Letter;  Oppenheimer  Comment  Letter;  Fidelity 
Comment  Letter. 

’052  Sgg_  g  g  ^  Oppenheimer  Comment  Letter; 
Blackrock  II  Comment  Letter;  Fidelity  Comment 
Letter. 

1053  5gg,  e  g  _  u.S.  Bancorp  Comment  Letter; 
Goldman  Sachs  Comment  Letter. 

’054  See,  e.g.,  ICl  Comment  Letter;  Dreyfus 
Comment  Letter;  American  Bankers  Ass’n  Comment 
Letter. 

’055Sgg_  g.g.^  U  S.  Bancorp  Comment  Letter; 
Blackrock  II  Comment  Letter;  J.P.  Morgan  Comment 
Letter. 

1056  Sgg  Schwab  Comment  Letter;  Federated  VIII 
Comment  Letter. 

’057  See  generally  DERA  Study,  supra  note  24,  at 
section  3. 


the  six-month  look-back  because  it 
would  require  a  restructuring  of  fund 
Web  sites  that  are  already  disclosing 
this  data.^°^®  We  recognize,  as  discussed 
below,  that  the  amendments  will 
impose  costs  on  funds.  We  believe, 
however,  that  it  is  important  for  funds 
to  provide  historical  information  for  the 
prior  six  months,  and  updating  such 
information  daily  will  help  investors 
place  current  information  in  context  and 
thus  have  a  more  complete  picture  of 
current  events. 

One  commenter  argued  that  daily 
disclosure  of  this  information  would  not 
be  meaningful  to  investors, while 
another  commenter  expressed  concern 
that  daily  disclosure,  in  combination 
with  discretionary  fees  and  gates,  could 
cause  reactionary  redemptions. We 
recognize  and  have  considered  the  risk 
that  daily  disclosure  of  weekly  liquid 
assets  and  daily  liquid  assets  could 
trigger  heavy  redemptions  in  some 
situations,  particularly  the  risk  of  pre¬ 
emptive  redemptions  in  anticipation  of 
a  potential  fee  or  gate.  However,  as 
discussed  in  detail  above,  the  board’s 
discretion  to  impose  a  fee  or  a  gate, 
among  other  things,  mitigates  the 
concern  that  investors  will  be  able  to 
accurately  predict  such  an  event  which 
in  turn  would  lead  them  to  pre¬ 
emptively  withdraw  their  assets  from 
the  fund.^°®^  In  addition,  as  discussed 
above,  other  aspects  of  today’s 
amendments  further  mitigate  the  risks  of 
pre-emptive  runs.  We  believe  that  daily 
disclosure  of  weekly  liquid  assets  and 
daily  liquid  assets  ultimately  benefits 
investors  and  could  both  increase 
stability  and  decrease  risk  in  the 
financial  markets. ’<^^2  as  mentioned 
above,  while  there  is  a  potential  for 
heavy  redemptions  in  response  to  a 
decrease  in  liquidity,  the  increased 
transparency  could  reduce  run  risk  in 
cases  where  it  shows  investors  that  a 
fund  has  sufficient  liquidity  to 
withstand  market  stress  events.  We  also 
agree  with  commenters  and  believe  that 
daily  disclosure  will  increase  market 
discipline,  which  could  ultimately  deter 
situations  that  could  lead  to  heavy 

redemptions. Also,  as  noted 

elsewhere  in  this  Release,  we  believe 

’<’56  See  UBS  Comment  Letter. 

’050  See  Schwab  Comment  Letter. 

’060  See  Federated  VIII  Comment  Letter;  see  also 
supra  section  III.A.l.c.i. 

’06’  See  supra  note  171  and  accompanying  text. 

’062  Although  not  a  principal  basis  for  our 
decision,  we  note  that  certain  literature  suggests 
that  suspensions  of  withdrawals  can  prevent  bank 
runs.  See,  e.g..  Diamond,  Douglas  W.,  Spring  2007, 
“Banks  and  Liquidity  Creation:  A  Simple 
Exposition  of  the  Diamond-Dybvig  Model,” 
Economic  Quarterly,  Volume  93,  Number  2,  189- 
200. 

’063  See  supra  note  1054. 


that  the  reforms  we  are  adopting 
concerning  fees  and  gates  are  a  tool  for 
handling  heavy  redemptions  once  they 
occur.  Finally,  we  note  that  several 
funds  have  already  voluntarily  begun 
disclosing  liquidity  information  on  their 
Web  sites. 

A  few  commenters  also  believed  that 
the  proposed  disclosures  should  apply 
only  to  stable  NAV  funds. \/\Jq 
disagree  with  these  commenters.  We 
believe  that  the  benefits  we  discuss 
throughout  this  section  regarding 
disclosure  apply  regardless  of  whether  a 
fund  has  a  stable  or  floating  NAV.  As  we 
have  noted  in  several  instances,  a 
floating  NAV  may  reduce  but  does  not 
eliminate  the  risk  of  heavy  redemptions 
if  the  fund  comes  under  stress.  Liquidity 
information  can  help  investors 
understand  a  fund’s  ability  to  withstand 
heavy  redemptions.  Additionally,  this 
information  is  relevant  to  investors  to 
understand  the  potential  for  either  a 
floating  NAV  fund  or  a  stable  NAV  fund 
to  impose  a  fee  or  a  gate.  We  also 
believe  that  it  is  important  for  all  money 
market  funds,  both  floating  NAV  funds 
and  stable  NAV  funds,  to  disclose 
liquidity  information  so  that  investors 
will  easily  be  able  to  compare  this  data 
point,  which  could  be  seen  as  a  risk 
metric,  across  funds  when  making 
investment  decisions  among  types  of 
money  market  funds  [e.g.,  comparing  an 
institutional  prime  money  market  fund 
to  a  government  money  market  fund),  as 
well  as  between  money  market  funds  of 
the  same  type  [e.g.,  comparing  two 
government  money  market  funds). 

We  continue  to  oelieve  that  daily  Web 
site  disclosure  of  a  fund’s  daily  liquid 
assets  and  weekly  liquid  assets  will 
increase  transparency  and  enhance 
investors’  understanding  of  money 
market  fund  risks.  This  disclosure  will 
help  investors  understand  how  funds 
are  managed,  as  well  as  help  them 
monitor,  in  near  real-time,  a  fund’s 
ability  to  satisfy  redemptions  in  various 
market  conditions,  including  episodes 
of  market  turbulence.  We  also  agree 
with  commenters  and  believe  that  this 
disclosure  will  encourage  market 
discipline  on  fund  managers.^*^®®  In 
particular,  we  believe  that  this 
disclosure  will  encourage  fund 
managers  to  manage  the  fund’s  liquidity 
in  a  manner  that  makes  it  less  likely  that 
the  fund  crosses  a  threshold  where  a  fee 
or  gate  could  be  imposed,  and  also 
discourage  month-end  “window 
dressing’’  (in  this  context,  the  practice 

’'’5^  See,  e.g.,  BlackRock  II  Comment  Letter; 

Boston  Federal  Reserve  Comment  Letter. 

’665  See,  e.g.,  Legg  Mason  &  Western  Asset 
Comment  Letter;  ICI  Comment  Letter;  IDC  Comment 
Letter. 

’666  Sec  supra  note  1 054. 
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of  periodically  increasing  the  daily 
liquid  assets  and/or  weekly  liquid  assets 
in  a  fund’s  portfolio,  such  that  the 
fund’s  month-end  reporting  will  reflect 
certain  liquidity  levels,  and  then 
decreasing  the  fund’s  investment  in 
such  assets  shortly  after  the  fund’s 
month-end  reporting  calculations  have 
been  made). 

b.  Daily  Disclosure  of  Net  Shareholder 
Flows 

We  are  also  adopting,  as  proposed, 
amendments  to  rule  2a-7  that  require 
money  market  funds  to  disclose 
prominently  on  their  Web  sites  the 
fund’s  daily  net  inflows  or  outflows,  as 
of  the  end  of  the  previous  business  day, 
during  the  preceding  six  months.  As 
proposed,  the  amendments  we  are 
adopting  would  require  a  fund  to 
maintain  a  schedule,  chart,  graph,  or 
other  depiction  on  its  Web  site  showing 
historical  information  about  its  net 
inflows  or  outflows  for  the  prewous  six 
months, and  would  require  the  fund 
to  update  this  historical  information 
each  business  day,  as  of  the  end  of  the 
preceding  business  day.  One  commenter 
expressed  support  for  daily  disclosure 
of  a  fund’s  net  inflows  and  outflows, 
though  it  opposed  the  requirement  to 
report  and  continually  update  historical 
information. Several  commenters 
objected  to  Web  site  disclosure  of  net 
shareholder  flows,  noting  that  money 
market  funds  often  have  large  inflows 
and  outflows  as  a  normal  course  of 
business,  and  these  flows  are  often 
anticipated. A  number  of 
commenters  suggested  that  shareholders 
could  misinterpret  large  inflows  and 
outflows  as  a  sign  of  stress  even  if  the 
flows  are  anticipated  and  the  fund’s 
liquidity  is  adequate  to  handle  them.^“^’ 
Two  commenters  also  expressed 
concern  that  a  large  net  inflow  or 
outflow  could  signal  to  the  market  that 
the  money  market  fund  would  need  to 
buy  or  sell  securities  in  the  market, 
potentially  facilitating  front  running. 

We  continue  to  believe  that  daily 
disclosure  of  net  inflows  or  outflows 
will  provide  beneficial  information  to 


’“<57  See  rule  2a-7(h)(10)(ii);  see  also  supra  note 
1049. 

1068  For  purposes  of  the  required  Web  site 
disclosure  of  net  fund  inflows  or  outflows,  the  six- 
month  look-back  period  for  disclosure  would 
encompass  fund  data  that  occurs  prior  to  the 
compliance  date.  See  supra  note  1050. 

1069  5gg  UBS  Comment  Letter. 

’070  See  Federated  VIII  Comment  Letter;  Vanguard 
Comment  Letter;  U.S.  Bancorp  Comment  Letter; 

Legg  Mason  &  Western  Asset  Comment  Letter;  IDC 
Comment  Letter. 

’071  See  U.S.  Bancorp  Comment  Letter;  Blackrock 
II  Comment  Letter;  Dreyfus  Comment  Letter. 

’072  See  ici  Comment  Letter;  Legg  Mason  & 
Western  Asset  Comment  Letter. 


shareholders,  and  thus  we  are  adopting 
this  requirement  as  proposed.  In  our 
view,  information  on  shareholder 
redemptions  can  help  provide  important 
context  to  data  regarding  the  funds’ 
liquidity,  as  a  fund  that  is  experiencing 
increased  outflow  volatility  will  require 
greater  liquidity.  We  understand,  as 
commenters  pointed  out,  that  many 
funds  can  experience  periodic  and 
expected  large  net  inflows  or  outflows 
on  a  regular  basis.  We  believe  that 
disclosure  of  this  information  over  a 
rolling  six-month  period,  however,  will 
mitigate  the  risk  that  investors  will 
misinterpret  this  information. 
Information  about  the  historical  context 
of  fund  inflows  and  outflows,  which 
funds  can  include  on  their  Web  sites, 
should  help  investors  distinguish 
between  periodic  large  outflows  that  can 
occur  in  the  normal  course  from  periods 
of  increased  volatility  in  shareholder 
flow.  Finally,  we  are  not  persuaded  by 
commenters  who  suggested  that 
information  regarding  net  shareholder 
flows  will  promote  front-running 
because  we  believe  that  front-running 
concerns  are  not  especially  significant 
for  money  market  funds  on  account  of 
the  specific  characteristics  of  these 
funds  and  their  holdings. 

c.  Daily  Disclosure  of  Current  NAV 

We  are  adopting,  as  proposed, 
amendments  to  rule  2a-7  that  would 
require  each  money  market  fund  to 
disclose  daily,  prominently  on  its  Web 
site,  the  fund’s  current  NAV  per  share 
(calculated  based  on  current  market 
factors),  rounded  to  the  fourth  decimal 
place  in  the  case  of  a  fund  with  a 
$1.0000  share  price  or  an  equivalent 
level  of  accuracy  for  funds  with  a 
different  share  price  (the  fund’s 
“ciurent  NAV”)  as  of  the  end  of  the 
previous  business  day  during  the 
preceding  six  months.^°^^  The 
amendments  require  a  fund  to  maintain 
a  schedule,  chart,  graph,  or  other 
depiction  on  its  Web  site  showing 
historical  information  about  its  daily 
current  NAV  per  share  for  the  previous 


’0^3  See,  e.g.,  Investment  Company  Institute, 
Report  of  the  Money  Market  Working  Group,  at  93 
(Mar.  17,  2009),  available  athtXp://www.ici.orglpdf/ 
ppr_09_mmwg.pdf  (“Because  of  the  specific 
characteristics  of  money  market  funds  and  their 
holdings  .  .  .  the  frontrunning  concerns  are  far  less 
significant  for  this  type  of  fund.  For  example, 
money  market  funds’  holdings  are  by  definition 
verj'  short-term  in  nature  and  therefore  would  not 
lend  themselves  to  frontrunning  by  those  who  may 
want  to  profit  by  trading  in  a  money  market  fund’s 
particular  holdings.  Rule  2a-7  also  restricts  the 
universe  of  Eligible  Securities  to  such  an  extent  that 
front  running,  to  the  extent  it  exists  at  all,  tends  to 
be  immaterial  to  money  market  fund 
performance.’’). 

’“’’^E.g.,  810,000  or  8100.00  per  share. 

’"^5  See  rule  2a-7(h)(10)(iii). 


six  months,^ and  would  require  the 
fund  to  update  this  historical 
information  each  business  day  as  of  the 
end  of  the  preceding  business  day.’^^^ 
These  amendments  complement  the 
current  requirement  for  a  money  market 
fund  to  disclose  its  shadow  price 
monthly  on  Form  N-MFP  (broken  out 
weekly).’®^®  Disclosing  the  NAV  per 
share  to  the  fourth  decimal  would 
conform  to  the  precision  of  NAV 
reporting  that  funds  will  be  required  to 
report  on  Form  N-MFP  and  to  what 
many  funds  are  currently  voluntarily 
disclosing.^®^^ 

Several  commenters  supported  the 
proposed  disclosure  requirement  of 
funds’  current  NAV  per  share.  These 
commenters  suggested  that  daily 
disclosure  of  the  current  NAV  per  share 
would  increase  transparency  and 
investor  understanding  of  money  market 
funds. One  commenter  noted  that 
the  disclosure  could  impose  discipline 
on  portfolio  managers,  preventing,  for 
example,  month-end  “window 
dressing.”  i®®!  Finally,  as  we  noted  in 
the  Proposing  Release,  several 
commenters  indicated  that  many  money 
market  funds  are  already  disclosing 
such  information  on  either  a  daily  or  a 
weekly  basis. ^°®2 

Some  commenters  opposed  certain 
aspects  or  questioned  the  usefulness  of 
the  proposed  disclosure  requirement. 
One  commenter  believed  that  frequent 
publication  of  a  fund’s  current  NAV  per 
share  would  increase  the  risk  of  heavy 
redemptions  for  stable  NAV  funds 
during  a  period  of  market  stress,  noting 
the  incentive  for  investors  to  redeem  if 
they  see  the  shadow  price  fall.^®®®  We 
recognize  and  have  considered  the  risk 
that  dail}’  disclosure  of  the  current  NAV 
per  share  could  encourage  heavy 
redemptions  when  it  declines.  We 
believe,  however,  that  daily  disclosure 
will  not  lead  to  significant  redemptions 
and  could,  as  we  describe  below,  both 


’o76For  purposes  of  the  required  Web  site 
disclosure  of  the  fund’s  current  NAV  per  share,  the 
six-month  look-back  period  for  disclosure  would 
encompass  fund  data  that  occurs  prior  to  the 
compliance  date.  See  supra  note  1050. 

‘‘077  See  supra  note  1049. 

^°7b  ggg  infra  section  III.G.l.b. 

’079  See  infra  note  1087  and  accompanying  text. 

’OBoggg^  e.g.,  MFDF  Comment  Letter;  Blackrock  II 
Comment  Letter. 

’08’  See  J.P.  Morgan  Comment  Letter. 

’082  See,  e.g.,  U.S.  Bancorp  Comment  Letter; 
Blackrock  II  Comment  Letter;  J.P.  Morgan  Comment 
Letter.  But  see  Federated  VIII  Comment  Letter 
(noting  that  it  has  not  received  many  “hits”  on  its 
Web  site  after  it  began  voluntarily  posting 
information  about  the  current  market-based  NAV 
per  share  of  its  funds,  suggesting  that  allowing 
market  forces  to  determine  when  such  disclosure  is 
valuable  to  investors  is  preferable  to  a  “one  size  fits 
all”  regulation). 

’083  5gg  HSBC  Comment  Letter. 
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increase  stability  and  decrease  risk  in 
the  financial  markets. In  particular, 
we  believe  that  greater  transparency 
regarding  the  current  and  historical 
NAV  per  share  could  help  investors 
better  assess  the  effects  of  market  events 
on  a  fund’s  NAV  and  understand  the 
context  of  a  fund’s  principal  stability 
during  particular  market  stresses.  For 
example,  if  an  investor  believes  the 
values  of  one  or  more  securities  held  by 
a  fund  are  impaired,  but  does  not  see 
that  impairment  reflected  in  the  NAV 
because  it  is  only  required  to  be 
disclosed  once  a  month,  they  may  sell 
their  shares  in  the  funds  even  though 
there  is  no  actual  impairment.  Lack  of 
transparency  was  one  of  the  reasons 
cited  in  the  DERA  Study  as  a  possible 
explanation  for  the  large  redemption 
activity  during  the  financial  crisis.^ 

As  one  commenter  noted,  such 
disclosure  could  allay  concerns  about 
how  a  money  market  fund  might  be 
affected  by  the  occurrence  of  negative 
market  events.’ We  also  believe  that 
daily  disclosure  will  increase  market 
discipline,  which  could  ultimately  deter 
heavy  redemptions.  Also,  as  noted 
elsewhere  in  this  Release,  we  believe 
that  the  reforms  we  are  adopting 
concerning  fees  and  gates  are  a  tool  for 
handling  heavy  redemptions  when  they 
occur,  Finally,  we  note  that  many  frmds 
have  voluntarily  begun  disclosing 
information  about  their  current  market- 
based  NAV  per  share  on  their  Web  sites, 
and  such  disclosures  have  not  led  to 
significant  redemptions. 

As  with  the  proposed  requirement 
regarding  daily  disclosure  of  liquidity 
levels,  several  commenters  supported 
daily  disclosure  of  a  fund’s  current  NAV 
per  share  only  for  stable  NAV  funds. 

We  disagree  with  commenters  who 
suggested  that  daily  Web  site  disclosure 
of  the  current  NAV  per  share  would 
only  be  useful  for  shareholders  of  stable 
NAV  funds.  We  believe  that  the  benefits 
we  discuss  above  regarding  disclosure 
apply  regardless  of  whether  a  fund  has 
a  stable  or  floating  NAV.  For  example. 


1084  por  a  discussion  of  how  disclosure  of  a  fund’s 
daily  liquid  assets  and  weekly  liquid  assets  could 
similarly  increase  stability  and  decrease  risk  in  the 
financial  markets,  see  supra  notes  1062-1064  and 
accompanying  text. 

1085  Sgg  dERA  Study,  supra  note  24. 

1086  5ge  Goldman  Sachs  Comment  Letter. 

1087  A  number  of  large  fund  complexes  have 
begun  (or  plan)  to  disclose  daily  money  market 
fund  market  valuations  (j.e.,  shadow  prices), 
including  BlackRock,  Charles  Schwab,  Federated 
Investors,  Fidelity  Investments,  Goldman  Sachs,  J.P. 
Morgan,  Reich  &  Tang,  and  State  Street  Global 
Advisors.  See,  e.g.,  Money  Funds’  New  Openness 
Unlikely  to  Stop  Regulation,  WALL  ST.  J.  (Jan.  30, 
2013). 

1088  g  Legg  Mason  &  Western  Asset 
Comment  Letter;  ICI  Comment  Letter;  IDC  Comment 
Letter. 


we  believe  that  it  is  important  for  all 
money  market  funds,  both  floating  NAV 
funds  and  stable  NAV  funds,  to  disclose 
NAV  information  so  that  investors  will 
easily  be  able  to  compare  this  data 
point,  which  could  be  seen  as  a  risk 
metric,  across  funds  when  making 
investment  decisions  among  types  of 
money  market  funds  [e.g.,  comparing  an 
institutional  prime  money  market  fund 
to  a  government  money  market  fund),  as 
well  as  between  money  market  funds  of 
the  same  type  (e.g.,  comparing  two 
institutional  prime  money  market 
funds).  The  disclosure  of  the  current 
NAV  per  share  will  enhance  investors’ 
understanding  of  money  market  funds 
and  their  inherent  risks  and  allow 
investors  to  invest  according  to  their 
risk  preferences.  This  information  will 
make  changes  in  a  money  market  fund’s 
market-based  NAV  a  regularly 
observable  occurrence,  which  could 
promote  investor  confidence  and 
generally  provide  investors  with  a 
greater  understanding  of  the  money 
market  funds  in  which  they  invest. 

We  note  that  this  disclosure  could  make 
floating  NAV  money  market  funds 
appear  to  be  volatile  compared  to 
alternatives  like  ultra-short  bond  funds, 
which  are  registered  mutual  funds  that 
transact  at  three  decimal  places  (and 
disclosure  of  these  alternative  funds’ 
NAV  per  share,  consequently,  would 
likewise  show  three  and  not  four 
decimal  places). It  is  possible  that 
investors  might  be  incentivized  to  move 
their  money  to  these  alternatives 
because  they  appear  more  stable  than 
money  market  funds.’ 

The  Commission  continues  to  believe 
that  requiring  each  fund  to  disclose 
daily  its  current  NAV  per  share  and  also 
to  provide  six  months  of  historical 
information  about  its  current  NAV  per 
share  will  increase  money  market  funds’ 
transparency  and  permit  investors  to 
better  understand  money  market  funds’ 
risks.  This  information  will  permit 
shareholders  to  reference  funds’  current 
NAV  per  share  in  near  real  time  to 


1089  See  J.P.  Morgan  Comment  Letter;  BlackRock 
II  Comment  Letter. 

^ 090 But  see  supra  note  521  and  accompanying 
text  (discussing  staff  analysis  showing  that, 
historically,  over  a  twelve-month  period,  100%  of 
ultra-short  bond  funds  have  fluctuated  in  price 
(using  10  basis  point  rounding),  compared  with 
53%  of  money  market  funds  that  have  fluctuated  in 
price  (using  basis  point  rounding)). 

1091  See  infra  section  IIl.K,  for  an  in-depth 
discussion  about  the  macroeconomic  consequences 
of  the  amendments,  including  the  extent  to  which 
the  requirements  for  institutional  prime  funds  to 
transact  at  prices  rounded  to  the  fourth  decimal 
place  (and  also,  like  all  money  market  funds, 
disclose  their  current  NAV  to  the  fourth  decimal 
place  each  day)  could  cause  investors  to  reallocate 
their  investments  to  alternatives  outside  the  money 
market  fund  industry. 


assess  the  effect  of  market  events  on 
funds’  portfolios,  and  will  also  provide 
investors  the  ability  to  discern  trends 
through  the  provision  of  the  six  months 
of  historical  data.’o^^  while  some 
historical  data  regarding  the  current 
NAV  per  share  will  be  available  through 
monthly  N-MFP  filings, we  believe 
that  requiring  funds  to  place  this  data 
on  the  fund’s  Web  site  will  allow 
investors  to  consider  this  information  in 
a  more  convenient  and  accessible 
format.  In  addition  to  increasing 
investors’  understanding  of  money 
market  funds’  risks,  we  believe  that  this 
disclosure  will  encourage  market 
discipline  on  fund  managers,  and 
particularly  discourage  month-end 
“window  dressing.’’ 

d.  Daily  Calculation  of  Current  NAV  per 
Share  for  Stable  Value  Money  Market 
Funds 

We  are  adopting,  generally  as 
proposed,  amendments  to  rule  2a-7  that 
would  require  stable  value  money 
market  funds  to  calculate  the  fund’s 
current  NAV  per  share  (which  the  fund 
must  calculate  based  on  current  market 
factors  before  applying  the  amortized 
cost  or  penny-rounding  method,  if 
used),  rounded  to  the  fourth  decimal 
place  in  the  case  of  funds  with  a 
$1.0000  share  price  or  an  equivalent 
level  of  accuracy  for  funds  with  a 
different  share  price  (e.g.,  $10,000  per 
share)  as  of  the  end  of  each  business 
day. ’09’’  Rule  2a-7  currently  requires 


1092  Qne  commenter  opposed  the  disclosure  of  six 
months  of  historical  information  about  a  fund’s 
current  NAV  per  share  because  it  would  require  a 
restructuring  of  fund  Web  sites  that  are  already 
disclosing  data.  See  UBS  Comment  Letter.  We 
estimate  the  costs  of  modifications  to  fund  Web 
sites  in  the  Economic  Analysis  section  infra. 

’993  See  infra  note  1179  and  accompanying  text 
(discussing  our  expectation  that  money  market 
funds  will  be  able  generally  to  use  the  same 
software  or  service  providers  to  calculate  the  fund’s 
current  NAV  per  share  daily  that  they  presently  use 
to  prepare  and  file  Form  N-MFP). 

’094  See  rule  2a-7(h)(10)(iii);  see  also  text 
accompanying  supra  note  1074  for  definition  of 
“current  NAV.”  Under  rule  2a-7  as  amended,  a 
floating  NAV  money  market  fund  is  required,  like 
any  mutual  fund  not  regulated  under  rule  2a-7,  to 
price  its  securities  at  the  current  NAV  by  valuing 
its  portfolio  instruments  at  market  value  or,  if 
market  quotations  are  not  readily  available,  at  fair 
value  as  determined  in  good  faith  by  the  fund’s 
board  of  directors.  See  rule  2a-7(c)(l);  section 
2(a)(41)(B);  rules  2a-4  and  22c-l;  see  also  supra 
note  5  and  accompanying  text.  In  addition,  under 
rule  2a-7  as  amended,  a  floating  NAV  money 
market  fund  is  required  to  compute  its  price  per 
share  for  purposes  of  distribution,  redemption,  and 
repurchase  by  rounding  the  fund’s  current  NAV  per 
share  to  a  minimum  of  the  fourth  decimal  place  in 
the  case  of  a  fund  with  a  SI  .0000  share  price  or  an 
equivalent  or  more  precise  level  of  accuracy  for 
money  market  funds  with  a  different  share  price 
(e.g.,  SIO.OOO  per  share,  or  SIOO.OO  per  share).  See 
rule  2a-7(c)(l)(ii).  Therefore,  we  did  not  propose 
amendments  to  rule  2a-7  that  would  specifically 
require  floating  NAV  money  market  funds  to 
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money  market  funds  to  calculate  the 
fund’s  NAV  per  share,  using  available 
market  quotations  (or  an  appropriate 
substitute  that  reflects  current  market 
conditions),  at  such  interv^als  as  the 
board  of  directors  determines 
appropriate  and  reasonable  in  light  of 
current  market  conditions.’ We 
believe  that  daily  disclosure  of  money 
market  funds’  current  NAV  per  share 
would  increase  money  market  funds’ 
transparency  and  permit  investors  to 
better  understand  money  market  funds’ 
risks,  and  thus  we  are  adopting 
amendments  to  rule  2a-7  that  would 
require  this  disclosure. Because  we 
are  requiring  money  market  funds  to 
disclose  their  current  NAV  daily  on  the 
fund  Web  site,  we  correspondingly  are 
amending  rule  2a-7  to  require  funds  to 
make  this  calculation  as  of  the  end  of 
each  business  day,  rather  than  at  the 
board’s  discretion.  We  received  no 
comments  on  this  calculation 
requirement  separate  from  comments  on 
the  related  current  NAV  disclosure 
requirement.  As  discussed  above,  many 
money  market  funds  already  calculate 
and  disclose  their  current  NAV  on  a 
daily  basis,  and  thus  we  do  not  expect 
that  requiring  all  money  market  funds  to 
perform  a  daily  calculation  should 
entail  significant  additional  costs.”’®’’ 


calculate  their  current  NAV  per  share  daily,  because 
these  funds  already  would  be  required  to  calculate 
their  current  NAV  in  order  to  price  and  sell  their 
seciu-ities  each  day.  As  proposed,  rule  2a-7  as 
amended  would  have  permitted  stable  value  funds 
to  compute  their  current  price  per  share,  for 
purposes  of  distribution,  redemption,  and 
repurchase,  by  use  of  the  penny-rounding  method 
but  not  the  amortized  cost  method.  See  Proposing 
Release,  supra  note  25,  at  n.l70.  Therefore,  the 
proposed  daily  current  NAV  calculation 
requirement  would  have  specified  that  stable  value 
funds  calculate  their  current  NAV  per  share  based 
on  current  market  factors  before  applying  the  penny 
rounding  method.  As  adopted,  rule  2a-7  permits 
stable  value  funds  to  compute  their  current  price 
per  share,  for  purposes  of  distribution,  redemption, 
and  repurchase,  by  use  of  the  amortized  cost 
method  and/or  the  penny  rounding  method.  See 
rule  2a-7(c)(l)(i).  Therefore,  the  daily  calculation 
requirement  we  are  adopting,  as  discussed  in  this 
section  lll.E.Q.d,  specifies  that  stable  value  funds 
calculate  their  current  NAV  per  share  based  on 
current  market  factors  before  applying  the 
amortized  cost  or  penny-rounding  method.  See  rule 
2a-7(c)(lKi). 

1005  Current  rule  2a-7{c)(l).  As  adopted  today. 
Items  A. 20  and  B.5  of  Form  N-MFP  will  require 
money  market  funds  to  provide  NAV  data  as  of  the 
close  of  business  on  each  Friday  dining  the  month 
reported. 

1096  See  supra  section  I1I.E.9.C. 

’"®^See  supra  note  1082  and  accompanying  text. 
The  costs  for  those  funds  that  do  not  already 
calculate  and  disclose  their  market-based  NAV  on 
a  daily  basis  are  discussed  in  detail  below.  See  infra 
note  1179  and  accompanj’ing  text. 


e.  Harmonization  of  Rule  2a-7  and  Form 
N-MFP  Portfolio  Holdings  Disclosure 
Requirements 

Money  market  funds  are  currently 
required  to  file  information  about  the 
fund’s  portfolio  holdings  on  Form  N- 
MFP  within  five  business  days  after  the 
end  of  each  month,  and  to  disclose 
much  of  the  portfolio  holdings 
information  that  Form  N-MFP  requires 
on  the  fund’s  Web  site  each  month  with 
60-day  delay.  We  are  adopting 
amendments  to  rule  2a-7  in  order  to 
harmonize  the  specific  portfolio 
holdings  information  that  rule  2a-7 
currently  requires  funds  to  disclose  on 
the  fund’s  Web  site  with  the 
corresponding  portfolio  holdings 
information  required  to  be  reported  on 
Form  N-MFP  pursuant  to  amendments 
to  Form  N-MFP,  with  changes  to 
conform  to  modifications  we  are  making 
to  Form  N-MFP  from  the  proposal.  We 
believe  that  these  amendments  will 
benefit  money  market  fund  investors  by 
providing  additional,  and  more  precise, 
information  about  portfolio  holdings, 
which  should  allow  investors  to  better 
evaluate  the  current  risks  of  the  fund’s 
portfolio  investments. 

Specifically,  in  a  change  from  the 
proposal,  we  are  adopting  amendments 
to  the  categories  of  portfolio 
investments  reported  on  Form  N-MFP, 
and  are  therefore  also  adopting 
conforming  amendments  to  the 
categories  of  portfolio  investments 
currently  required  to  be  reported  on  a 
money  market  fund’s  Web  site.’®®®  We 
are  adopting,  as  proposed,  an 
amendment  to  Form  N-MFP  that  would 
require  funds  to  report  the  maturity  date 
for  each  portfolio  security  using  the 
maturity  date  used  to  calculate  the 
dollar-weighted  average  life  maturity, 
and  therefore  we  are  also  adopting,  as 
proposed,  conforming  amendments  to 
the  current  Web  site  disclosure 
requirements  regarding  portfolio 
securities’  maturity  dates.’®®®  Currently, 
we  do  not  require  funds  to  disclose  the 
market-based  value  of  portfolio 
securities  on  the  fund’s  Web  site, 
because  doing  so  would  disclose  this 
information  prior  to  the  time  the 
information  becomes  public  on  Form  N- 
MFP  (because  of  the  current  60-day 
delay  before  Form  N-MFP  information 
becomes  publicly  available).  Because  we 
are  removing  this  60-day  delay,  we  are 
also  requiring  funds  to  make  the  market- 
based  value  of  their  portfolio  securities 
available  on  the  fund  Web  site  at  the 
same  time  that  this  information  becomes 


io98§ggj.uie  2a-7(h)(10)(i)(B);  Form  N-MFP,  Item 
C.6. 

’099  See  rule  2a-7(h)(10)(i)(B):  Form  N-MFP,  Item 
C.12. 


public  on  Form  N-MFP.”®®  One 
commenter  supported  the  proposed 
amendments  to  harmonize  portfolio 
information  on  Form  N-MFP  and 
information  that  funds  disclose  on  their 
Web  sites.”®’ 

The  information  that  money  market 
funds  currently  are  required  to  disclose 
about  the  fund’s  portfolio  holdings  on 
the  fund’s  Web  site  includes,  with 
respect  to  each  security  held  by  the 
money  market  fund,  the  security’s 
amortized  cost  value. ”®2  As  part  of  the 
reforms  to  rule  2a-7,  we  proposed  to 
eliminate  the  use  of  the  amortized  cost 
valuation  method  for  stable  value 
money  market  funds,  and  to  correspond 
with  that  elimination,  we  also  proposed 
to  remove  references  to  amortized  cost 
from  Form  N-MFP.”®®  To  harmonize 
the  Web  site  disclosure  of  funds’ 
portfolio  holdings  with  these  changes  to 
Form  N-MFP,  we  additionally  proposed 
amendments  to  the  current  requirement 
for  funds  to  disclose  the  amortized  cost 
value  of  each  portfolio  security;  instead, 
funds  would  be  required  to  disclose  the 
“value”  of  each  portfolio  security.”®'’ 

As  discussed  previously  in  section 
III. B.5,  the  final  amendments  will 
permit  the  continued  use  of  the 
amortized  cost  valuation  method  for 
stable  value  money  market  funds,  and 
therefore  to  conform  the  changes  to 
Form  N-MFP  to  the  final  amendments 
to  rule  2a-7,  we  are  not  adopting  certain 
proposed  Form  N-MFP  amendments 
that  would  have  removed  references  to 
the  amortized  cost  of  securities  in 
certain  existing  items.”®®  However,  as 
proposed,  we  are  amending  Items  13 
and  41  of  Form  N-MFP  by  replacing 
amortized  cost  with  “value”  as  defined 
in  section  2 (a) (41)  of  the  Act  (generally 
the  market-based  value  but  can  also  be 
the  amortized  cost  value,  as 
appropriate),”®®  and  therefore  we  are 
also  adopting,  as  proposed,  the 
requirement  for  funds  to  disclose  the 
“value”  (and  not  specifically  the 
amortized  cost  value)  of  each  portfolio 
security  on  the  fund’s  Web  site.  Because 
the  new  information  that  a  fund  will  be 
required  to  present  on  its  Web  site 
overlaps  with  the  information  that  a 
fund  will  be  required  to  disclose  on 
Form  N-MFP,  we  anticipate  that  the 
costs  a  fund  will  incur  to  draft  and 
finalize  the  disclosure  that  will  appear 
on  its  Web  site  will  largely  be  incurred 


”«oSee  rule  2a-7(h)(10)(i)(B). 

See  ICl  Comment  Letter. 

”“2  See  current  rule  2a-7(c)(12)(ii)(H). 

”03  See  Proposing  Release,  supra  note  25,  at 
section  III.H. 

’’O'*  See  id. 

”05  See  infra  section  III.G.l.a. 

”00  See  infra  note  1446  and  accompanying  text. 
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when  the  fund  files  Form  N-MFP,  as 
discussed  below  in  section  III.G.no^ 

f.  Disclosure  of  the  Imposition  of 
Liquidity  Fees  and  Gates 

We  are  adopting,  largely  as  proposed, 
an  amendment  to  rule  2a-7  that  requires 
a  fund  to  post  prominently  on  its  Web 
site  certain  information  that  the  fund  is 
required  to  report  to  the  Commission  on 
Form  N-CR  regarding  the 
imposition  of  liquidity  fees,  temporary 
suspension  of  fund  redemptions,  and 
the  removal  of  liquidity  fees  and/or 
resumption  of  fund  redemptions. 

The  amendment  requires  a  fund  to 
include  this  Web  site  disclosure  on  the 
same  business  day  as  the  fund  files  an 
initial  report  with  the  Commission  in 
response  to  any  of  the  events  specified 
in  Parts  E,  F,  and  G  of  Form  N-CR,^^^° 
and,  with  respect  to  any  such  event,  to 
maintain  this  disclosure  on  its  Web  site 
for  a  period  of  not  less  than  one  year 
following  the  date  on  which  the  fund 
filed  Form  N-CR  concerning  the 
event."*^^^  This  amendment  requires  a 


1107  This  disclosure  may  largely  duplicate  the 
Form  N-MFP  filing,  but  merely  providing  a  link  to 
the  EDGAR  N-MFP  filing  of  this  data  would  not 
suffice  to  meet  this  requirement.  We  understand 
that  investors  have,  in  past  years,  become 
accustomed  to  obtaining  money  market  fund 
information  on  funds’  Web  sites  [see  infra  note  1123 
and  accompanying  text),  and  providing  the 
disclosure  directly  on  a  fund’s  Web  site  would 
permit  these  investors  to  view  this  information  in 
conjunction  with  other  required  Web  site  disclosiue 
about  the  fund’s  liquidity  and  current  net  asset 
value  (see  rule  2a-7(h)(10)(ii)  and  (iii))  without  the 
need  to  independently  locate  and  consolidate  the 
information  provided  by  this  disclosure. 

”08  See  infra  section  IIl.F. 

j-uig  2a-7(h)(10)(v);  Form  N-CR  Parts  E, 

F,  and  G;  see  also  infra  section  IIl.F  (discussing 
Form  N-CR  requirements).  With  respect  to  the 
events  specified  in  Part  E  of  Form  N-CR 
(imposition  of  a  liquidity  fee)  and  Part  F  of  Form 
N-CR  (suspension  of  fund  redemptions),  a  fund  is 
required  to  post  on  its  Web  site  only  the 
preliminary'  information  required  to  be  filed  on 
Form  N-CR  on  the  first  business  day  following  the 
triggering  event.  See  Instructions  to  Form  N-CR 
Parts  E  and  F.  A  link  to  the  EDGAR  N-CR  filing 
would  not  suffice  to  meet  this  requirement.  We 
understand  that  investors  have,  in  past  years, 
become  accustomed  to  obtaining  money  market 
fund  information  on  funds’  Web  sites  (see  infra  note 
1123  and  accompanying  text),  and  providing  the 
disclosure  directly  on  a  fund’s  Web  site  would 
permit  these  investors  to  view  this  information  in 
conjunction  with  other  required  Web  site  disclosure 
about  the  fund’s  liquidity  and  current  net  asset 
value  (see  rule  2a-7(h)(10)(ii)  and  (iii))  without  the 
need  to  independently  locate  and  consolidate  the 
information  provided  by  this  disclosure. 

’”“A  fund  must  file  an  initial  report  on  Form  N- 
CR  in  response  to  any  of  the  events  specified  in 
Parts  E,  F,  or  G  (generally,  the  imposition  or  lifting 
of  liquidity  fees  or  gates)  within  one  business  day 
after  the  occurrence  of  any  such  event.  A  fund  need 
not  post  on  its  Web  site  the  additional  information 
required  in  the  follow-up  Form  N-CR  filing  4 
business  days  after  the  event,  if  such  a  filing  is 
required.  For  additional  discussion  of  the  filing 
requirements  provided  in  Parts  E,  F,  and  G  of  Form 
N^R,  see  infra  section  IIl.F. 5. 

See  rule  2a-7(h)(10)(v). 


fund  only  to  present  certain  summary 
information  about  the  imposition  of  fees 
and  gates  on  its  Web  site,i”2  whereas 
the  fund  will  be  required  to  present 
more  detailed  discussion  solely  on  Form 
N-CR.’ ■‘13  xhe  Web  site  disclosure 
requirements  we  are  adopting  regarding 
the  imposition  of  fees  and  gates  are 
similar  to  the  proposed  requirements  in 
that  they,  like  the  proposed 
requirements,  require  a  fund  to  post  on 
its  Web  site  only  that  information  about 
the  imposition  of  fees  and  gates  that  the 
fund  is  required  to  disclose  in  an  initial 
report  on  Form  N-CR.’”^  In  addition, 
the  amendments  to  rule  2a-7  that  we  are 
adopting  also  require  a  fund  to  include 
the  following  statement  as  part  of  its 
Web  site  disclosure:  “The  Fund  was 
required  to  disclose  additional 
information  about  this  event  [or  “these 
events,”  as  appropriate]  on  Form  N-CR 
and  to  file  this  form  with  the  Securities 
and  Exchange  Commission.  Any  Form 
N-CR  filing  submitted  by  the  Fund  is 
available  on  the  EDGAR  Database  on  the 
Securities  and  Exchange  Commission’s 
Internet  site  at  http://www.sec.gov.” 

One  commenter  stated  that  it 
supported  the  proposed  requirement 
that  money  market  funds  should  post  on 
their  Web  sites  certain  of  the 
information  required  by  Form  N-CR, 
noting  that  although  Form  N-CR  is 
publicly  available  upon  filing  with  the 
SEC,  investors  will  more  readily  find 
and  make  use  of  this  information  if 
posted  on  a  particular  funds’  Web 
site.'‘’'‘®  Another  commenter,  however, 
argued  that  the  proposed  Web  site 
disclosure  (and  proposed  Form  N-CR) 
filings  are  redundant  and  that  it  would 
be  challenging  to  comply  with  a  one-day 
time  frame,  and  also  argued  that  the 
registration  statement  and  Web  site 
disclosure  to  investors  should  take 
priority  over  the  Form  N-CR  filing.’”^ 
One  commenter  also  supported  a 
requirement  for  a  money  market  fund  to 


”’2  A  fund  also  will  be  required  to  present 
summary  information  about  the  historical 
imposition  of  fees  and/or  gates  in  the  fund’s  SAI. 
See  supra  section  1I1.E.5. 

See  infra  section  III.F.5. 

As  discussed  below,  we  have  made  changes 
to  the  proposed  requirements  of  Form  N-CR,  and 
the  information  that  a  fund  will  be  required  to  file 
on  Parts  E,  F,  and  G  of  Form  N-CR  is  therefore 
different  than  that  which  was  proposed.  See  infra 
section  III.F.5.  The  information  a  fund  is  required 
to  post  on  its  Web  site  mirrors  certain  of  the 
information  that  the  fund  is  required  to  disclose  on 
Form  N-CR.  To  the  extent  Form  N-CR  disclosure 
requirements  that  we  are  adopting  have  been 
modified  from  the  proposed  requirements,  the  Web 
site  disclosure  requirements  have  also  been 
modified. 

’”8  See  rule  2a-7(h)(10)(v). 

”‘8  See  CPA  Institute  Comment  Letter. 

^  See  Dreyfus  Comment  Letter;  see  also  infra 
notes  1308  and  1309  and  accompanying  text. 


notify  shareholders  individually  in 
order  to  allow  a  money  market  fund  to 
apply  a  fee  or  gate.’”® 

As  discussed  below,  we  continue  to 
believe  that  certain  information  required 
to  be  disclosed  on  Form  N-CR  must  be 
filed  with  the  Commission  within  one 
business  day  and  that  this  information 
should  also  be  posted  on  the  fund’s  Web 
site  within  the  same  time-frame  to  help 
ensure  that  the  Commission,  investors 
generally,  shareholders  in  each 
particular  fund,  and  other  market 
observers  are  all  provided  with  these 
critical  alerts  as  quickly  as  possible.’”® 
Because  we  believe  that  these  different 
parties  all  have  a  significant  interest  in 
receiving  this  information  very  quickly, 
we  do  not  agree  with  the  commenter 
who  argued  that  Web  site  and 
registration  disclosure  should  take 
priority  over  the  Form  N-CR  filing. ”2® 
We  believe  that  it  is  important  for  a 
money  market  fund  that  may  impose 
fees  and  gates  to  inform  existing  and 
prospective  shareholders  on  its  Web  site 
when:  (i)  The  fund’s  weekly  liquid 
assets  fall  below  10%  of  its  total  assets: 
(ii)  the  fund’s  weekly  liquid  assets  fall 
below  30%  of  its  total  assets  and  the 
board  of  directors  imposes  a  liquidity 
fee  pursuant  to  rule  2a-7;  (iii)  the  fund’s 
board  of  directors  temporarily  suspends 
the  fund’s  redemptions  pursuant  to  rule 
2a-7;  or  (iv)  a  liquidity  fee  has  been 
removed  or  fund  redemptions  have  been 
resumed.  This  information  is 
particularly  meaningful  for  shareholders 
to  receive,  as  it  could  influence 
prospective  shareholders’  decision  to 
purchase  shares  of  the  fund,  as  well  as 
current  shareholders’  decision  or  ability 
to  sell  fund  shares.  We  also  note,  as 
discussed  in  more  detail  in  the 
Paperwork  Reduction  Act  analysis 
section  below,”^’  that  we  believe  the 
burdens  a  fund  would  incur  to  draft  and 
finalize  the  disclosure  that  would 
appear  on  its  Web  site  would  largely  be 
incurred  when  the  fund  files  Form  N- 
CR,  and  therefore  we  do  not  believe  that 
the  one-day  time-frame  for  updating  the 
disclosure  on  the  fund’s  Web  site 
should  be  overly  burdensome. 

We  maintain  our  belief  that  Web  site 
disclosure  provides  important 


See  HSBC  Comment  Letter.  We  are  not 
imposing  such  an  individual  shareholder 
notification  requirement  because  we  believe  the 
costs  of  such  notification  may  be  extremely  high, 
the  notification  process  might  take  significant  time, 
and  shareholders  should  be  able  to  get  effective 
notice  on  a  fund’s  Web  site. 

infra  section  III.F.7. 

See  id.;  see  also  text  following  this  note  1120 
(discussing  Web  site  disclosure  of  fees  and  gates); 
infra  notes  1124-1127  (discussing  prospectus 
supplements  informing  money  market  fund 
investors  of  the  imposition  of  a  fee  or  gate). 

See  infra  section  lV.A.6.d. 
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transparency  to  shareholders  regarding 
occasions  on  which  a  particular  fund’s 
weekly  liquid  assets  have  dropped 
below  certain  thresholds,  or  a  fund  has 
imposed  or  removed  a  liquidity  fee  or 
gate,  because  many  investors  currently 
obtain  important  fund  information  on 
the  fund’s  Web  site. ^^22  \f\jQ  understand 
that  investors  have  become  accustomed 
to  obtaining  money  market  fund 
information  on  funds’  Web  sites,  and 
therefore  we  believe  that  Web  site 
disclosure  provides  significant 
informational  accessibility  to 
shareholders  and  the  format  and  timing 
of  this  disclosure  serves  a  different 
purpose  than  the  Form  N-CR  filing 

requirement. ^^23  while  we  believe  that 

it  is  important  to  have  a  uniform,  central 
place  for  investors  to  access  the  required 
disclosure,  we  note  that  nothing  in  these 
amendments  would  prevent  a  fund  from 
supplementing  its  Form  N-CR  filing  and 
Web  site  posting  with  complementary 
shareholder  communications,  such  as  a 
press  release  or  social  media  update 
disclosing  a  fee  or  gate  imposed  by  the 
fund. 

We  believe  that  the  one-year 
minimum  time  frame  for  Web  site 
disclosure  is  appropriate  because  this 
time  frame  would  effectively  oblige  a 
fund  to  post  the  required  information  in 
the  interim  period  until  the  fund  files  an 
annual  post-effective  amendment 
updating  its  registration  statement, 
which  would  incorporate  the  same 

information. ^^24  Although  a  fund  may 

inform  prospective  investors  of  any 
redemption  fee  or  gate  currently  in 
place  b}'  means  of  a  prospectus 
supplement,^ the  prospectus 
supplement  would  not  inform 
prospective  and  current  shareholders  of 
any  fees  or  gates  that  were  imposed,  and 


1122  Por  example,  fund  investors  may  access  the 
fund’s  proxy  voting  guidelines,  and  proxy  vote 
report,  as  well  as  the  fund’s  prospectus,  SAl,  and 
shareholder  reports  if  the  fund  uses  a  summary 
prospectus,  on  the  fund  Web  site. 

”23  See,  e.g.,  2010  Adopting  Release,  supra  note 
16  (adopting  amendments  to  rule  2a-7  requiring 
money  market  funds  to  disclose  information  about 
their  portfolio  holdings  each  month  on  their  Web 
sites):  Comment  Letter  of  the  Securities  Industry 
and  Financial  Markets  Association  (Jan.  14,  2013) 
(available  in  File  No.  FSOC-201 2-0003)  (noting 
that  some  industry'  participants  now  post  on  their 
Web  sites  portfolio  holdings-related  information 
beyond  that  which  is  required  by  the  money  market 
reforms  adopted  by  the  ^mmission  in  2010,  as 
well  as  daily  disclosure  of  market  value  per  share); 
see  also  infra  note  1454  (discussing  recent  decisions 
by  a  number  of  money  market  fund  firms  to  begin 
reporting  funds’  daily  shadow  prices  on  the  fund 
Web  site). 

”2“*  See  supra  notes  960-961  and  accompanying 
text. 

”25  See  infra  notes  1126-1127  and  accompanying 
text. 


then  were  removed,  during  the  previous 
12  months. 

In  addition,  a  fund  currently  must 
update  its  registration  statement  to 
reflect  any  material  changes  by  means  of 
a  post-effective  amendment  or  a 
prospectus  supplement  (or  “sticker”) 
pursuant  to  rule  497  under  the 
Securities  Act.  In  order  to  meet  this 
requirement,  and  as  discussed  in  the 
Proposing  Release, g  money  market 
fund  that  imposes  a  redemption  fee  or 
gate  should  consider  informing 
prospective  investors  of  any  fees  or 
gates  currently  in  place  by  means  of  a 

prospectus  supplement.^  127 

g.  Disclosure  of  Sponsor  Support 

We  are  also  amending  rule  2a-7  to 
require  that  a  fund  post  prominently  on 
its  Web  site  substantially  the  same 
information  that  the  fund  is  required  to 
report  to  the  Commission  on  Form  N- 
CR  regarding  the  provision  of  financial 
support  to  the  fund.^^^a  xhe 
amendments  that  we  are  adopting 
reflect  certain  modifications  from  the 
proposal  to  address  commenter 
concerns.  Specifically,  the  proposal 
would  have  required  a  fund  to  post  on 
its  Web  site  substantially  the  same 
information  that  the  fund  is  required  to 
report  to  the  Commission  on  Form  N- 
CR  regarding  the  provision  of  financial 
support  to  the  fund.  As  discussed  in 
more  detail  below,  we  are  adopting 
amendments  to  rule  2a-7  that  would 
require  a  fund  to  post  on  its  Web  site 

only  a  subset  of  this  information. ^129 

addition,  the  amendments  would 
require  a  fund  to  include  the  following 
statement  as  part  of  its  Web  site 
disclosure:  ‘The  Fund  was  required  to 
disclose  additional  information  about 
this  event  [or  “these  events,”  as 
appropriate]  on  Form  N-CR  and  to  file 
this  form  with  the  Seciuities  and 
Exchange  Commission.  Any  Form  N-CR 
filing  submitted  by  the  Fund  is  available 
on  the  EDGAR  Database  on  the 
Securities  and  Exchange  Commission’s 
Internet  site  at  http://www.sec.gov.” 

A  fund  would  be  required  to  maintain 
this  disclosure  on  its  Web  site  for  a 
period  of  not  less  than  one  year 


”25  See  Proposing  Release,  supra  note  25,  at 
section  II1.B.8.C. 

”22  We  expect  that  this  supplement  would 
include  revisions  to  the  disclosure  in  the 
registration  statement  concerning  restrictions  on 
fund  redemptions.  See  supra  section  11I.E.4.  The 
costs  of  filing  such  a  supplement  are  discussed  in 
section  I1I.E.8,  supra. 

”28  See  rule  2a-7(h)(10)(v);  Form  N-CR  Part  C; 
see  also  infra  section  II1.F.3  (discussing  the  Form 
N-CR  requirements). 

”28  See  rule  2a-7(h)(10)(v). 

”30  See  id. 


following  the  date  on  which  the  fund 
filed  Form  N-CR.” 3^ 

For  the  reasons  discussed  in  the 
Proposing  Release  and  below,  we 
believe  it  is  important  for  money  market 
funds  to  inform  existing  and  prospective 
shareholders  of  any  present  occasion  on 
which  the  fund  receives  financial 
support  from  a  sponsor  or  other  fund 
affiliate. ^^32  particular,  we  believe 

this  disclosure  could  influence 
prospective  shareholders’  decision  to 
purchase  shares  of  the  fund  and  could 
inform  shareholders’  assessment  of  the 
ongoing  risks  associated  with  an 
investment  in  the  fund.  While 
commenters  also  raised  concerns  about 
the  potential  redundancy  of  the 
proposed  registration  statement,  Web 
site,  and  Form  N-CR  disclosure 

requirements, ^’33  believe  that  Web 

site  disclosure  provides  significant 
informational  accessibility  to 
shareholders  and  that  format  and  timing 
of  this  disclosure  serves  a  different 
purpose  than  the  Form  N-CR  filing 
requirement.^”"* 

However,  in  response  to  commenter 
concerns  about  potentially  duplicative 
disclosure  requirements,  we  have 
modified  the  proposed  disclosure 
requirements  and  are  adopting 
amendments  to  rule  2a-7  that  would 
require  a  fund  to  post  on  its  Web  site 
only  a  subset  of  the  information  that  the 
fund  is  required  to  file  on  Form  N-CR. 

A  fund  will  only  be  required  to  present 
certain  summary  information  about  the 
receipt  of  financial  support  on  its  Web 
site  (as  well  as  in  the  fund’s  SAI  ”35)^ 
and  will  be  required  to  present  more 
detailed  discussion  solely  on  Form  N- 
CR.1136  Specifically,  a  fund  will  be 
required  to  disclose  on  its  Web  site  only 
that  information  that  the  fund  is 
required  to  file  on  Form  N-CR  within 
one  business  day  after  the  occurrence  of 
any  one  or  more  of  the  events  specified 
in  Part  C  of  Form  N-CR  (“Provision  of 
Financial  Support  to  Fund”). ”37  a  fund 
thus  will  not  be  required,  as  proposed, 
to  disclose  the  reason  for  support,  term 
of  support,  and  any  contractual 
restrictions  relating  to  support  on  its 
Web  site,  although  a  fund  will  be 
required  to  disclose  this  information  on 


”31  See  id. 

”32  See  Proposing  Release,  supra  note  25,  at  text 
in  paragraph  prior  to  note  620;  see  also  infra  section 
1II.F.3. 

”33  See,  e.g.,  Dreyfus  Comment  Letter;  SIFMA 
Comment  Letter. 

”3^  See  supra  notes  1122  and  1123. 

”35  See  supra  section  I1I.E.7. 

”38  See  infra  section  1II.F.3  (Concerns  of  Potential 
Redundancy). 

”32  See  rule  2a-7(h)(10)(v). 
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Form  N-CR.”38  \/\/q  believe  that  the 
disclosure  requirements  we  are  adopting 
appropriately  consider  commenters’ 
concerns  about  duplicative  disclosure  as 
well  as  our  interest  in  requiring  funds 
to  disclose  the  primary  information 
about  affiliate  financial  support  that  we 
believe  shareholders  may  find  useful  in 
assessing  fund  risks  and  determining 
whether  to  purchase  fund  shares.  We 
also  address  general  commenter 
concerns  ^^3®  about  the  possible 
duplicative  effects  of  the  concurrent 
Web  site  and  Form  N-CR  disclosures  in 
section  III.F.3  below,  where  we  discuss 
how  Form  N-CR  and  Web  site 
disclosure  serve  different  purposes. 

As  proposed,  we  are  requiring  the 
Web  site  disclosure  to  be  posted  for  a 
period  of  not  less  than  one  year 
following  the  date  on  which  the  fund 
filed  Form  N-CR  concerning  the 
event.  As  we  stated  in  the  Proposing 
Release,  we  believe  that  the  one-year 
minimum  time  frame  for  Web  site 
disclosure  is  appropriate  because  this 
time  frame  would  effectively  oblige  a 
fund  to  post  the  required  information  in 
the  interim  period  until  the  fund  files  an 
annual  post-effective  amendment 
updating  its  registration  statement, 
which  would  incorporate  the  same 

information. ^’42  w/q  received  no 

comments  on  this  requirement,  and  we 
are  adopting  it  as  proposed. 

h.  Economic  Analysis 

As  discussed  above,  and  in  our 
proposal,  we  are  adopting  a  number  of 
amendments  to  rule  2a-7  to  amend  a 
number  of  requirements  that  money 
market  funds  post  certain  information  to 
funds’  Web  sites.  These  amendments 
require  disclosure  of  information  about 
money  market  funds’  liquidity  levels, 
shareholder  flows,  market-based  NAV 
per  share  (rounded  to  four  decimal 
places),  and  the  use  of  affiliate  financial 
support. ”“*3  The  qualitative  benefits  and 

See  id.;  Form  N-CR  Part  C. 

1130  g  g  ^  Dreyfus  Comment  Letter. 

ii'iiiSee  infra  section  III.F.3  (Concerns  over 
Potential  Redundancy). 

ii'ii  See  rule  2a-7(h)(10)(v). 

ii‘‘3  See  supra  notes  1126-1127  and 
accompanying  text.  Of  course,  in  the  event  that  the 
fund  files  a  post-effective  amendment  within  one 
year  following  the  provision  of  financial  support  to 
the  fund,  information  about  the  financial  support 
would  appear  both  in  the  fund’s  registration 
statement  and  on  the  fund’s  Web  site  for  the 
remainder  of  the  year  following  the  provision  of 
support. 

ii43\Ve  believe  that  the  effects  on  efficiency, 
competition,  and  capital  formation  related  to  the 
amendments  to  conform  the  portfolio  holdings  Web 
site  disclosure  to  our  amendments  to  Form  N-MFP 
will  be  the  same  as  those  described  in  the  section 
discussing  our  amendments  to  Form  N-MFP.  See 
infra  section  III.G.  We  also  note  that  the  economic 
effects  related  to  disclosure  of  information  related 
to  the  imposition  of  fees  and/or  gates  and  sponsor 


costs  of  these  requirements  are 
discussed  above.  These  amendments 
should  improve  transparency  and  better 
inform  shareholders  about  the  risks  of 
investing  in  money  market  funds,  which 
should  result  in  shareholders  making 
investment  decisions  that  better  match 
their  investment  preferences.  We 
believe  that  this  will  have  effects  on 
efficiency,  competition,  and  capital 
formation  that  are  similar  to  those  that 
are  outlined  in  the  Macroeconomic 
Consequences  section  below. 

We  believe  that  the  requirements 
could  increase  informational  efficiency 
by  providing  additional  information 
about  money  market  funds’  liquidity, 
shareholder  flows,  market-based  NAV 
per  share,  imposition  of  fees  and/or 
gates,  and  use  of  affiliate  financial 
support,  to  investors  and  the 
Commission.  This  in  turn  could  assist 
investors  in  analyzing  the  risks 
associated  with  certain  funds.  In 
particular,  the  daily  disclosure  of  daily 
and  weekly  liquid  assets,  along  with  the 
daily  disclosure  of  NAV  to  four  decimal 
places,  should  better  enable  investors  to 
understand  the  risks  of  a  specific  fund, 
which  could  increase  allocative 
efficiency  and  could  positively  affect 
competition  by  permitting  investors  to 
choose  whether  to  invest  in  certain 
funds  based  on  this  information. 
However,  if  investors  were  to  move  their 
assets  among  money  market  funds  or 
decide  to  invest  in  investment  products 
other  than  money  market  funds  as  a 
result  of  the  disclosure  requirements, 
this  could  adversely  affect  the 
competitive  stance  of  certain  money 
market  funds,  or  the  money  market  fund 
industry  generally. 

Certain  parts  of  the  disclosure 
amendments  may  have  other  specific 
effects  on  competition.  To  the  extent 
some  money  market  funds  do  not 
currently  and  voluntarily  calculate  and 
disclose  daily  market-based  NAV  per 
share  data  (rounded  to  the  fourth 
decimal  place),  our  amended  disclosure 
requirements  may  promote  competition 
by  helping  to  level  the  associated  costs 
incurred  by  all  money  market  funds  and 
neutralize  any  competitive  advantage 
associated  with  determining  not  to 
calculate  and  disclose  daily  current  per- 
share  NAV.  We  also  note  that  our 
amendment  to  require  disclosure  of 
affiliate  sponsor  support  may  adversely 
affect  competition  if  investors  move 
their  assets  to  larger  fund  complexes  on 
the  theory  that  they  may  be  more  likely 

support  reported  on  Form  N-CR  will  be  similar  to 
economic  effects  we  discuss  relating  to  new  F’erm 
N-CR.  See  infra  section  1II.F.8. 

See  infra  section  1II.K.2. 


than  smaller  entities  to  provide 
financial  support  to  their  funds. 

The  requirements  to  disclose  certain 
information  about  money  market  funds’ 
liquidity,  shareholder  flows,  market- 
based  NAV  per  share,  imposition  of  fees 
and/or  gates,  and  use  of  affiliate 
financial  support  also  could  have  effects 
on  capital  formation.  The  required 
disclosures  may  impose  external  market 
discipline  on  portfolio  managers,  which 
in  turn  could  create  market  stability  and 
enhance  capital  formation,  if  the 
resulting  market  stability  encouraged 
more  investors  to  invest  in  money 
market  funds.  However,  the 
requirements  could  detract  from  capital 
formation  by  decreasing  market  stability 
if  investors  redeem  more  quickly  during 
times  of  stress  as  a  result  of  the 
disclosure  requirements,  and  one 
commenter  noted  this  increased  risk  as 
a  potential  cost  to  the  fund.”'*^  jhe 
required  disclosure  could  assist  the 
Commission  in  overseeing  money 
market  funds  and  developing  regulatory 
policy  affecting  the  money  market  fund 
industry,  which  might  affect  capital 
formation  positively  if  the  resulting 
regulatory  framework  more  efficiently  or 
more  effectively  encouraged  investors  to 
invest  in  money  market  funds. 

The  requirement  to  disclose  the 
fund’s  current  NAV  to  four  decimal 
places  should  not  have  any  effect  on 
capital  flows  because  funds  will  also 
transact  at  four  decimal  places.  When 
compared  to  alternatives  like  ultra-short 
bond  funds,  which  disclose  and  transact 
at  three  decimal  places,  money  market 
prices  may  appear  more  volatile  on  a 
day-to-day  basis  if  the  greater  precision 
in  NAV  disclosme  leads  to  a  greater 
frequency  of  fluctuations  in  NAV.^’^® 
This  could  incentivize  investors  to 
switch  to  these  alternatives.  However, 
over  longer  horizons  like  a  month  or  a 
year  these  alternatives  are  likely  to  have 
more  volatile  NAVs  than  money  market 
funds.  The  disclosure  of  daily  and 
weekly  liquid  assets  may  increase  the 
volatility  of  capital  flows  for  money 
market  funds,  as  it  may  create  an 
incentive  for  investors  to  redeem  shares 
when  liquid  assets  fall  or  reach  the 
threshold  at  which  the  board  may 
impose  a  redemption  fee  or  gate. 
Disclosing  levels  of  liquid  assets  could 
lead  to  pre-emptive  redemptions  if  daily 

”'‘®See  State  Street  Comment  Letter,  at  Appendix 
A.  The  commenter  did  not  provide  a  quantitative 
estimate  of  such  risk. 

But  sec  supra  note  521  and  accompanying 
text  (discussing  staff  analysis  showing  that, 
historically,  over  a  twelve-month  period,  100%  of 
ultra-short  bond  funds  have  fluctuated  in  price 
(using  10  basis  point  rounding),  compared  with 
53%  of  money  market  funds  that  have  fluctuated  in 
price  (using  basis  point  rounding)). 
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or  weekly  liquid  assets  drop  to  a  level 
at  which  investors  anticipate  that  there 
is  a  greater  likelihood  of  the  fund 
imposing  a  redemption  fee  or  gate. 
However,  as  discussed  in  detail  above, 
the  board’s  discretion  to  impose  a  fee  or 
a  gate  mitigates  the  concern  that 
investors  will  be  able  to  accurately 
forecast  such  an  event,  leading  them  to 
pre-emptively  withdraw  their  assets 
from  the  fund.  We  discuss  this  concern 
in  more  detail  in  section  III. A. 

A  possible  alternative  suggested  by 
commenters  was  to  only  have  Web  site 
disclosure  apply  to  stable  NAV 
funds. Allowing  floating  NAV  funds 
not  to  disclose  information  on  their  Web 
site  would  lower  the  costs  for  these 
funds.  Nevertheless,  we  rejected  this 
alternative  because  we  believe  that  the 
benefits  we  discuss  above  regarding 
disclosure  apply  regardless  of  whether  a 
fund  has  a  stable  or  floating  NAV.  Both 
types  of  funds,  for  example,  could 
impose  a  fee  or  a  gate  so  this 
information  is  valuable  to  both  types  of 
investors  and,  if  only  offered  to  one, 
could  affect  competition.  For  example, 
if  a  stable  NAV  investor  has  more 
information  than  a  floating  NAV 
investor  about  a  possible  fee  or  gate, 
then  it  is  reasonable  to  assume  that  a 
stable  NAV  investor  would  have  more 
confidence  in  his  or  her  investment.  The 
added  disclosure  for  stable  NAV  funds 
could  also  increase  market  discipline  in 
these  funds,  leading  to  investors’ 
increased  willingness  to  participate  in 
this  market  and  increase  capital 
formation  in  these  funds. 

Another  alternative  would  have  been 
to  require  weekly  instead  of  daily  Web 
site  disclosure  of  the  daily  and  weekly 
liquid  assets  and  net  shareholder 
flow.ii‘*8  Being  required  to  disclose  this 
information  weekly  instead  of  daily 
would  lower  the  costs  on  funds  because 
they  would  not  have  to  report  daily. 
However,  we  rejected  this  alternative 
because,  as  discussed  above,  in  times  of 
market  stress,  money  market  funds  may 
face  rapid,  heavy  redemptions,  which 
could  quickly  affect  their  liquidity. 

These  stresses  could  happen  over  a 
period  of  a  day.  As  such,  if  investors 
have  confidence  that  they  will  have  the 
necessary  information  to  make  an 
informed  decision  quickly  in  a  time  of 
stress,  then  this  may  lead  to  additional 
capital  for  funds.  Likewise,  we  also 
believe  that  daily  disclosure  instead  of 
weekly  could  lead  to  more  market 
discipline  among  funds,  resulting  in 


e.g.,  Legg  Mason  &  Western  Asset 
Comment  Letter;  ICI  Comment  Letter;  IDC  Comment 
Letter. 

Schwab  Comment  Letter;  Federated  VIII 
Comment  Letter. 


investors’  increased  willingness  to 
participate  in  this  market,  which  could 
also  lead  to  additional  capital  for  funds. 

i.  Costs  of  Disclosure  of  Daily  and 
Weekly  Liquid  Assets  and  Net 
Shareholder  Flows 

Costs  associated  with  the  requirement 
for  a  fund  to  disclose  information  about 
its  daily  liquid  assets,  weekly  liquid 
assets,  and  net  shareholder  flows  on  the 
fund’s  Web  site  include  initial,  one-time 
costs,  as  well  as  ongoing  costs.  Initial 
costs  include  the  costs  to  design  the 
schedule,  chart,  graph,  or  other 
depiction  showing  historical  liquidity 
and  flow  information  in  a  manner  that 
clearly  communicates  the  required 
information  and  to  make  the  necessary 
software  programming  changes  to  the 
fund’s  Web  site  to  present  the  depiction 
in  a  manner  that  can  be  updated  each 
business  day.  Funds  also  would  incur 
ongoing  costs  to  update  the  depiction  of 
daily  liquid  assets  and  weekly  liquid 
assets  and  net  shareholder  flows  each 
business  day.^’'*^  The  Proposing  Release 
estimated  that  the  average  one-time 
costs  for  each  money  market  fund  to 
design  and  present  the  historical 
depiction  of  daily  liquid  assets  and 
weekly  liquid  assets,  as  well  as  the 
fund’s  net  inflows  or  outflows,  would  be 
$20,150.”^^  The  Proposing  Release  also 
estimated  that  the  average  ongoing 
annual  costs  that  each  fund  would  incur 
to  update  the  required  disclosure  would 

be  $9,184. ”51 

In  the  Proposing  Release,  we  stated 
that  we  believed  funds  should  incur  no 
additional  costs  in  obtaining  the 
percentage  of  daily  liquid  assets  and 
weekly  liquid  assets,  as  funds  are 
currently  required  to  make  such 
calculation  under  rule  2a-7.  One 
commenter  disagreed,  noting  that  there 
would  be  costs  because  of  additional 
controls  associated  with  public 
disclosure,  but  did  not  provide  a 
quantitative  estimate  of  such  costs. ”52 
Two  commenters  generally  believed  that 
weekly  disclosure  of  the  data,  as 
opposed  to  daily  disclosure,  would 
substantially  reduce  costs  to  funds,  but 
they  did  not  provide  a  quantitative 
estimate  of  the  difference  between  the 
cost  of  daily  and  weekly  disclosure.^'‘53 
Additionally,  one  commenter  objected 
to  including  historical  information 
regarding  weekly  and  daily  liquid  assets 


■>”»Se6  State  Street  Comment  Letter. 

See  Proposing  Release,  supra  note  25,  at 

n.642. 

See  Proposing  Release,  supra  note  25,  at 

n.643. 

”52  5ge  State  Street  Comment  Letter,  at  Appendix 
A. 

”5“  See  Federated  VIII  Comment  Letter;  Schwab 
Comment  Letter. 


and  net  shareholder  flows  on  a  fund’s 
Web  site  because  of  the  expense 
involved  in  restructuring  fund  Web  sites 
and  maintaining  such  information,  but 
did  not  provide  a  quantitative  estimate 

of  such  expenses. ^354  0^3  commenter 

also  noted  the  potential  cost  of  the  risk 
of  shareholders  making  redemption 
decisions  in  reliance  on  the  disclosed 

information.^’ 55  7^3  commenter, 

however,  did  not  provide  a  quantitative 
estimate  for  this  risk. ”56 

We  agree  that  the  costs  for  certain 
money  market  funds  to  upgrade  internal 
systems  and  software,  and/or  engage 
third-party  service  providers  if  a  money 
market  fund  does  not  have  existing 
relevant  systems,  could  be  higher  than 
those  average  one-time  costs  estimated 
in  the  Proposing  Release.  However, 
because  the  estimated  one-time  costs 
were  based  on  the  mid-point  of  a  range 
of  estimated  costs,  the  higher  costs  that 
may  be  incurred  by  certain  industry 
participants  have  already  been  factored 
into  our  estimates. ”57  While  requiring 
weekly  disclosure  instead  of  daily 
disclosure  could  reduce  costs  for  funds, 
we  continue  to  believe  that  daily 
disclosure  would  convey  important 
information  to  shareholders  that  weekly 
disclosure  may  not. ”58  We  also  believe 
that  the  benefits  of  increased 
transparency  that  would  result  from  the 
disclosure  requirements  at  hand 
outweigh  the  potential  costs  of 
reactionary  redemptions  resulting  from 
the  disclosure. ”59  7^3  Commission 

agrees  that  money  market  funds  may 
incur  additional  costs  associated  with 
the  enhanced  controls  required  to 
publicly  disseminate  daily  and  weekly 
liquid  asset  data,  which  costs  were  not 
estimated  in  the  Proposing  Release.  The 
Commission  has  incorporated  these 
additional  costs  into  its  new  estimates 
of  ongoing  annual  costs. 

Based  on  these  considerations,  as  well 
as  updated  industry  data,  we  now 
estimate  that  the  average  one-time  costs 
for  each  money  market  fund  to  design 
and  present  the  historical  depiction  of 
daily  liquid  assets  and  weekly  liquid 
assets,  as  well  as  the  fund’s  net  inflows 
or  outflows,  would  be  $20,280.”®®  We 


See  UBS  Comment  Letter. 

”5“ See  supra  section  III.E.8  for  a  discussion  of 
the  reasons  that  the  Commission  cannot  measure 
the  quantitative  benefits  of  these  proposed 
requirements  at  this  time. 

Proposing  Release,  supra  note  25,  at 

n.l044. 

” 5“  See  supro  notes  1056-1057  and 
accompanying  text. 

”50  See  supra  notes  1060-1063  and 
accompanying  text. 

iieowe  estimate  that  these  costs  would  be 
attributable  to  project  assessment  (associated  with 

Continued 
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also  estimate  that  the  average  ongoing 
annual  costs  that  each  fund  would  incur 
to  update  the  required  disclosure  would 
be  $10, 274. Our  estimate  of  average 
ongoing  annual  costs  incorporates  the 
costs  associated  with  the  enhanced 
controls  required  to  publicly 
disseminate  daily  and  weekly  liquid 
asset  data.”^2 

ii.  Costs  of  Disclosmre  of  Fund’s  Current 
NAV  Per  Share 

Costs  associated  with  the  requirement 
for  a  fund  to  disclose  information  about 
its  daily  current  NAV  on  the  fund’s  Web 
site  include  initial,  one-time  costs,  as 
well  as  ongoing  costs.  Initial  costs 
include  the  costs  to  design  the  schedule, 
chart,  graph,  or  other  depiction  showing 
historical  NAV  information  in  a  manner 
that  clearly  communicates  the  required 
information  and  to  make  the  necessary 
software  programming  changes  to  the 
fund’s  Web  site  to  present  the  depiction 
in  a  manner  that  will  be  able  to  be 
updated  each  business  day.  Funds  also 
would  incur  ongoing  costs  to  update  the 
depiction  of  the  fund’s  ciurent  NAV 
each  business  day.  Because  floating 
NAV  money  market  funds  will  be 
required  to  calculate  their  sale  and 
redemption  price  each  day,  these  funds 
should  incur  no  additional  costs  in 
obtaining  this  data  for  purposes  of  the 
disclosure  requirements.  Stable  price 
money  market  funds,  which  will  be 
required  to  calculate  their  current  NAV 
per  share  daily  pursuant  to  amendments 
to  rule  2a-7,  likewise  should  incur  no 
additional  costs  in  obtaining  this  data 
for  purposes  of  the  disclosure 
requirements.  The  Proposing  Release 
estimated  that  the  average  one-time 
costs  for  each  money  market  fund  to 
design  and  present  the  fund’s  current 
NAV  each  business  day  would  be 
$20,150.”®3  The  Commission  also 
estimated  that  the  average  ongoing 
annual  costs  that  each  fund  would  incur 
to  update  the  required  disclosure  would 
be  $9,184.”e4 

Certain  commenters  generally  noted 
that  complying  with  the  new  Web  site 
disclosure  requirements  would  add 
costs  for  funds,  including  costs  to 
upgrade  internal  systems  and  software 
relevant  to  the  Web  site  disclosure 
requirements,  as  well  as  costs  to  engage 


designing  and  presenting  the  historical  depiction  of 
daily  liquid  assets  and  weekly  liquid  assets  and  net 
shareholder  flows),  as  well  as  project  development, 
implementation,  and  testing.  The  costs  associated 
with  these  activities  are  all  paperwork-related  costs 
and  are  discussed  in  more  detail  below.  See  infra 
section  IV.A.G.b. 

See  id. 

See  id. 

”•*3  See  Proposing  Release,  supra  note  25,  at 
n.664. 

See  id.,  at  n.665. 


third-party  service  providers  for  those 
money  market  fund  managers  that  do 
not  have  existing  relevant  systems.^ 

One  commenter  noted  that  these  costs 
could  potentially  be  “significant  to  [a 
money  market  fund]  and  higher  than 
those  estimated  in  the  Proposal.’’’^®® 
However,  another  commenter  stated  that 
it  agrees  that  those  money  market  funds 
that  presently  publicize  their  current 
NAV  per  share  daily  on  the  fund’s  Web 
site  will  incur  few  additional  costs  to 
comply  with  the  proposed  disclosure 
requirements,  and  also  that  it  agrees 
with  the  Commission’s  estimates  for  the 
ongoing  costs  of  providing  a  depiction 
of  the  fund’s  current  NAV  each  business 

day. 1167 

We  agree  that  the  costs  for  certain 
money  market  funds  to  upgrade  internal 
systems  and  software,  and/or  engage 
third-party  service  providers  if  a  money 
market  fund  does  not  have  existing 
relevant  systems,  could  be  higher  than 
those  average  one-time  costs  estimated 
in  the  Proposing  Release.  However, 
because  the  estimated  one-time  costs 
were  based  on  the  mid-point  of  a  range 
of  estimated  costs,  the  higher  costs  that 
may  be  incurred  by  certain  industry 
participants  have  already  been  factored 


”'*sSee,  c.g.,  UBS  Comment  Letter  (“The  SEC 
also  proposed  additional  information  regarding  the 
posting  of:  (i)  The  categories  of  a  money  fund’s 
portfolio  securities:  (ii)  maturity  date  information 
for  each  of  the  fund’s  portfolio  securities;  and  (iii) 
market-based  values  of  the  fund’s  portfolio 
securities  at  the  same  time  as  this  information 
becomes  publicly  available  on  Form  N-MFP.  We 
believe  this  information  is  too  detailed  to  be  useful 
to  most  investors  and  would  be  cost  prohibitive  to 
provide.  Complying  with  these  new  Web  site 
disclosure  requirements  would  add  notable  costs 
for  each  money  fund  that  UBS  Global  AM 
advises.’’);  Chamber  II  Comment  Letter  (“With 
respect  to  the  Web  site  disclosure  requirements, 
internal  systems  and  software  would  need  to  be 
upgraded  or,  for  those  MMF  managers  that  do  not 
have  existing  systems,  third-party  service  providers 
would  need  to  be  engaged.  The  costs  (which 
ultimately  would  be  borne  by  investors  through 
higher  fees  or  lower  yields)  could  potentially  be 
significant  to  an  MMF  and  higher  than  those 
estimated  in  the  Proposal.’’);  Dreyfus  Comment 
Letter  (noting  that  “several  of  the  new  Form 
reporting  and  Web  site  and  registration  statement 
disclosure  requirements  .  .  .  come  with  .  .  . 
material  cost  to  funds  and  their  sponsors’’);  see  also 
Fin.  Svcs.  Roundtable  Comment  Letter  (noting  that 
the  disclosure  requirements  would  produce 
“significant  cost  to  the  fund  and  ultimately  to  the 
fund’s  investors’’);  SSGA  Comment  Letter  (urging 
the  Commission  to  consider  the  “substantial 
administrative,  operational,  and  expense  burdens” 
of  the  proposed  disclosure-related  amendments); 
Chapin  Davis  Comment  Letter  (noting  that  the 
disclosure-  and  reporting-related  amendments  will 
result  in  increased  costs  in  the  form  of  fund  staff 
salaries,  or  consultant,  accountant,  and  lawyer 
hourly  rates,  that  will  ultimately  be  borne  in  large 
part  by  investors  and  portfolio  issuers). 

1  lae  See  Chamber  II  Comment  Letter. 

See  State  Street  Comment  Letter,  at  Appendix 
A;  see  also  HSBC  Comment  Letter  (stating  that  the 
proposed  disclosure  requirements  should  not 
produce  any  “meaningful  cost”). 


into  our  estimates. Based  on  these 
considerations,  as  well  as  updated 
industry  data,  we  now  estimate  that  the 
average  one-time  costs  for  each  money 
market  fund  to  design  and  present  the 
fund’s  daily  current  NAV  would  be 
$20,280.^^®®  We  also  estimate  that  the 
average  ongoing  annual  costs  that  each 
fund  would  incur  to  update  the  required 
disclosure  would  be  $9,024.ii7o 

iii.  Costs  of  Daily  Calculation  of  Current 
NAV  per  Share 

The  primary  costs  associated  with  the 
requirement  for  a  fund  to  calculate  its 
current  NAV  per  share  each  day  are  the 
costs  for  funds  to  determine  the  current 
values  of  their  portfolio  securities  each 
day.”^^  We  estimate  that  25%  of  active 
money  market  funds,  or  140  funds,  will 
incur  new  costs  to  comply  with  this 
requirement,!’^^  because  the 
requirement  will  result  in  no  additional 
costs  for  those  money  market  funds  that 
presently  determine  their  current  NAV 
per  share  daily  on  a  voluntary  basis.’ '‘^3 
The  Proposing  Release  estimated  that 
the  average  additional  annual  costs  that 
a  fund  would  incur  associated  with 
calculating  its  current  NAV  daily  would 
range  from  $6,111  to  $24,444. One 
commenter  stated  that  it  agrees  with  the 
Commission’s  estimates  for  the  ongoing 
costs  of  providing  a  depiction  of  the 
fund’s  current  NAV  each  business 
day.”''®  However,  most  comments  on 
the  proposed  current  NAV  disclosure 
requirement  did  not  discuss  the 
Commission’s  estimates  of  the  costs  a 
fund  would  incur  to  calculate  its  current 
NAV  per  share  daily,  separate  from  their 
discussion  of  the  general  costs 


”'^“See  Proposing  Release,  supra  note  25,  at 
n.l056. 

ii6«We  estimate  that  these  costs  would  be 
attributable  to  project  assessment  (associated  with 
designing  and  presenting  the  historical  depiction  of 
the  fund’s  daily  current  NAV  per  share),  as  well  as 
project  development,  implementation,  and  testing. 
The  costs  associated  with  these  activities  are  all 
paperwork-related  costs  and  are  discussed  in  more 
detail  below.  See  infra  section  IV.A.6.C. 

See  id. 

’’71  Additionally,  funds  may  incur  some  costs 
associated  with  adding  the  current  values  of  the 
fund’s  portfolio  securities  and  dividing  this  sum  by 
the  number  of  fund  shares  outstanding;  however, 
we  expect  these  costs  to  be  minimal. 

”72  The  Commission  estimates  that  there  are 
currently  559  active  money  market  funds.  This 
estimate  is  based  on  a  staff  review  of  reports  on 
Form  N-MFP  filed  with  the  Commission  for  the 
month  ended  February  28,  2014.  559  money  market 
funds  X  25%  =  approximately  140  money  market 
funds. 

”73  Based  on  our  understanding  of  money  market 
fund  valuation  practices,  we  estimate  that  75%  of 
active  money  market  funds  presently  determine 
their  current  NAV  daily. 

”7‘>  See  Proposing  Release,  supra  note  25,  at 
n.692. 

”75  See  State  Street  Comment  Letter,  at  Appendix 
A. 
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associated  with  the  proposed  NAV  Web 
site  disclosure  requirement.^^’’®  After 
considering  these  comments,  our 
current  methods  of  estimating  the  costs 
associated  with  the  NAV  calculation 
requirement,  described  in  more  detail 
below,  are  the  same  estimation  methods 
we  used  in  the  Proposing  Release. 

All  money  market  funds  are  presently 
required  to  disclose  their  market-based 
NAV  per  share  monthly  on  Form  N- 
MFP,  and  the  frequency  of  this 
disclosure  will  increase  to  weekly. 

As  discussed  below,  some  money 
market  funds  license  a  software  solution 
from  a  third  party  that  is  used  to  assist 
the  funds  to  prepare  and  file  the 
information  that  Form  N-MFP  requires, 
and  some  funds  retain  the  services  of  a 
third  party  to  provide  data  aggregation 
and  validation  services  as  part  of 
preparing  and  filing  of  reports  on  Form 
N-MFP  on  behalf  of  the  fund.”’’®  We 
expect,  based  on  conversations  with 
industry  representatives,  that  money 
market  funds  that  do  not  presently 
calculate  the  current  values  of  their 
portfolio  securities  each  day  generally 
would  use  the  same  software  or  service 
providers  to  calculate  the  fund’s  current 
NAV  per  share  daily  that  they  presently 
use  to  prepare  and  file  Form  N- 
jvipp  1179  pqp  these  funds,  the  associated 
base  costs  of  using  this  software  or  these 
service  providers  should  not  be 
considered  new  costs.  However,  the 
third-party  software  suppliers  or  ser\dce 
providers  may  charge  more  to  funds  to 
calculate  a  fund’s  current  NAV  per 
share  daily,  which  costs  would  be 
passed  on  to  the  fund.  While  we  do  not 
have  the  information  necessary  to 
provide  a  point  estimate  (as  such 
estimate  would  depend  on  a  variety  of 
factors,  including  discounts  relating  to 
volume  and  economies  of  scale,  which 
pricing  serxdces  may  provide  to  certain 
funds),  we  estimate  that  the  average 
additional  annual  costs  that  a  fund 
would  incur  associated  with  calculating 
its  current  NAV  daily  would  range  from 
$6,111  to  $24,444.^^®°  Assuming,  as 


See  supra  notes  1165-1167. 

See  Form  N-MFP  Item  A. 21  and  B.5 
(requiring  money  market  funds  to  provide  NAV 
data  as  of  the  close  of  business  on  each  Friday 
during  the  month  reported). 

”7®  See  infra  section  IV.C.3. 

”^®One  commenter  agreed  with  this  expectation. 
See  State  Street  Comment  Letter,  at  Appendix  A. 

11 80  We  estimate,  based  on  discussions  with 
industry  representatives  that  obtaining  the  price  of 
a  portfolio  security  would  range  from  S0.25-S1.00 
per  CUSIP  number  per  quote.  We  estimate  that  each 
money  market  fund’s  portfolio  consists  of,  on 
average,  securities  representing  97  CUSIP  numbers. 
Therefore,  the  additional  daily  costs  to  calculate  a 
fund’s  market-based  NAV  per  share  would  range 
from  S24.25  (S0.25  x  97)  to  S97.00  (Sl.OO  x  97).  The 
additional  annual  costs  would  therefore  range  from 


discussed  above,  that  140  money  market 
funds  do  not  presently  determine  and 
publish  their  current  NAV  per  share 
daily,  the  average  additional  annual  cost 
that  these  140  funds  will  collectively 
incur  would  range  from  $855,540  to 
$3,422,160.^^®^  These  costs  could  be 
less  than  our  estimates  if  funds  were  to 
receive  significant  discounts  based  on 
economies  of  scale  or  the  volume  of 
securities  being  priced. 

iv.  Costs  of  Harmonization  of  Rule  2a- 
7  and  Form  N-MFP  Portfolio  Holdings 
Disclosure  Requirements 

Because  the  new  portfolio  holdings 
information  that  a  fund  is  required  to 
present  on  its  Web  site  overlaps  with 
the  information  that  a  fund  would  be 
required  to  disclose  on  Form  N-MFP, 
we  believe  that  the  costs  a  fund  will 
incur  to  draft  and  finalize  the  disclosure 
that  will  appear  on  its  Web  site  will 
largely  be  incurred  when  the  fund  files 
Form  N-MFP,  as  discussed  below  in 
section  III.G.  The  Proposing  Release 
estimated  that,  in  addition,  a  fund 
would  incur  annual  costs  of  $2,484 
associated  with  updating  its  Web  site  to 
include  the  required  monthly 
disclosure. ^^®2 

As  discussed  above,  certain 
commenters  generally  noted  that 
complying  with  the  new  Web  site 
disclosure  requirements  would  add 
costs  for  funds,  including  costs  to 
upgrade  internal  systems  and  software 
relevant  to  the  Web  site  disclosiu’e 
requirements,  as  well  as  costs  to  engage 
third-party  service  providers  for  those 
money  market  fund  managers  that  do 
not  have  existing  relevant  systems.’^®® 
One  commenter,  however,  noted  that 
the  portfolio  holdings  disclosure 
requirements  “should  not  cause  a 
significant  cost  increase  ...  as  long  as 
the  information  is  made  available  from 
relevant  accounting  systems,’’^ ’®^  and 
another  commenter  stated  that  the 
proposed  disclosure  requirements 
generally  should  not  produce  any 


S6,lll  (252  business  days  in  a  yearxS24.25)  to 
$24,444  (252  business  days  in  a  year  x  $97.00). 

1181 estimate  is  based  on  the  following 
calculations:  low  range  of  $6,111  x  140  funds  = 
$855,540;  high  range  of  $24,444  x  140  funds  = 
$3,422,160.  See  supra  note  1180.  This  figure  likely 
overestimates  the  costs  that  stable  price  funds 
would  incur  if  the  floating  NAV  proposal  were 
adopted.  This  is  because  fewer  than  559  active 
money  market  funds  would  be  stable  price  funds 
required  to  calculate  their  current  NAV  per  share 
daily,  and  thus  the  estimate  of  140  funds  (25%  x 
559  active  funds)  that  would  be  required  to  comply 
with  this  requirement  is  likely  over-inclusive. 

See  Proposing  Release,  supra  note  25,  at 

n.672. 

See  supra  note  1165. 

See  State  Street  Comment  Letter,  at  Appendix 
A. 


meaningful  costs.”®®  Another 
commenter  urged  the  Commission  to 
harmonize  new  disclosure  requirements 
so  that  funds  would  face  lower 
administrative  burdens,  and  investors 
would  bear  correspondingly  fewer 
costs. ^^®®  As  described  above,  the 
portfolio  holdings  disclosure 
requirements  we  are  adopting  have 
changed  slightly  from  those  that  we 
proposed,  in  order  to  conform  to 
modifications  we  are  making  to  the 
proposed  Form  N-MFP  disclosure 
requirements.  However,  we  believe  that 
these  revisions  do  not  produce 
additional  burdens  for  funds  and  thus 
do  not  affect  previous  cost  estimates. 
Because  the  2010  money  market  fund 
reforms  already  require  money  market 
funds  to  post  monthly  portfolio 
information  on  their  Web  sites,” ®^ 
funds  should  not  need  to  upgrade  their 
systems  and  software  to  comply  with 
the  new  portfolio  holdings  information 
disclosure  requirements.  The 
Commission  therefore  does  not  believe 
that  comments  about  the  costs  required 
to  upgrade  relevant  systems  and 
software  should  affect  its  estimates  of 
the  costs  associated  with  the  portfolio 
holdings  disclosure  requirements.  Based 
on  these  considerations,  as  well  as 
updated  industry  data,  we  now  estimate 
that  each  fund  would  incur  annual  costs 
of  $2,724  in  updating  its  Web  site  to 
include  the  required  monthly 
disclosure.”®® 

V.  Costs  of  Disclosure  Regarding 
Financial  Support  Received  by  the 
Fund,  the  Imposition  and  Removal  of 
Liquidity  Fees,  and  the  Suspension  and 
Resumption  of  Fund  Redemptions 

Because  the  required  Web  site 
disclosure  overlaps  with  the 
information  that  a  fund  must  disclose 
on  Form  N-CR  when  the  fund  receives 
financial  support  from  a  sponsor  or  fund 
affiliate,  or  when  the  fund  imposes  or 
removes  liquidity  fees  or  suspends  or 
resumes  fund  redemptions,  we 
anticipate  that  the  costs  a  fund  will 
incur  to  draft  and  finalize  the  disclosure 
that  will  appear  on  its  Web  site  will 
largely  be  incurred  when  the  fund  files 
Form  N-CR,  as  discussed  below  in 
section  III.F.  The  Proposing  Release 
estimated  that,  in  addition,  a  fund 


See  HSBC  Comment  Letter. 

”88  See  Fin.  Svcs.  Roundtable  Comment  Letter. 

”87  See  2010  Adopting  Release,  supra  note  17,  at 
section  lI.E.l. 

”88  We  estimate  that  these  costs  would  be 
attributable  to  project  assessment  (associated  with 
designing  and  presenting  the  required  portfolio 
holdings  information),  as  well  as  project 
development,  implementation,  and  testing.  The 
costs  associated  with  these  activities  are  all 
paperwork-related  costs  and  are  discussed  in  more 
detail  below.  See  infra  section  IV. A. 6. a. 
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would  incur  costs  of  $207  each  time  that 
it  updates  its  Web  site  to  include  the 
required  disclosure.” 

While  certain  commenters  generally 
noted,  as  discussed  above,  that 
complying  with  the  new  Web  site 
disclosure  requirements  would  add 
costs  for  funds,’ one  commenter 
stated  that  the  costs  of  disclosing 
liquidity  fees  and  gates  and  instances  of 
financial  support  on  the  fund’s  Web  site 
would  be  minimal  when  compared  to 
other  costs,” and  another  commenter 
stated  that  the  proposed  disclosure 
requirements  should  not  produce  any 
meaningful  costs. ”^2  y\s  described 
above,  we  have  modified  the  required 
time  frame  for  disclosing  information 
about  financial  support  received  by  a 
fund  on  the  fund’s  Web  site.  However, 
this  modification  does  not  produce 
additional  burdens  for  funds  and  thus 
does  not  affect  previous  cost  estimates. 
Taking  this  into  consideration,  as  well 
as  the  fact  that  we  received  no 
comments  providing  specific 
suggestions  or  critiques  about  our 
methods  of  estimating  the  burdens 
associated  with  the  Form  N-CR-linked 
Web  site  disclosure  requirements,  the 
Commission  has  not  modified  the 
estimated  costs  associated  with  these 
requirements,  although  it  has  modified 
its  cost  estimates  based  on  updated 
industry  data.  We  now  estimate  that  a 
fund  would  incur  costs  of  $227  each 
time  that  it  updates  its  Web  site  to 
include  the  required  disclosure. 

F.  Form  N-CR 

1.  Introduction 

Today  we  are  adopting,  largely  as  we 
proposed,  a  new  requirement  that 
money  market  funds  file  a  current  report 
with  us  when  certain  significant  events 
occur. New  Form  N-CR  will  require 
disclosure  of  certain  specified  events. 
Generally,  a  money  market  fund  will  be 
required  to  file  Form  N-CR  if  a  portfolio 
security  defaults,  an  affiliate  provides 
financial  support  to  the  fund,  the  fund 
experiences  a  significant  decline  in  its 
shadow  price,  or  when  liquidity  fees  or 
redemption  gates  are  imposed  and  when 


”“^See  Proposing  Release,  supra  note  25,  at 
nn.464,  629. 

”90  550  supra  note  1165. 

”9’  See  State  Street  Comment  Letter,  at  Appendix 
A. 

”92  5ee  HSBC  Comment  Letter. 

”83  The  costs  associated  with  these  activities  are 
all  paperwork-related  costs  and  are  discussed  in 
more  detail  below.  See  infra  section  IV.A.6.d. 

”9'i  As  we  proposed,  this  requirement  will  be 
implemented  through  our  adoption  of  new  rule 
30bl-8,  which  requires  money  market  funds  to  file 
a  report  on  new  Form  N-CR  in  certain 
circumstances.  See  rule  30bl-8;  Form  N-CR. 


they  are  lifted. In  most  cases,  a 
money  market  fund  will  be  required  to 
submit  a  brief  summary  filing  on  Form 
N-CR  within  one  business  day  of  the 
occurrence  of  the  event,  and  a  follow-up 
filing  within  four  business  days  that 
includes  a  more  complete  description 
and  information.”®® 

We  proposed  requiring  reporting  on 
Form  N-CR  under  both  the  floating 
NAV  and  fees  and  gates  reform 
alternatives,  but  the  Form  differed  in 
certain  respects  depending  on  the 
alternative.”®’’  Today  we  are  adopting  a 
combination  of  the  alternatives,  and 
therefore  final  Form  N-CR  is  a 
combined  single  form.”®® 

As  we  stated  in  the  Proposing 
Release,”®®  the  information  provided 
on  Form  N-CR  will  enable  the 
Commission  to  enhance  its  oversight  of 
money  market  funds  and  its  ability  to 
respond  to  market  events.  The 
Commission  will  be  able  to  use  the 
information  provided  on  Form  N-CR  in 
its  regulatory,  disclosure  review, 
inspection,  and  policymaking  roles. 
Requiring  funds  to  report  these  events 
on  Form  N-CR  will  provide  important 
transparency  to  fund  shareholders,  and 


’  ’“s  5ee  Form  N-CR  Parts  B-H.  More  specifically, 
adopted  largely  as  proposed,  these  events  include 
instances  of  portfolio  security  default  (Form  N-CR 
Part  B),  financial  support  (Form  N-CR  Part  C),  a 
decline  in  a  stable  NAV  fund’s  current  NAV  per 
share  (Form  N-CR  Part  D),  a  decline  in  weekly 
liquid  assets  below  10%  of  total  fund  assets  (Form 
N-CR  Part  E),  whether  a  fund  has  imposed  or 
removed  a  liquidity  fee  or  gate  (Form  N-CR  Parts 
E,  F  and  G),  or  any  such  other  information  a  fund, 
at  is  option,  may  choose  to  disclose  (Form  N-CR 
Part  H).  In  addition,  as  proposed.  Form  N-CR  Part 
A  will  also  require  a  fund  to  report  the  following 
general  information:  (i)  The  date  of  the  report;  (ii) 
the  registrant’s  central  index  key  ("CIK”)  number; 
(iii)  the  EDGAR  series  identifier;  (iv)  the  Securities 
Act  file  number;  and  (v)  the  name,  email  address, 
and  telephone  number  of  the  person  authorized  to 
receive  information  and  respond  to  questions  about 
the  filing.  See  Form  N-CR  Part  A.  As  proposed  the 
name,  email  address,  and  telephone  number  of  the 
person  authorized  to  receive  information  and 
respond  to  questions  about  the  filing  will  not  be 
disclosed  publicly  on  EDGAR. 

”96  A  report  on  Form  N-CR  will  be  made  public 
on  the  Commission’s  Electronic  Data  Gathering, 
Analysis,  and  Retrieval  system  ("EDGAR”) 
immediately  upon  filing. 

”97  For  example,  under  the  liquidity  fees  and 
gates  alternative,  we  proposed  Form  N-CR  to 
include  additional  disclosures  specifically  related 
to  liquidity  fees  and  gates,  which  we  did  not 
propose  to  under  the  floating  NAV  alternative.  See 
Proposing  Release,  supra  note  25,  at  section  1I1.G.2; 
proposed  (Fees  &  Gates)  Form  N-CR  Parts  E,  F  and 
G.  In  addition  to  other  changes  we  are  making  today 
to  the  form,  the  final  version  of  Form  N-GR 
includes  these  additional  Parts.  See  Form  N-CR 
Parts  E,  F  and  G.  We  are  also  reconciling  the 
introduction  of  Part  D,  which  was  worded 
differently  under  each  of  the  respective  main 
alternatives.  See  proposed  (FNAV)  Form  N-CR  Part 
D;  proposed  (Fees  &  Gates)  Form  N-GR  Part  D;  see 
also,  infra  note  1 263. 

”99  See  Proposing  Release  at  paragraph 
containing  n.697. 


also  will  provide  information  more 
uniformly  and  efficiently  to  the 
Commission.  It  will  also  provide 
investors  and  other  market  observers 
with  better  and  more  timely  disclosure 
of  potentially  important  events. 

Commenters  generally  supported  new 
Form  N-CR. ’200  por  example,  one 
commenter  noted  that  Form  N-CR 
would  generally  “[alert]  the  SEC  to 
issues  the  funds  may  be  having’’  and 
“[provide]  the  public  with  current 
information  that  investors  need.’’’ 201  On 
the  other  hand,  some  commenters  also 
voiced  objections,  suggesting  that  the 
form  may  be  burdensome  or  redundant, 
and  also  offered  specific 

improvements. ’202  As  discussed  in 
more  detail  below,  we  are  making 
various  changes  to  Form  N-CR  to 
address  some  of  these  concerns. 
However,  while  we  appreciate 
commenters’  concerns  about  possible 
redundancies  of  Form  N-CR  in  light  of 
the  concurrent  Web  site  or  SAI 
disclosures,  we  believe  each  of  these 
different  disclosures  to  be  appropriate 
because  they  serve  distinct 

purposes. ’203 

2.  Part  B:  Defaults  and  Events  of 
Insolvency 

Part  B  of  Form  N-CR  is  being  adopted 
largely  as  proposed. ’204  We  are 


”9osee_  g  g  ^  CPA  Institute  Gomment  Letter; 
American  Bankers  Ass’n  Comment  Letter;  Vanguard 
Comment  Letter;  Schwab  Comment  Letter;  ICI 
Comment  Letter. 

’201  See  CFA  Institute  Comment  Letter. 

1202  See,  e.g.,  Dreyfus  Comment  Letter;  Fidelity 
Comment  Letter;  ICI  Comment  Letter;  Federated 
VIII  Comment  Letter;  SIFMA  Comment  Letter. 

1203  See  discussion  following  infra  notes  1248 
and  1249  and  accompanying  text. 

1204  See  proposed  (FNAV)  Form  N-CR  Part  B; 
proposed  (Fees  &  Gates)  Form  N-CR  Part  B.  In  the 
Proposing  Release,  we  proposed  Form  N-CR  to 
require  a  fund  to  disclose  the  following 
information:  (i)  The  security  or  securities  affected; 
(ii)  the  date  or  dates  on  which  the  defaults  or  events 
of  insolvency  occurred;  (iii)  the  value  of  the  affected 
securities  on  the  dates  on  which  the  defaults  or 
events  of  insolvency  occurred;  (iv)  the  percentage 
of  the  fund’s  total  assets  represented  by  the  affected 
security  or  securities;  and  (v)  a  brief  description  of 
the  actions  the  fund  plans  to  take  in  response  to 
such  event.  See  id. 

Among  the  other  changes  discussed  in  this 
section,  in  the  final  amendments  we  are  also  adding 
the  clause  “or  has  taken”  to  the  “brief  description 
of  actions  fund  plans  to  take,  or  has  taken,  in 
response  to  the  default(s)  or  event(s)  of  insolvency” 
as  required  by  Item  B.5  of  Form  N-CR.  See  Form 
N-CR  Item  B.5.  We  are  clarifying  that  filers  should 
not  omit  in  Item  B.5  any  actions  that  they  may  have 
already  taken  in  response  to  a  default  or  event  of 
insolvency  prior  to  their  filing  of  Form  N-CR.  In 
particular,  if  a  fimd  were  able  to  complete  all 
actions  in  response  to  a  default  before  the  deadline 
of  the  follow-up  filing,  it  could  have  otherwise 
effectively  omitted  its  entire  response  to  the  default 
from  being  disclosed  in  Item  B.5.  We  believe  such 
an  omission  would  significantly  diminish  the 
informational  utility  of  Form  N-CR  to  the 
Commission  and  investors  in  understanding  how  a 
fund  has  responded  to  a  default. 
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adopting,  as  proposed,  the  requirement 
that  a  money  market  fund  report  to  us 
if  the  issuer  or  guarantor  of  a  security 
that  makes  up  more  than  one  half  of  one 
percent  of  a  fund’s  total  assets  defaults 
or  becomes  insolvent.^ 205  Such  a  report 
will,  also  as  proposed,  include  the 
nature  and  financial  effect  of  the  default 
or  event  of  insolvency,  as  well  as  the 
security  or  securities  affected. ^re 
noted  in  the  Proposing  Release,  the 
Commission  believes  that  the  factors 
specified  in  the  required  disclosure  are 
necessary  to  understand  the  nature  and 
extent  of  a  default,  as  well  as  the 
potential  effect  of  a  default  on  the  fund’s 
operations  and  its  portfolio  as  a 

whole. ^207 

As  stated  above,  we  proposed  to 
require  disclosure  of  the  security  or 
securities  affected  by  the  default.^ 208  in 
a  change  from  the  proposal,  to  help  us 
better  identify  defaulted  portfolio 
securities,  the  final  form  now  requires 
funds  to  report  the  name  of  the  issuer. 


1205  See  Form  N-CR  Part  B  (requiring  filing  if  the 
issuer  of  one  or  more  of  the  fund’s  portfolio 
securities,  or  the  issuer  of  a  demand  feature  or 
guarantee  to  which  one  of  the  fund’s  portfolio 
sectu-ities  is  subject,  and  on  which  the  fund  is 
relying  to  determine  the  quality,  maturity,  or 
liquidity  of  a  portfolio  security,  experiences  a 
default  or  event  of  insolvency  (other  than  an 
immaterial  default  unrelated  to  the  financial 
condition  of  the  issuer),  and  the  portfolio  security 
or  securities  (or  the  securities  subject  to  the  demand 
feature  or  guarantee)  accounted  for  at  least  Vz  of  1 
percent  of  the  fund’s  total  assets  immediately  before 
the  default  or  event  of  insolvency). 

1206  Porm  N-CR  Part  B,  adopted  largely  as 
proposed,  will  require  a  fund  to  disclose  the 
following  information;  (i)  The  security  or  securities 
affected,  including  the  name  of  the  issuer,  the  title 
of  the  issue  (including  coupon  or  yield,  if 
applicable)  and  at  least  two  identifiers,  if  available; 
(ii)  the  date  or  dates  on  which  the  defaults  or  events 
of  insolvency  occurred;  (iii)  the  value  of  the  affected 
securities  on  the  dates  on  which  the  defaults  or 
events  of  insolvency  occurred;  (iv)  the  percentage 
of  the  fund’s  total  assets  represented  by  the  affected 
security  or  securities;  and  (v)  a  brief  description  of 
the  actions  the  fund  plans  to  take,  or  has  taken,  in 
response  to  such  event.  As  proposed,  an  instrument 
subject  to  a  demand  feature  or  guarantee  would  not 
be  deemed  to  be  in  default,  and  an  event  of 
insolvency  with  respect  to  the  security  would  not 
be  deemed  to  have  occurred,  if;  (i)  In  the  case  of 

an  instrument  subject  to  a  demand  feature,  the 
demand  feature  has  been  exercised  and  the  fimd 
has  recovered  either  the  principal  amount  or  the 
amortized  cost  of  the  instrument,  plus  accrued 
interest;  (ii)  the  provider  of  the  guarantee  is 
continuing,  without  protest,  to  make  payments  as 
due  on  the  instrument;  or  (iii)  the  provider  of  a 
guarantee  with  respect  to  an  asset-backed  security 
pursuant  to  rule  2a-7(a)(16)(ii)  is  continuing, 
without  protest,  to  provide  credit,  liquidity  or  other 
support  as  necessary  to  permit  the  asset-backed 
security  to  make  payments  as  due.  See  Instruction 
to  Form  N-CR  Part  B.  This  instruction  is  based  on 
the  current  definition  of  the  term  “default”  in  the 
provisions  of  rule  2a-7  that  require  funds  to  report 
defaults  or  events  of  insolvency  to  the  Commission. 
See  current  rule  2a-7(c)(7)(iv). 

■’2°^  See  Proposing  Release,  supra  note  25,  at  text 
following  n.703. 

1208 Proposed  (FNAV)  Form  N-CR  Item  B.l; 
Proposed  (Fees  &  Gates)  Form  N-CR  Item  B.l. 


the  title  of  the  issue  and  at  least  two 
identifiers,  if  available  [e.g.,  CUSIP, 

ISIN,  CIK,  Legal  Entity  Identifier 
{“LEI”))  when  they  file  a  report  under 
part  B  of  the  form. ^209  jhig  requirement 
is  similar  to  what  we  proposed  and  are 
adopting  with  respect  to  Items  C.l  to  C.5 
of  Form  N-MFP.^210  i^  particular,  better 
identification  of  the  particular  fund 
portfolio  security  or  securities  subject  to 
a  default  or  event  of  insolvency  at  the 
time  of  notice  to  the  Commission  will 
facilitate  the  staffs  monitoring  and 
analysis  efforts,  as  well  as  inform  any 
action  that  may  be  required  in  response 
to  the  risks  posed  by  such  an  event. 

Fund  shareholders  and  potential 
investors  will  similarly  benefit  from  the 
clear  identification  of  defaulted  fund 
portfolio  securities  when  evaluating 

their  investments. ^211 

One  commenter  expressed  concern 
that  publicly  identifying  a  single 
security  that  has  defaulted  could  be 
problematic  if  other  contextual 
information  about  the  quality  of  the 
fund’s  other  holding  is  not  immediately 

available. ^212  \i\jq  j^ote  that  the  Form  N- 

CR  report  will  provide  the  value  as  well 
as  the  relative  size  of  any  defaulted 
security  compared  to  the  rest  of  a  fund’s 
portfolio,  providing  some  context  for  the 
default.  In  addition,  as  further  described 
in  section  III.F.6  below,  we  are  also 
adopting  a  new  Part  H  of  Form  N-CR 
that  will  permit  money  market  funds,  in 
their  discretion,  to  discuss  any  other 
events  or  information  that  they  may 
consider  material  or  relevant,  which 
should  allow  for  additional  context  if 
necessary. 

3.  Part  C:  Financial  Support 

We  are  also  adopting  a  requirement 
that  money  market  funds  report 
instances  of  financial  support  by 
sponsors  or  other  affiliates  on  Part  C  of 
Form  N-CR  ^213  with  several  changes 


1209  5ee  Form  N-CR  Item  B.l.  These  requirements 
are  similar  to  Form  N-MFP  Items  C.l  to  C.5  but  are 
reported  on  a  more  timely  basis  on  Form  N-CR. 
Much  like  under  Form  N-MFP,  we  note  that  the 
requirement  to  include  multiple  identifiers  is  only 
required  if  such  identifiers  are  actually  available. 

12m  See  Proposing  Release,  supra  note  25,  at 
nn. 754-757  and  accompanying  text;  see  supra 
section  III.G. 

11*”  Although  current  rule  2a-7(c)(7)(iii)(A) 
requires  money  market  funds  to  report  defaults  or 
events  of  insolvency  to  the  Commission  by  email, 
as  proposed,  we  are  eliminating  this  now 
duplicative  requirement. 

121^  See  Dreyfus  Comment  Letter. 

1213  See  Form  N-CR  Part  C.  Today,  when  a 
sponsor  supports  a  fund  by  purchasing  a  security 
pursuant  to  rule  17a-9,  we  require  prompt 
disclosure  of  the  purchase  by  email  to  the  Director 
of  the  Commission’s  Division  of  Investment 
Management,  but  we  do  not  otherwise  receive 
notice  of  such  support  unless  the  fund  needs  and 
requests  no-action  or  other  relief  See  current  rule 
2a-7(c)(7)(iii)(B).  As  proposed,  we  are  eliminating 


from  the  proposal.  ^214  \/ye  have 

modified  the  definition  of  financial 
support  from  the  proposal  in  response 
to  comments,  as  discussed  below.  This 
revised  definition  will  affect  when  Part 
C  needs  to  be  filed.  When  filed,  the  Part 
C  report  will,  as  proposed,  require 
disclosure  of  the  nature,  amount,  and 
terms  of  the  support,  as  well  as  the 
relationship  between  the  person 
providing  the  support  and  the  fund 


this  requirement,  as  it  would  duplicate  the  Form  N- 
CR  reporting  requirements  discussed  in  this  section. 
As  we  stated  in  the  text  following  note  711  of  the 
Proposing  Release,  the  Form  N-CR  reporting 
requirement  will  permit  the  Commission 
additionally  to  receive  notification  of  other  kinds  of 
financial  support  (which  could  affect  a  fund  as 
significantly  as  a  security  purchase  pursuant  to  rule 
1 7a-9)  and  a  description  of  the  reason  for  the 
support,  and  it  will  also  assist  investors  in 
understanding  the  extent  to  which  money  market 
hinds  receive  financial  support  from  their  sponsors 
or  other  affiliates. 

’2’**  See  proposed  (FNAV)  Form  N-CR  Part  C; 
proposed  (Fees  &  Gates)  Form  N-CR  Part  C.  In 
particular,  in  the  Proposing  Release  we  proposed 
the  term  “financial  support”  to  include,  but  not  be 
limited  to,  (i)  any  capital  contribution,  (ii)  purchase 
of  a  security  from  the  fund  in  reliance  on  rule  17a- 
9,  (iii)  purchase  of  any  defaulted  or  devalued 
security  at  par,  (iv)  purchase  of  fund  shares,  (v) 
execution  of  letter  of  credit  or  letter  of  indemnity, 
(vi)  capital  support  agreement  (whether  or  not  the 
fund  ultimately  received  support),  (vii)  performance 
guarantee,  or  (viii)  any  other  similar  action  to 
increase  the  value  of  the  fund’s  portfolio  or 
othenvise  support  the  fund  during  times  of  stress. 
See  Proposing  Release,  supra  note  25,  at  nn.705- 
712  and  accompanying  discussion.  We  also 
proposed  Form  N-CR  to  require  a  fund  to  disclose 
the  following  information;  (i)  A  description  of  the 
nature  of  the  support;  (ii)  the  person  providing 
support;  (iii)  a  brief  description  of  the  relationship 
between  the  person  providing  the  support  and  the 
fund;  (iv)  a  brief  description  of  the  reason  for  the 
support;  (v)  the  date  the  support  was  provided;  (vi) 
the  amount  of  support;  (vii)  the  security  supported, 
if  applicable;  (viii)  the  market-based  value  of  the 
secmity  supported  on  the  date  support  was 
initiated,  if  applicable;  (ix)  the  term  of  support;  and 
(x)  a  brief  description  of  any  contractual  restrictions 
relating  to  support.  In  addition,  if  an  affiliated 
person,  promoter,  or  principal  underwTiter  of  the 
fund,  or  an  affiliated  person  of  such  a  person, 
purchases  a  security  from  the  fund  in  reliance  on 
rule  17a-9,  we  proposed  that  the  money  market 
fund  would  be  required  to  provide  the  purchase 
price  of  the  security,  as  well  as  certain  other 
information.  See  Instruction  to  proposed  (FNAV) 
Form  N-CR  Part  C;  Instruction  to  proposed  (Fees  & 
Gates)  Form  N-CR  Part  C. 

’215  Form  N-CR  Items  C.l  through  C.IO 

will  require,  with  changes  from  the  proposal,  a  fund 
to  disclose  the  following  information;  (i)  A 
description  of  the  nature  of  the  support;  (ii)  the 
person  providing  support;  (iii)  a  brief  description  of 
the  relationship  between  the  person  providing  the 
support  and  the  fund;  (iv)  the  date  the  support  was 
provided;  (v)  the  amount  of  support,  including  the 
amount  of  impairment  and  the  overall  amount  of 
securities  supported;  (vi)  the  security  supported, 
including  the  name  of  the  issuer,  the  title  of  the 
issue  (including  coupon  or  yield,  if  applicable)  and 
at  least  two  identifiers,  if  available;  (vii)  the  market- 
based  value  of  the  security  supported  on  the  date 
support  was  initiated,  if  applicable;  (viii)  a  brief 
description  of  the  reason  for  the  support;  (ix)  the 
term  of  support;  and  (x)  a  brief  description  of  any 
contractual  restrictions  relating  to  support.  We  have 

Continued 
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except  that,  in  a  change  from  the 
proposal,  the  report  will  also  require 
certain  identifying  information  about 
securities  that  are  the  subject  of  any 

financial  support. 

As  we  noted  in  the  Proposing  Release, 
we  believe  that  requiring  disclosure  of 
financial  support  from  a  fund  sponsor  or 
affiliate  will  provide  important,  near 
real-time  transparency  to  shareholders 
and  the  Commission,  and  will  therefore 
help  shareholders  better  understand  the 
ongoing  risks  associated  with  an 
investment  in  the  fund.'^^i^ 
information  provided  in  the  required 
disclosure  is  necessary  for  investors  to 
understand  the  nature  and  extent  of  the 
sponsor’s  discretionary  support  of  the 
fund  and  will  also  assist  Commission 
staff  in  analyzing  the  economic  effects 
of  such  financial  support. 

a.  Definition  of  Financial  Support 

Although  a  number  of  commenters 
generally  supported  the  proposed 
financial  support  disclosure, ^219  many 
of  these  supporters  and  other 
commenters  also  argued  that  the 
proposed  definition  of  “financial 
support”  was  ambiguous  and  could 
trigger  unnecessary  filings. ’^20  Many 


also  rearranged  proposed  Item  C.4  (description  of 
the  reason  for  the  support)  to  be  new  Item  C.8  in 
order  to  better  streamline  the  disclosures  required 
to  be  filed  within  one  business  day  (Items  C.l 
through  C.7)  versus  four  business  days  (Items  C.8 
through  C.IO).  See  infra  section  IiI.F.7. 

■’2’®  See  Form  N-CR  Item  C.6  (now  requiring,  for 
any  security  supported,  disclosure  of  the  name  of 
the  issuer,  the  title  of  the  issue  (including  coupon 
or  yield,  if  applicable)  and  at  least  two  identifiers, 
if  available.  We  are  including  the  new  securities 
identification  requirements  for  the  same  reasons  we 
are  including  it  in  Part  B,  as  discussed  above. 

’217  See  Proposing  Release,  supra  note  25,  at 
n.705  and  accompanying  text.  See  also,  e.g., 

Schwab  Comment  Letter  (noting  that  the 
"[plroposed  disclosures  around  instances  of 
sponsor  support  would  provide  investors  with 
useful  context  for  analyzing  the  stability  of  the 
fund”).  In  addition,  as  we  discussed  at  n.712  in  the 
Proposing  Release,  money  market  funds’  receipt  of 
financial  support  from  sponsors  and  other  affiliates 
has  not  historically  been  prominently  disclosed  to 
investors,  which  has  resulted  in  a  lack  of  clarity 
among  investors  about  which  money  market  funds 
have  received  such  financial  support. 

1218  See  Proposing  Release,  supra  note  25,  at  text 
following  n.708.  Another  commenter  also  suggested 
that  disclosure  of  financial  support  on  Form  N-CR 
may  have  the  effect  of  reducing  the  likelihood  that 
funds  will  need  such  support  in  the  future.  See 
American  Bankers  Ass’n  Comment  Letter 
(‘‘[kjnowing  that  any  form  of  sponsor  support 
would  be  required  to  be  disclosed  within  24  hours, 
fund  managers  would  likely  do  everjdhing  they 
could  to  avoid  the  need  for  sponsor  support.”). 

’2iBSee,  e.g.,  Oppenheimer  Comment  Letter 
(“.  .  .  we  support  the  SEC’s  proposal  to  require 
money  market  funds  to  disclose  current  and 
historical  instances  of  sponsor  support  for  stable 
NAV  funds  [.  .  .].”);  Schwab  Comment  Letter;  T. 
Rowe  Price  Comment  Letter;  American  Bankers 
Ass’n  Comment  Letter;  Federated  VIII  Comment 
letter. 

’220  e  g  _  Schwab  Comment  Letter  (noting 
that  the  “Iplroposed  disclosures  around  instances  of 


commenters  suggested  that  the  catchall 
provision  of  the  proposed  definition, 
which  would  require  reporting  of  “any 
other  similar  action  to  increase  the 
value  of  the  Fund’s  portfolio  or 
otherwise  support  the  Fund  during 
times  of  stress,”  was  too  broad. ^221 
Some  commenters  stated  that  the 
proposed  definition  would  trigger 
reports  on  Form  N-CR  of  routine 
transactions  that  occur  in  the  ordinary 
course  of  business,  which  do  not 
indicate  stress  on  the  fund. ^222  pQp 
example,  a  few  commenters  suggested 
that  the  proposed  definition  would 
result  in  Form  N-CR  filings  with  respect 
to  ordinary  fee  waivers  and  expense 
reimbursements,  inter-fund  lending, 
purchases  of  fund  shares, 
reimbursements  made  by  the  sponsor  in 
error,  and  certain  other  routine  fund 
transactions.  1223  Because  many  of  the 
above  actions  likely  would  not  indicate 
stress  on  a  fund,  commenters  noted  that 
reporting  these  actions  would  not 
enhance  investors’  ability  to  fully 
appreciate  the  risks  of  investing  in  a 
fund,  potentially  lead  to  further  investor 
confusion  and  possibly  even  cause 
“disclosure  fatigue”  among 


sponsor  support  would  provide  investors  with 
useful  context  for  analyzing  the  stability  of  the 
fund,  though  we  would  note  that  not  all  instances 
of  sponsor  support  are  indicative  of  a  fund  under 
even  mild  stress,  let  alone  nearing  the  point  of 
breaking  the  buck.”);  ICI  Comment  Letter  (“We  are 
concerned  that  the  definition  of  ‘financial  support’ 
for  purposes  of  the  required  disclosures  is  overly 
broad  and  would  include  the  reporting  of  routine 
fund  matters.”);  Federated  II  Comment  Letter; 
Deutsche  Comment  Letter;  UBS  Comment  Letter. 

’22r  See,  e.g.,  Dreyfus  Comment  Letter,  Deutsche 
Comment  Letter,  ICI  Comment  Letter,  Fidelity 
Comment  Letter;  UBS  Comment  Letter. 

’222  See,  e.g..  Dechert  Comment  Letter  (stating 
that  the  “definition  of  ‘financial  support’  is  over- 
inclusive  and  would  capture  certain  actions  taken 
in  the  ordinary  course  of  business  that  would  not 
signal  any  financial  distress  on  the  part  of  the 
money  fund.”);  SIFMA  Comment  Letter,  ICI 
Comment  Letter,  Federated  II  Comment  Letter, 
Vanguard  Comment  Letter. 

’223  See,  e.g.,  PWC  Comment  Letter  (“.  .  .  an 
expense  waiver  is  more  often  than  not  a  means  to 
limit  a  fund’s  expense  ratio,  and  not  to  avoid  the 
NAV  falling  below  SI. 00  per  share.”);  BlackRock  II 
Comment  Letter  (“[a]ffiliates  and  fund  sponsors 
often  use  a  fund  as  a  cash  management  vehicle  and 
routinely  purchase  fund  shares.  These  purchases  in 
no  way  indicate  a  fund  is  under  stress.”);  Fidelity 
Comment  Letter  (noting  that  “a  ‘(iv)  purchase  of 
fund  shares’  may  be  interpreted  to  include  a 
sponsor’s  investment  of  seed  money  to  launch  a 
new  fund  and  investment  by  affiliated  funds  or 
transfer  agents  on  behalf  of  either  funds  using 
MMFs  as  an  overnight  cash  sweep  or  central  funds 
investing  pursuant  to  the  terms  of  an  exemptive 
order.”  and  that  other  routine  items  might  include 
“expense  caps,  inter-fund  lending,  loans  and 
overdrafts  due  to  settlement  timing  issues,  and 
credits  that  service  providers  of  a  MMF  may  give 
as  a  result  of  cash  held  at  the  service  provider”). 

See  also,  e.g..  Vanguard  Comment  Letter,  Federated 
VIII  Comment  Letter,  SIFMA  Comment  Letter, 
Deutsche  Comment  Letter,  ICI  Comment  Letter. 


investors. ’224  yyg  also  were  asked  to 

clarify  what  constitutes  financial 
support  in  order  to  standardize 
disclosures  by  different  funds. ’225 

We  appreciate  these  commenters’ 
concerns,  and  are  today  amending  the 
final  definition  of  “financial  support”  to 
minimize  unnecessary  filings  of  Form 
N-CR  and  reduce  inconsistencies 
among  different  filers.  In  response  to 
these  comments,  we  are,  among  other 
things,  modifying  the  rule  text  to  specify 
that  certain  routine  actions,  and  actions 
not  reasonably  intended  to  increase  or 
stabilize  the  value  or  liquidity  of  the 
fund’s  portfolio,  do  not  need  to  be 
reported  as  financial  support  on  Form 
N-CR,  as  discussed  below.’ 226 
revised  definition  should  help  avoid 
Form  N-CR  filings  that  do  not  represent 
actions  that  the  Commission, 
shareholders,  and  other  market 
observers  would  consider  significant 
enough  in  evaluating  or  monitoring  for 
financial  support.  Each  item  of  financial 
support  in  the  definition  is  the  same  as 
was  proposed,  except  we  have  deleted 
“purchase  of  fund  shares”  from  the 
definition,  we  have  refined  the  “catch¬ 
all  provision,”  and  we  have  added 
several  exclusions,  all  discussed  below. 

As  we  are  adopting  it  today,  the  term 
“financial  support”  is  defined  to 
include  (i)  any  capital  contribution,  (ii) 
purchase  of  a  security  from  the  fund  in 
reliance  on  rule  17a-9,  (iii)  purchase  of 
any  defaulted  or  devalued  security  at 
par,  (iv)  execution  of  letter  of  credit  or 


’224  See,  e.g..  Federated  VIII  Comment  Letter; 
Fidelity  Comment  Letter;  ICI  Comment  Letter; 
SIFMA  Comment  Letter;  Chamber  II  Comment 
Letter. 

’225  See  SIFMA  Comment  Letter  (stating  that 
clarifying  the  definition  of  financial  support  is 
“necessary  to  standardize  disclosures  across  the 
industry.”).  With  respect  to  the  “catch-all” 
provision  of  the  definition,  see  discussion  infra  and 
cf,  e.g.,  Dreyfus  Comment  Letter.  Certain  of  our 
final  changes  to  the  definition  of  “financial 
support”  are  intended  to  address  concerns  about 
inconsistent  disclosures  by  different  funds.  See, 
e.g.,  infra  notes  1226  and  1232  and  the  respective 
accompanying  discussions. 

’226  In  addition,  in  the  Proposing  Release,  we 
explained  that  the  instructions  specified  that  the 
term  financial  support  included,  but  was  not 
iirnited  to  certain  examples  of  financial  support.  See 
Proposing  Release,  supra  note  25,  at  n.617  and 
accompanying  text.  Similarly,  in  the  proposed  Form 
N-CR,  we  had  included  the  phrase  “for  example” 
before  the  definition  of  financial  support, 
suggesting  that  this  definition  was  a  non-exhaustive 
list  of  actions  that  constitute  financial  support.  See 
proposed  (FNAV)  Form  N-CR  Part  C;  proposed 
(Fees  &  Gates)  Form  N-CR  Part  C.  In  the  final 
amendments,  we  are  eliminating  these 
qualifications  in  order  to  reduce  any  ambiguity  over 
what  else  might  constitute  sponsor  support.  We  also 
clarify  that  the  final  definition  encompasses  the 
entire  universe  of  what  does  (and  does  not) 
constitute  financial  support  for  purposes  of  Form 
N-CR.  We  believe  these  clarifications,  in  addition 
to  our  other  changes  to  the  definition  of  “financial 
support,”  will  provide  for  more  standardized 
disclosures  across  the  industry. 
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letter  of  indemnity,  (v)  capital  support 
agreement  (whether  or  not  the  fund 
ultimately  received  support),  (vi) 
performance  guarantee,  (vii)  or  any 
other  similar  action  reasonably  intended 
to  increase  or  stabilize  the  value  or 
liquidity  of  the  fund’s  portfolio; 
excluding,  however,  any  (i)  routine 
waiver  of  fees  or  reimbursement  of  fund 
expenses,  (ii)  routine  inter-fund  lending, 
(iii)  routine  inter-fund  purchases  of 
fund  shares,  or  (iv)  any  action  that 
would  qualify  as  financial  support  as 
defined  above,  that  the  board  of 
directors  has  otherwise  determined  not 
to  be  reasonably  intended  to  increase  or 
stabilize  the  value  or  liquidity  of  the 

fund’s  portfolio.^ 227 

As  some  commenters  suggested, ^228 
we  are  refining  the  “catch-all”  provision 
of  the  financial  support  definition.  1229 
In  the  Proposing  Release,  we  had 
proposed  to  require  disclosure  of  “any 
other  similar  action  to  increase  the 
value  of  the  fund’s  portfolio  or 
otherwise  support  the  fund  during  times 
of  stress.”  ^230  Under  the  final 
definition,  we  are  changing  this 
provision  to  read:  “any  other  similar 
action  reasonably  intended  to  increase 
or  stabilize  the  value  or  liquidity  of  the 
Fund’s  portfolio.”  ^231  jn  particular,  we 
have  eliminated  the  phrases  “otherwise 
support”  and  “during  times  of  stress” 
contained  in  the  proposed  definition  to 
address  more  general  concerns  that  the 
“catch-all”  provision  was  too  vague  and 
could  be  subject  to  different 
interpretations  by  different  funds. ’232 
We  also  eliminated  the  phrase  “during 
times  of  stress”  because  sponsors  may 
also  provide  support  pre-emptively, 
before  a  fund  is  experiencing  any  actual 
stress.  Instead,  we  believe  this  new 


See  Form  N-CR  Part  C.  This  definition  is  the 
same  as  the  one  we  are  adopting  today  for  purposes 
of  the  Web  site  disclosure  of  sponsor  support.  See 
supra  section  I11.F.3.  See  also,  supra  note  1214  for 
a  description  of  the  proposed  definition  in  the 
Proposing  Release. 

See,  e.g.,  Dreyfus  Comment  Letter  (“we 
recommend  that  'or  otherwise  support  the  fund 
during  times  of  market  stress’  be  eliminated  from 
subparagraph  (viii),  or  revised  to  be  made  more 
specific  as  to  actual  financial  support  provided.  As 
proposed,  this  broad  ‘catch-all’  provision  re-opens 
the  door  for  debate  about  what  constitutes 
‘instances  of  sponsor  support.’  ’’);  ICI  Comment 
Letter. 

’229  See  Form  N-CR  Part  C. 

’230  Sgg  Proposing  Release,  supra  note  25,  at 
n.617  and  accompanying  text;  proposed  (FNAV) 
Form  N-CR  Part  C;  proposed  (Fees  &  Gates)  Form 
N-CR  Part  C. 

’22’  See  Form  N-CR  Part  C. 

’232  See  Dreyfus  Comment  Letter.  See  generally, 
e.g.,  SIFMA  Comment  Letter  (with  respect  to 
definition  of  financial  support  generally,  stating 
that  clarifications  are  “necessary'  to  standardize 
disclosures  across  the  industry.’’).  But  cf.,  ICI 
Comment  Letter  (proposing  a  modified  “catch-all” 
provision  that  would  retain  the  phrase  “during 
periods  of  stress.’’). 


intentionality  standard  ^233  should  serve 
to  reduce  the  chance  that  a  fund  would 
need  to  report  an  action  on  Form  N-CR 
that  does  not  represent  true  financial 
support  that  the  Commission  or 
investors  would  likely  be  concerned 
with.  By  focusing  on  the  primary 
intended  effects  of  sponsor  support — 
increasing  or  stabilizing  the  value  or 
liquidity  of  a  fund’s  portfolio  ^234 — ^^e 
believe  the  revised  “catch-all”  provision 
will  better  capture  actions  that  the 
Commission,  shareholders,  and  other 
market  observers  would  consider 
significant  in  evaluating  or  monitoring 
for  financial  support. ^235  Actions  that 
would  likely  fall  within  this  “catch-all” 
provision  include,  for  example,  the 
purchase  of  a  defaulted  or  devalued 
security  at  a  price  above  fair  value,  or 
exchanges  of  securities  with  longer 
matmities  for  ones  with  shorter 
matmities. 

We  have  also  added  exclusions  to  the 
definition  in  a  change  from  the 
proposal.  The  revised  definition  of 
financial  support  explicitly  excludes 
routine  waivers  of  fees  or 
reimbursement  of  fund  expenses, 
routine  inter-fund  lending,  and  routine 


’233  See  Form  N-CR  Part  C.  As  noted  above,  if 
increasing  or  stabilizing  the  value  or  liquidity  of  the 
Fund’s  portfolio  is  an  intended  effect  of  an  action, 
even  if  not  the  primary’  purpose,  then  it  would  need 
to  be  reported  on  Form  N-CR. 

’234  fo  that  end,  we  have  also  added  “or 
stabilize”  and  “or  liquidity’’’  to  what  we  had 
originally  proposed  as  the  catch-all  provision.  See 
supra  note  1231  and  accompanying  text.  We  are 
doing  so  because  we  believe  that  increasing  the 
value  of  a  fund  may  not  be  the  only  primary’ 
intended  effect  of  financial  support.  Rather,  we 
believe  that  stabilizing  the  value  of  a  fund  (e.g., 
where  a  sponsor  provides  support  to  counter 
foreseeable  adverse  market  effects  that  may 
otherwise  depress  the  fund’s  value),  as  well  as 
increasing  or  stabilizing  the  fund’s  liquidity  (e.g., 
where  a  sponsor  might  exchange  securities  with 
longer  maturities  for  ones  of  equal  value  but  with 
shorter  maturities)  may  also  be  intended  effects  of 
financial  support. 

’235  We  also  considered  whether  to  make  this 
“catch-all”  provision  (or  the  definition  of  financial 
support  generallj')  subject  to  a  specific  threshold  or 
general  materiality  qualification.  See,  e.g.,  T.  Rowe 
Price  Comment  Letter  (stating  that  “if  the  sponsor 
is  investing  in  its  own  fund  in  order  to  support  the 
NAV,  we  agree  that  the  SEC  could  consider 
requiring  disclosure  [on  Form  N-CR]  if  a  money 
market  fund’s  NAV  has  dropped  below  a  certain 
threshold  and  the  sponsor’s  investment  in  the  fund 
materially  changes  the  market-based  NAV.”);  Cf., 
e.g.,  ICI  Comment  Letter  (among  other  things, 
proposing  to  qualify  purchases  of  fund  shares  by 
adding  “to  support  the  fund  during  periods  of  stress 
(e.g.,  when  the  fund’s  NAV  deviates  by  more  than 
'A  of  1  percent)”  behind  it).  However,  we  are  not 
including  a  specific  threshold  (e.g.,  a  specific  drop 
in  the  fund’s  NAV  or  liquidity)  at  this  time  (to  the 
“catch-all”  provision  or  any  other  part  of  the 
definitions)  because  not  all  types  of  sponsor 
support  (e.g.,  a  capital  support  agreement  or 
performance  guarantee)  may  result  in  an  immediate 
change  in  a  fund’s  NAV  or  liquidity.  The  utility  of 
the  reporting  might  also  be  diminished  with  such 
a  threshold  if  sponsors  provided  support  pre¬ 
emptively,  before  the  specified  threshold  is  met. 


inter- fund  purchases  of  fund  shares. ’236 
We  agree  with  commenters  that  the 
actions  we  are  excluding  from  the  final 
definition  are  not  generally  indicative  of 
stress  at  a  fund. ’237  Correspondingly, 
we  have  also  deleted  purchases  of  fund 
shares  as  one  of  the  items  that  had  been 
explicitly  included  in  the  proposed 

definition. ’238  yjQ  note  that  these 

actions  must  be  “routine”  meaning  that 
any  such  actions  are  excluded  only  to 
the  extent  they  are  not  reasonably 
intended  to  increase  or  stabilize  the 
value  or  liquidity  of  the  fund’s 

portfolio.’239 

The  final  definition  of  financial 
support  also  includes  a  new 
intentionality  exclusion  that  may  be 
invoked  by  boards.’ 240  Under  this  new 
exclusion,  a  particular  action  need  not 
be  reported  as  financial  support  under 
Part  C  of  Form  N-CR  if  the  board  of 
directors  of  the  fund  finds  that  the 
action  was  not  “reasonably  intended  to 
increase  or  stabilize  the  value  or 
liquidity  of  the  Fund’s  portfolio.”  We 
are  adding  this  exclusion  as  a  way  to 
address  certain  remaining  concerns  by 
commenters  about  the  reporting  of 
actions  that  might  otherwise  still 
technically  fall  within  the  definition  of 
financial  support,  but  are  not  intended 
as  such. ’24’  During  times  of  fund  or 
market  stress,  however,  we  believe  that 
boards  likely  would  find  it  difficult  to 
determine  that  a  particular  action  that  is 
otherwise  captured  by  the  definition  of 
financial  support  should  be  excluded 
under  this  intentionality  exception.  We 
recognize  that  an  action  may  be  made 
for  a  number  of  reasons,  but  note  that 
if  an  intent  of  the  action  is  to  increase 
or  stabilize  the  value  or  liquidity  of  the 
Fund’s  portfolio,  even  if  that  is  not  the 
primary  or  sole  purpose  of  the  action, 
then  it  must  be  reported  on  the 


’23®  C/.,  e.g.,  ICI  Comment  Letter  (proposing  to 
add  “nonroutine”  before  “purchase  of  hind  shares” 
to  “make  it  clear  that  routine  affiliate  purchases 
normally  should  not  be  deemed  “financial 
support.”). 

See  generally,  commenters’  concerns  at  supra 
note  1223  and  accompanj'ing  discussion. 

’238  See  clause  (iv)  of  the  proposed  definition, 
supra  note  1227. 

’239  If  increasing  or  stabilizing  the  value  or 
liquidity  of  the  Fund’s  portfolio  is  an  intended 
effect  of  an  action,  even  if  not  the  primary  purpose, 
then  it  would  need  to  be  reported  on  Form  N-CR. 

’240  See  Form  N-CR  Part  C. 

’24’  See,  e.g..  Fidelity  Comment  Letter  (“For 
example,  ‘(i)  any  capital  contribution’  could  be 
interpreted  to  include  a  reimbursement  of  error,  as 
a  MMF  adviser  or  sponsor  may  reimburse  a  MMF 
for  an  error  that  occurred  whether  part  of 
investment  operations,  investment  activity  or  other 
services  provided  by  a  service  provider  to  the 
funds.”)  In  such  a  case,  a  fund’s  board  might  be  able 
to  determine  that  such  reimbursement  was  not 
“reasonably  intended  to  increase  or  stabilize  the 
value  or  liquidity  of  the  Fund’s  portfolio”  and  thus 
would  not  report  the  action  on  Form  N-CR. 
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Form. ’242  As  jg  ^he  case  with  any  board 
determination,  boards  would  typically 
record  in  tbe  board  minutes  the  bases  of 
any  such  determinations  by  the 

board. ’243 

b.  Amount  of  Support 

In  the  Proposing  Release,  we 
proposed  that  filers  disclose,  among 
other  things,  the  “amount  of  support”  in 
Part  C  of  Form  N-CR.’2^‘’  One 
commenter  asked  the  Commission  to 
clarify  the  “amount”  of  financial 
support  that  they  must  report  under  Part 
C  of  the  form  to  avoid  misleading 
disclosures  and  to  facilitate 
comparability  in  disclosures  across  the 
industry. ’245  pQp  example,  in  the  case  of 
a  purchase  of  a  security  from  the  fund, 
this  commenter  believed  that  it  may  be 
misleading  to  report  the  size  of  the 
position  purchased  as  the  “amount” 
supported  and  rather  thought  the 
amount  of  support  should  be  the 
increase  in  the  fund’s  NAV  that  results 
from  the  purchase.  This  commenter  also 
asked  that  the  Commission  clarify  that 
SEC  staff  interpretations  relating  to 
reporting  the  valuation  of  capital 
support  agreements  on  Form  N-MFP 
would  be  applicable  for  these 

purposes. ’24e 

Below  we  are  providing  guidance  to 
clarify  what  amounts  should  be  reported 

1242  Pqi-  example,  a  sponsor  might  purchase  a 
security  from  a  fund  (or  take  another  similar  action) 
to  eliminate  potential  future  risk  associated  with 
that  security,  and  may  engage  in  such  an  action 
primarily  out  of  concern  for  their  reputation  or 
other  reasons.  Nonetheless,  if  any  intent  of  the 
action,  even  if  it  is  not  the  primary  intent,  is  to 
increase  or  stabilize  the  value  or  liquidity  of  the 
fund’s  portfolio  (in  the  present  or  future),  then  such 
an  action  would  be  reportable  on  Form  N-CR. 
Similarly,  one  commenter  suggested  that  we 
exclude  certain  capital  contributions  provided  by 
the  sponsor  of  an  acquired  fund  in  the  case  of  a 
merger  or  reorganization  from  the  definition  of 
financial  support  for  purposes  of  Form  N-CR,  See 
Federated  VIII  Comment  Letter.  We  have  not  done 
so  because  in  some  cases  such  a  contribution  might 
be  reasonably  intended  to  increase  or  stabilize  the 
value  or  liquidity  of  the  fund’s  portfolio,  even  if  the 
primarj'  intent  was  to  facilitate  the  merger  or 
reorganization.  In  particular,  such  a  contribution 
may  qualify  as  a  “capital  contribution”  for  purposes 
of  clause  (i)  of  the  proposed  definition  of  financial 
support.  Given  that  the  capital  contribution  in  the 
commenter’s  example  was  intended  to  cover  “any 
net  losses  previously  realized  by  the  acquired  fund” 
or  “if  the  shadow  price  of  the  acquired  fund  differs 
materially  from  the  acquiring  fund’s  shadow  price,” 
the  recipient  fund’s  board  would  likely  find  it 
difficult  to  conclude  that  such  a  capital 
contribution  was  not  reasonably  intended  to 
increase  or  stabilize  the  value  or  liquidity  of  the 
fund’s  portfolio.  Id. 

See  supra  note  709. 

See  proposed  (FNAV)  Form  N-CR  Item  C.6: 
proposed  (Fees  &  Gates)  Form  N-CR  Item  C.6. 

’245  See  SIFMA  Comment  Letter. 

i246f]iis  commenter  was  discussing  Staff 
Responses  to  Questions  about  Rule  30bl-7  and 
Form  N-MFP  updated  July  29,  2011,  available  at 
http://wvi'i\'.sec. gov/divisions/investment/guidance/ 
formn-mfpqa.htm. 


specifically  with  respect  to  share 
purchases  on  Part  C  of  Form  N-CR. 

With  respect  to  share  purchases  in 
particular,  we  disagree  with  the 
commenter  that  when  financial  support 
is  provided  through  the  purchase  of  a 
fund  portfolio  security,  the  size  of  the 
security  position  purchased  is  not 
relevant  in  considering  the  amount  of 
support.  When  a  distressed  or 
potentially  distressed  security  is 
purchased  out  of  a  fund’s  portfolio, 
support  can  be  provided  in  two  ways. 
First,  if  it  is  purchased  at  amortized  cost 
and  the  security’s  market-based  value  is 
below  amortized  cost,  one  measure  of 
the  amount  of  support  is  the  amount  of 
the  security’s  impairment  below 
amortized  cost.  However,  the  purchase 
of  the  security  position  from  the  fund 
also  removes  this  entire  risk  exposure 
from  the  fund  and  protects  the  fund 
from  subsequent  further  price  declines 
in  the  security.  Accordingly,  we  believe 
that  the  size  of  the  position  purchased 
from  the  fund  is  also  relevant  when 
considering  the  “amount”  of  financial 
support.  Therefore,  in  such  a  case  filers 
should  report  under  Part  C  of  Form  N- 
CR  the  following  two  separate  items 
with  respect  to  the  “amount”  of 
financial  support:  (i)  The  amount  of  the 
impairment  below  amortized  cost  in  the 
security  purchased  and  (ii)  the 
amortized  cost  value  of  the  securities 
purchased. 

In  the  case  of  a  capital  support 
agreement,  historically  such  agreements 
have  supported  a  particular  security 
position  while  others,  as  noted  by  a 
commenter,  may  support  the  market- 
based  NAV  per  share  of  the  fund  as  a 
whole.’247  Where  a  capital  support 
agreement  is  supporting  a  particular 
security  position,  we  would  consider 
the  amount  of  reportable  financial 
support  on  Form  N-CR  similar  to  that 
described  above  relating  to  purchases  of 
portfolio  securities.  That  is,  the 
“amount”  of  financial  support  is  the 
amount  of  security  impairment 
effectively  removed  through  the  capital 
support  agreement  as  well  as  the 
amortized  cost  value  of  the  overall 
position  supported  (assuming  the  entire 
position  is  subject  to  the  capital  support 
agreement).  For  a  capital  support 
agreement  that  supports  the  fund  as  a 
whole,  the  amount  of  reportable 
financial  support  is  the  amount  of 
impairment  to  the  fund’s  NAV  per  share 
effectively  removed  through  the  capital 
support  agreement  with  a  notation 
describing  that  the  capital  support 
agreement  supports  the  value  of  the 
fund  as  a  whole  (or  the  extent  of  the 

’247  SIFMA  Comment  Letter. 


fund’s  value  that  is  supported,  if  less 
than  the  full  amortized  cost  value). 

This  guidance  differs  somewhat  from 
the  staff  guidance  relating  to  capital 
support  agreement  disclosures  on  Form 
N-MFP  because  the  context  differs. 

Form  N-MFP  already  requires  reporting 
on  the  overall  size  of  the  security 
position  reported  (and  information 
about  the  size  of  the  fund),  so  the 
additional  capital  support  agreement 
reporting  focuses  on  valuing  the 
impairment  effectively  removed  through 
the  capital  support  agreement.  Our 
guidance  regarding  “amount”  of 
financial  support  reportable  on  Form  N- 
CR  for  capital  support  agreements  thus 
provides  similar  information  to  that 
which  could  be  collectively  determined 
by  reviewing  various  Form  N-MFP  line 
items. 

c.  Concerns  Over  Potential  Redundancy 

One  commenter  argued  that  the 
financial  support  disclosure  in  Form  N- 
CR  is  redundant  in  light  of  the 
corresponding  financial  support 
disclosures  in  the  SAI,  raising  concerns 
about  the  additional  preparation  costs 
and  burdens  on  fund  personnel. ’248 
More  generally,  commenters  were  also 
concerned  about  the  redundancy  of 
various  other  Parts  of  Form  N-CR,  Form 
N-CR  as  a  whole,  and  even  the  various 
proposed  disclosures  in  the 
aggregate.’ 249  While  we  appreciate  these 
concerns  and  have  considered  the  costs 
and  burdens  of  Form  N-CR,’25o  we  note 
that  each  of  the  Form  N-CR  and  the 
corresponding  Web  site  and  SAI 
disclosure  requirements  serves  a 
distinct  purpose. ’2^1  Therefore, 
although  we  acknowledge  there  will  be 
some  textual  overlap  between  these 
different  formats,  we  believe  there  are 
strong  public  policy  reasons  for 
requiring  the  various  different 
disclosures.  We  also  note  that  we  have 
required  other  such  parallel  reporting 

for  similar  reasons.’ 252 

Most  significantly.  Form  N-CR  will 
alert  Commission  staff,  shareholders 
and  other  market  observers  about  any 
reportable  events  on  Form  N-CR 

’248  See  Dreyfus  Comment  Letter. 

’249  See,  e.g.,  Dreyfus  Comment  Letter;  SIFMA 
Comment  Letter;  Federated  II  Comment  Letter;  Fin. 
Svcs.  Roundtable  Comment  Letter. 

’250  We  consider  and  estimate  the  various  costs 
and  burdens  of  Form  N-CR  in  more  detail  in  infra 
section  1I1.F.8  as  well  as  in  infra  section  IV.D.2.a. 

’251  We  note  that  there  are  also  certain 
overlapping  disclosures  with  respect  to  Form  N- 
MFP,  which  we  generally  discuss  in  supra  section 
III.G. 

’252  Pqj.  example,  money  market  funds  are 
currently  required  to  disclose  much  of  the  portfolio 
holdings  information  they  disclose  on  Form  N-MFP 
on  the  fund’s  Web  site  as  well.  See  current  rule  2a- 
7(c)(12)(ii);  current  rule  30bl-7;  Form  N-MFP, 
General  Instruction  A. 
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(including  any  financial  support)  on  a 
near  real-time  basis. ^253  particular. 
Form  N-CR  will  enable  the  Commission 
and  other  market  observers  to  better 
monitor  the  entire  fund  industrjs  as 
they  will  be  able  to  locate  on  EDGAR  all 
Form  N-CR  reports  specific  to  any 
particular  time  frame  without  having  to 
search  through  the  SAIs  of  all  the  funds 
in  the  industry.  We  expect  financial 
news  services  to  be  among  the  market 
observ^ers  who  will  benefit  from  Form 
N-CR,  which  in  turn  could  then  also 
alert  investors  about  these  important 

developments  more  expeditiously. ^254 
Although  any  corresponding  SAI 
disclosures  will  also  be  available  on 
EDGAR,  because  SAI  filings  contain 
many  other  disclosures  (including  those 
unrelated  to  financial  support  or  the 
other  reportable  events  on  Form  N-CR), 
it  could  take  significant  amounts  of  time 
for  the  Commission  and  other  market 
observers  (such  as  the  aforementioned 
financial  news  services)  to  continually 
review  all  SAI  filings  for  any  relevant 
alerts. ^255  Similarly,  we  believe  it  would 
be  significantly  more  time-consuming,  if 
not  impractical,  if  the  Commission  and 
other  market  observers  had  to 
continually  check  each  fund’s  Web  site 
for  any  relevant  updates. \r\jQ 
therefore  believe  that  the  corresponding 
Web  site  and  SAI  disclosures  alone 
would  not  accomplish  the  primary  goal 
of  Form  N-CR  in  alerting  the 
Commission,  investors  and  other  market 


’253  With  respect  to  the  need  of  the  Commission 
staff,  shareholders  and  other  market  observers  to 
receive  the  alerts  on  Form  N-CR  on  a  near  real-time 
basis,  cf.  infra  notes  1329-1333  and  the 
accompanying  text  for  a  discussion  on  the 
importance  of  the  one  and  four  business  day 
deadlines  of  Form  N-CR. 

’254  As  noted  in  supra  notes  1211  and  1213,  with 
respect  to  any  portfolio  defaults  or  fund  share 
purchases  under  rule  17a-9,  we  are  eliminating  the 
corresponding  email  notifications  to  the  Director  of 
Investment  Management  or  the  Director’s  designee 
under  current  rules  2a-7(c)(7)(iii)(A)  and  (B). 
Among  other  reasons,  we  are  replacing  them  with 
Form  N-CR  is  because  these  email  notifications  are 
currently  not  publicly  available  to  investors  and 
other  market  obsen'ers. 

’255  Even  where  a  fund  updates  its  registration 
statement  with  equal  promptness  as  Form  N-CR,  as 
noted  by  the  commenter  cited  below,  it  would  still 
likely  take  the  Commission  and  other  market 
observers  extensive  effort  and  time  to  continually 
review  all  SAI  filings  for  any  relevant  alerts.  See 
Dreyfus  Comment  Letter  (stating  that  “[wjhile  the 
Commission  may  feel  that  Form  N-CR  will  provide 
the  information  on  a  more  real-time  basis,  we 
expect  registration  statements  also  will  have  to  be 
updated  with  equal  promptness  with  these 
disclosures  (via  Rule  497  filings  with  the 
Commission).”).  In  addition,  as  discussed  below, 
we  note  that  certain  Parts  of  Form  N-CR  as 
amended  today  will  require  more  extensive 
disclosures  than  either  the  corresponding  Web  site 
or  SAI  disclosures. 

’256  Such  Web  site  monitoring  could  be 
particularly  burdensome  because  the  presentation 
of  this  information  would  likely  be  different  on 
each  fund’s  Web  site. 


observers  about  important  events  in  a 
timely  and  meaningful  manner. 
Moreover,  we  note  that  certain  Parts  of 
Form  N-CR  as  amended  today  will 
require  more  extensive  disclosures  than 
either  the  corresponding  Web  site  or 
SAI  disclosures, which  further 
minimizes  the  degree  to  which  there 
would  have  been  any  functionally 
overlapping  disclosures.  Finally,  Form 
N-CR  filings  will  also  provide  a 
permanent  historical  record  of  any 
financial  support  provided  to  the  entire 
money  market  fund  industry,  which 
will  be  accessible  on  EDGAR. 

On  the  other  hand,  we  believe  that  the 
consolidated  discussion  in  the  SAI  will 
be  the  most  accessible  format  for 
disclosing  historical  instances  of 
sponsor  support  in  the  past  10  years,  as 
it  would  be  a  significant  burden  on  the 
Commission,  investors  and  other  market 
observers  if  they  had  to  review  various 
prior  Form  N-CR  filings  to  piece 
together  a  specific  fund’s  history  of 
sponsor  support,^ even  in  light  of  the 
additional  costs  and  burdens  faced  by 
funds  in  providing  these  SAI 

disclosures. ^259  \/ye  also  believe  that,  to 

the  extent  investors  may  not  be  familiar 
with  researching  filings  on  EDGAR, 
including  these  disclosures  in  a  fund’s 
SAI  (which  investors  may  receive  in 
hard  copy  through  the  U.S.  Postal 
Service  or  may  access  on  a  fund’s  Web 
site,  as  well  as  accessing  on  EDGAR) 
may  make  this  information  more  readily 
available  to  these  investors  than 
disclosure  on  other  SEC  forms  that  are 
solely  accessible  on  EDGAR. 

Similarly,  the  Web  site  disclosures  are 
intended  to  be  more  accessible  than 
Form  N-CR  for  individual  investors 
interested  in  information  about 
particular  funds,  in  particular  to  the 
extent  such  investors  may  not  be 
familiar  with  researching  filings  on 


’257  For  example,  with  respect  to  disclosure  of 
any  financial  support,  funds  will  be  required  to 
disclose  on  their  Web  sites  and  in  their  SAIs  only 
that  information  that  the  fund  is  required  to  report 
to  the  Commission  on  Items  C.l,  C.2,  C.3,  C.4,  C.5, 
C.6,  and  C.7  of  Form  N-CR.  See  supra  notes  993 
and  1137-1138  and  accompanying  text.  We  also 
note  that  Parts  E,  F,  and  G  of  Form  N-CR  as 
amended  today  will  require  more  extensive 
disclosures  than  the  rule  2a-7  and  Form  N-lA 
provisions  requiring  funds  to  disclose  certain 
information  about  tbe  imposition  of  fees  or  gates  on 
the  fund’s  Web  site  and  in  the  fund’s  SAI.  See  supra 
notes  960  and  1112  and  accompanying  text. 

’256  Given  that  funds  will  be  required  to  disclose 
historical  instances  of  sponsor  support  for  the  past 
10  )'ears,  the  corresponding  filings  on  Form  N-CR 
will  provide  a  permanent  record  for  any  instances 
of  financial  support  that  occurred  more  than  10 
)'ears  ago  in  a  single  place. 

’259  We  generally  consider  and  estimate  the  costs 
and  burdens  of  the  SAI  disclosures  in  infra  sections 
III.F.8  and  IV.G. 


EDGAR. ^260  Given  that  individual 
investors  are  typically  most  interested 
in  information  about  their  own  (or 
potential)  investments  and  do  not 
necessarily  monitor  the  entire  fund 
industry,  visiting  the  Web  sites  of  a  few 
particular  funds  would  likely  not 
become  overly  time-consuming  or 
burdensome  for  these  investors. 

4.  Part  D:  Declines  in  Shadow  Price 

Part  D  of  Form  N-CR  will,  as 
proposed,  require  funds  that  transact  at 
a  stable  price  to  file  a  report  when  the 
fund’s  current  NAV  per  share  deviates 
downward  from  its  intended  stable 
price  (generally,  $1.00)  by  more  than  V4 
of  1  percent  [i.e.,  generally  below 
$0.9975). ^262  Today  we  are  adopting 
Part  D  of  Form  N-CR  largely  as 

proposed. 1263  discussed  in  the 


’260  See  CFA  Institute  Comment  Letter  (“We 
particularly  endorse  the  proposed  requirement  that 
money  market  funds  would  have  to  post  on  their 
Web  sites  much  of  the  information  required  in  Form 
N-CR.  While  Form  N-CR  information  is  publicly 
available  upon  SEC  filing,  investors  will  more 
readily  find  and  make  use  of  this  information  if 
posted  on  a  particular  fund’s  Web  site.”) 

’261  We  also  generally  consider  and  estimate  the 
costs  and  burdens  of  the  related  Web  site 
disclosures  in  infra  section  III.F.8  as  well  as  in  infra 
section  IV. A. 6. 

’262  Form  N-CR  Part  D.  As  stated  in  the 
introduction  to  Part  D,  with  some  changes  from  the 
proposal,  the  disclosure  requirement  under  Part  D 
is  triggered  “(if)  a  retail  money  market  fund’s  or  a 
government  money  market  fund’s  current  net  asset 
value  per  share  deviates  downward  from  its 
intended  stable  price  per  share  by  more  than  ’A  of 
1  percent  |.  .  .].”  In  turn,  for  each  day  the  fund’s 
current  NAV  is  below  this  threshold.  Part  D  will 
require,  with  some  changes  from  the  proposal,  a 
fund  to  disclose  the  following  information:  (i)  The 
date  or  dates  on  which  such  downward  deviation 
exceeded  ’A  of  1  percent;  (ii)  the  extent  of  deviation 
between  the  fund’s  current  NAV  per  share  and  its 
intended  stable  price;  and  (iii)  the  principal  reason 
or  reasons  for  the  deviation,  including  the  name  of 
any  security  whose  market-based  value  or  sale 
price,  or  whose  issuer’s  donmgrade,  default,  or 
event  of  insolvency  (or  similar  event)  has 
contributed  to  the  deviation. 

’263  proposed  (FNAV)  Form  N-CR  Part  D; 
proposed  (Fees  &  Gates)  Form  N-CR  Part  D.  Under 
either  main  alternative,  in  the  Proposing  Release  we 
proposed  Form  N-CR  to  require  an  applicable  fund, 
if  its  current  NAV  (rounded  to  the  fourth  decimal 
place  in  the  case  of  a  fund  with  a  SI  .00  share  price, 
or  an  equivalent  level  of  accuracy  for  funds  with  a 
different  share  price)  deviates  downward  from  its 
intended  stable  price  per  share  by  more  than  ’A  of 
1  percent,  to  disclose  the  following  information;  (i) 
The  date  or  dates  on  which  such  deviation 
exceeded  ’A  of  1  percent;  (ii)  the  extent  of  deviation 
between  the  fund’s  current  NAV  per  share  and  its 
intended  stable  price;  and  (iii)  the  principal  reason 
for  the  deviation,  including  the  name  of  any 
security  whose  market-based  value  or  sale  price,  or 
whose  issuer’s  downgrade,  default,  or  event  of 
insolvency  (or  similar  event)  has  contributed  to  the 
deviation.  See  Proposed  (FNAV)  Form  N-CR  Part  D; 
Proposed  (Fees  &  Gates)  Form  N-CR  Part  D.  In 
addition  to  the  other  change  discussed  in  this 
section,  we  are  making  various  conforming  and 
clarifying  changes  in  the  final  amendments  to  Part 
D.  In  the  introduction  to  Part  D,  in  a  conforming 
change  to  the  other  amendments  we  are  adopting 
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Proposing  Release,’ ^64  requirement 
will  not  only  permit  the  Commission 
and  others  to  better  monitor  indicators 
of  stress  in  specific  funds  or  fund 
groups  and  in  the  industry,  but  also  will 
help  increase  money  market  funds’ 
transparency  and  permit  investors  to 
better  understand  money  market  funds’ 
risks. ’265  Xo  better  understand  the  cause 
of  such  a  decline  in  the  fund’s  shadow 
price,  we  are  also  requiring,  largely  as 
proposed,  funds  to  provide  the  principal 
reason  or  reasons’ ^66  for  the  reduction, 
which  would  involve  identifying  the 
particular  securities  or  events  that 
prompted  the  decline.’ ^67  in  a  change 
from  the  proposal,  we  are  also  requiring 
the  disclosure  of  the  same  identifying 
information  included  in  other  parts  of 
the  Form. ’268  in  particular,  the  final 
amendments  to  Item  D.3  also  now 
require  funds  to  report  the  name  of  the 
issuer,  the  title  of  the  issue  and  at  least 
two  identifiers,  if  available. ’269  In 
particular,  better  identification  of  the 
particular  fund  portfolio  security  or 
securities  that  may  have  prompted  a 
shadow  price  decline  will  facilitate  the 
staffs  monitoring  and  analysis  efforts, 
which  we  expect  to  help  us  better 
understand  the  nature  and  extent  of  the 


today,  we  are  now  referring  to  retail  and 
government  money  market  funds  instead  of  just  to 
“Fund”  as  proposed  under  the  floating  NAV 
alternative  or  to  funds  “subject  to  the  exemption 
provisions  of  rule  2a-7(c)(2)  or  rule  2a-7(c)(3)”  as 
proposed  under  the  liquidity  fees  and  gates 
alternative).  We  are  also  pluralizing  the  “principal 
reason”  in  Item  D.3  to  principal  reason  or  reasons,” 
as  there  may  be  several  successive  or  concurrent 
causes  that  resulted  in  a  reduction  in  the  shadow 
NAV.  Furthermore,  as  another  conforming  change, 
we  are  inserting  the  word  “downward”  before 
“deviation”  in  Item  D.l  to  remove  any  doubt  that 
only  downward  deviations  need  to  be  reported, 
consistent  with  the  introduction  of  Part  D  (which 
already  includes  a  reference  to  “downward”). 

’704  See  Proposing  Release,  supra  note  25,  at  text 
accompanying  n.714. 

’765  See  generally,  supra  section  III. B. 8. a 
(discussing  the  potential  benefits  and  costs  of  the 
requirement  for  a  money  market  fund  to  disclose  its 
current  NAV  on  its  Web  site). 

’7t>6jn  a  change  from  the  Proposing  Release,  we 
are  pluralizing  the  “principal  reason”  in  Item  D.3, 
as  there  may  be  several  successive  or  concurrent 
causes  that  resulted  in  a  reduction  in  the  shadow 
NAV. 

’767porm  N-CR  Item  D.3.  This  item  would  not 
require  additional  analysis  or  explanation  of  the 
principal  reason  or  reasons  for  the  deviation, 
beyond  identifying  the  particular  securities  or 
events  that  prompted  the  deviation. 

’768 Form  N-CR  Item  D.3  (requiring,  for  any 
such  security,  disclosure  of  the  name  of  the  issuer, 
the  title  of  the  issue  (including  coupon  or  yield,  if 
applicable)  and  at  least  two  identifiers,  if  available); 
.see  Form  N-CR  Item  B.l . 

’769X}]ese  changes  are  similar  to  what  we 
proposed  and  are  adopting  with  respect  to  Items  C.l 
to  C.5  of  Form  N-MFP.  See  Proposing  Release, 
supra  note  25,  at  nn. 754-757  and  accompanying 
text;  see  supra  section  IIl.G.2.f.  As  under  Form  N- 
MFP  and  with  respect  to  Item  B.l,  we  note  that  the 
requirement  to  include  multiple  identifiers  is  only 
required  if  such  identifiers  are  actually  available. 


shadow  price  decline,  the  potential 
effect  on  the  fund,  potential  contagion 
risk  across  funds  more  broadly,  as  well 
as  inform  any  action  that  may  be 
required  in  response  to  the  risks  posed 
by  such  an  event.  Fund  shareholders 
and  potential  investors  will  similarly 
benefit  from  the  clear  identification  of  a 
fund  portfolio  security  or  securities  that 
may  have  prompted  a  shadow  price 
decline  when  evaluating  their 

investments. ’270 

Some  commenters  expressed  concerns 
about  the  reporting  of  shadow  price 
declines  on  Form  N-CR.  For  example, 
commenters  argued  that  it  would  be 
redundant  and  unduly  burdensome  in 
light  of  funds’  concurrent  Web  site 
disclosure  of  the  shadow  price. ’27i 
However,  as  already  discussed  with 
respect  to  the  various  concurrent 
disclosures  of  financial  support  in 
section  III.F.3  above,  while  we  are 
sensitive  to  commenters’  concerns  about 
duplication,  we  believe  it  appropriate 
given  the  different  audiences  and  uses 

for  such  information. ’272 

With  respect  to  the  particular 
deviation  threshold  of  ’A  of  1  percent 
that  we  are  adopting  today  as  proposed, 
one  commenter  considered  this  level  of 
deviation  to  be  arbitrary,  “as  there  are 
no  other  implications  under  Rule  2a-7 
for  the  money  market  fund  if  it  has  a  25 
basis  point  deviation.’’  ’273  However,  as 
noted  in  the  Proposing  Release,’ 274  we 
continue  to  believe  that  a  deviation  of 
’A  of  1  percent  is  sufficiently  significant 
that  it  could  signal  future,  further 
deviations  in  the  fund’s  NAV  that  could 
require  a  stable  price  fund’s  board  to 
consider  re-pricing  the  fund’s  shares 
(among  other  actions).  We  note  that  we 
previously  have  similarly  determined 
that  a  ’A  of  one  percent  decline  in  the 
shadow  price  from  its  intended  stable 
price  is  an  appropriate  threshold 
requiring  money  market  funds  to  report 
to  us. ’275  Moreover,  if  a  Form  N-CR 
filing  were  not  triggered  until  a  higher 
threshold  such  as  after  a  fall  in  the  NAV 
that  would  require  the  re-pricing  of  fund 


’770  With  respect  to  our  corresponding  changes  to 
Parts  B  and  C  of  Form  N-CR,  see  also,  supra  notes 
1209  and  1216  and  the  accompanying  discussions. 

’771  See  Federated  VIII  Comment  Letter  (stating 
that  “so  long  |a]s  the  current  shadow  price  is 
publicly  available.  Federated  does  not  view  such  a 
deviation  as  a  material  event  that  necessitates  a 
separate  reporting.”);  Dreyfus  Comment  Letter. 

’772  See  discussion  following  supra  notes  1248 
and  1249  and  accompanying  text. 

’773  See  Federated  VIII  Comment  Letter. 

’774  See  Proposing  Release,  supra  note  25,  at 
n.715  and  accompanying  text. 

’775  See  rule  30bl-6T  (interim  final  temporary 
rule  (no  longer  in  effect)  requiring  money  market 
funds  to  provide  the  Commission  certain  weekly 
portfolio  and  valuation  information  if  their  market- 
based  NAV  declines  below  99.75%  of  its  stable 
NAV). 


shares  (such  as  0.5%), ’276  the 
disclosures  would  come  too  late  to 
meaningfully  allow  the  Commission  and 
others  to  effectively  monitor  and 
respond  to  indicators  of  stress.  We  also 
believe  a  threshold  of  ’A  of  1  percent 
strikes  an  appropriate  balance  with 
respect  to  the  frequency  of  filings, 
because  during  periods  of  normal 
market  activity  we  would  expect 
relatively  few  Form  N-CR  filings  for  this 
part  of  the  form. ’277  in  fact,  our  staff  has 
analyzed  Form  N-MFP  data  from 
November  2010  to  February  2014  and 
found  that  only  one  fund  had  a  ’A  of  1 
percent  deviation  from  the  stable  $1.00 
per  share  NAV,  suggesting  the  burden  to 
funds  would  be  minimal  during  normal 
market  activity.  We  note  that  funds  may 
also  provide  additional  context  about 
the  circumstances  leading  to  the  shadow 
price  decline  in  Part  H  of  Form  N-CR, 
discussed  below. 

Another  commenter  suggested  that 
disclosure  of  a  deviation  in  the  NAV 
might  result  in  an  increase  in  pre¬ 
emptive  run  risk,  as  shareholders  could 
come  to  use  these  filings  as  a  trigger  for 
redemptions. ’278  Although  we  cannot 
predict  individual  shareholder  actions 
with  certainty,  as  discussed  previously, 
we  believe  that  the  transparency 
provided  by  this  information  is 
important  to  the  ability  of  money  market 
fund  shareholders  to  understand  and 
assess  the  risks  of  their  investments. 
Furthermore,  while  we  acknowledge  the 
possibility  of  pre-emptive  redemptions, 
some  of  the  other  reforms  we  are 
adopting  today  (such  as  liquidity  fees 
and  redemption  gates)  will  provide 
some  fund  managers  additional  tools  for 
managing  such  redemptions,  if  they 
were  to  occur.  We  also  note  that  some 
of  our  responses  in  section  III.A.l.c.i  to 
concerns  over  pre-emptive  run  risk 
related  to  the  liquidity  fees  and  gates 
requirement  would  similarly  apply  to 
run  risk  concerns  over  the  disclosure  of 
a  deviation  in  the  NAV  in  Part  D  of 
Form  N-CR. ’279  More  generally,  we 


’776 See  Federated  VIII  Comment  Letter 
(proposing  a  deviation  of  0.5%  as  the  reporting 
trigger). 

’777  cf.,  e.g..  State  Street  Comment  Letter  at 
Appendix  A  (“During  the  September  2008  failure  of 
Lehman  Brothers  Holdings,  a  large  number  of 
money  market  funds  had  a  ’4  of  1%  or  greater 
deviation  between  the  amortized-cost  NAV  and  the 
market  NAV.  During  times  of  market  stress  similar 
to  the  2008  crisis,  our  expectation  is  that  the 
percentages  would  be  similar.  However,  during 
times  of  normal  market  activity,  our  expectation  is 
that  (a  ’/)  of  1%)  or  greater  deviation  between  stable 
NAV  and  market  NAV  would  be  infrequent.”) 

’778  See  Federated  VIII  Comment  Letter. 

’77HFor  example,  as  discussed  in  further  detail  in 
section  III.A.l.c.i,  we  expect  that  the  additional 
discretion  we  are  granting  fund  boards  to  impose 
a  fee  or  gate  at  any  time  after  the  fund’s  weekly 
liquid  assets  have  fallen  below  the  30%  required 
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expect  that  Form  N-CR  could  decrease, 
rather  than  increase,  redemption  risk  by 
heightening  self-discipline  at  funds. 

5.  Parts  E,  F,  and  G:  Imposition  and 
Lifting  of  Liquidity  Fees  and  Gates 

Today  we  are  adopting  a  requirement 
that  a  money  market  fund  file  a  report 
on  Form  N-CR  when  a  fund  imposes  or 
lifts  a  liquidity  fee  or  redemption  gate, 
or  if  a  fund  does  not  impose  a  liquidity 
fee  despite  passing  certain  liquidity 
thresholds. ^281  discussed  in  more 

detail  below,  we  are  making  some 
changes  from  what  we  proposed.  ^^82 


minimum  should  substantially  mitigate  the  risk  of 
pre-emptive  redemptions.  As  discussed  in  supra 
note  171  and  the  accompanying  text,  board 
discretion  concerning  when  to  impose  a  fee  or  gate 
may  reduce  shareholder  incentive  to  pre-emptively 
redeem  shares,  because  shareholders  will  be  less 
able  to  accurately  predict  specifically  when,  and 
under  what  circumstances,  fees  and  gates  will  be 
imposed.  See  Wells  Fargo  Comment  Letter;  see  also 
Proposing  Release,  supra  note  25,  at  n.362.  For 
similar  reasons,  we  believe  that  it  is  less  likely  that 
investors  would  use  these  filings  under  Part  D  of 
Form  N-CR  as  a  trigger  for  redemptions  in  the  first 
place. 

■>280  5^5  American  Bankers  Ass’n  Comment  Letter 
(noting  that  certain  disclosures  including  Form  N- 
CR  “would  exert  a  discipline  on  fund  advisers  to 
manage  assets  so  conser\'atively  as  to  avoid  raising 
concerns  among  investors  about  the  credit  quality 
of  fund  investments  that  could  lead  to  heavy 
redemptions.”).  See  also,  infra  note  1346-1350  and 
the  accompanying  text  for  our  additional  discussion 
of  concerns  over  widespread  redemption  risk  as  a 
result  of  Form  N-CR. 

’281  See  Form  N-CR  Parts  E,  F,  and  G. 

’282  See  proposed  (Fees  &  Gates)  Form  N-CR  Parts 
E,  F,  and  G.  In  particular,  in  the  Proposing  Release, 
if,  at  the  end  of  a  business  day,  a  fund  (except  any 
government  money  market  fund  that  has  chosen  to 
rely  on  the  proposed  (Fees  &  Gates)  rule  2a-7 
exemption)  has  invested  less  than  15%  of  its  total 
assets  in  weekly  liquid  assets,  we  proposed  to 
require  the  fund  to  disclose  the  following 
information:  (i)  The  initial  date  on  which  the  fund’s 
weekly  liquid  assets  fell  below  15%  of  total  fund 
assets;  (ii)  if  the  fund  imposes  a  liquidity  fee 
pursuant  to  proposed  (Fees  &  Gates)  rule  2a- 
7(c)(2)(i),  the  date  on  which  the  fund  instituted  the 
liquidity  fee;  (iii)  a  brief  description  of  the  facts  and 
circumstances  leading  to  the  fund’s  weekly  liquid 
assets  falling  below  15%  of  total  fund  assets;  and 
(iv)  a  short  discussion  of  the  board  of  directors’ 
analysis  supporting  its  decision  that  imposing  a 
liquidity  fee  pursuant  to  proposed  (Fees  &  Gates) 
rule  2a-7(c)(2)(i)  (or  not  imposing  such  a  liquidity 
fee)  would  be  in  the  best  interests  of  the  fund. 
Proposed  Part  E  further  included  instructions  that 
a  fund  must  file  a  report  on  Form  N-CR  responding 
to  items  (i)  and  (ii)  above  on  the  first  business  day 
after  the  initial  date  on  which  the  fund  has  invested 
less  than  fifteen  percent  of  its  total  assets  in  weekly 
liquid  assets,  and  that  a  fund  must  amend  its  initial 
report  on  Form  N-CR  to  respond  to  items  (iii)  and 
(iv)  above  by  the  fourth  business  day  after  the  initial 
date  on  which  the  fund  has  invested  less  than 
fifteen  percent  of  its  total  assets  in  weekly  liquid 
assets.  See  proposed  (Fees  &  Gates)  Form  N-CR  Part 
E. 

Similarly,  a  fund  (except  any  government  money 
market  fund  that  has  chosen  to  rely  on  the  proposed 
(Fees  &  Gates)  rule  2a-7  exemption)  that  has 
invested  less  than  15%  of  its  total  assets  in  weekly 
liquid  assets  (as  provided  in  proposed  (Fees  & 

Gates)  rule  2a-7(c)(2))  suspends  the  fund’s 
redemptions  pursuant  to  rule  2a-7(c)(2)(ii),  we 


This  report,  as  adopted,  will  require  a 
description  of  the  primary 
considerations  the  board  took  into 
account  in  taking  the  action  (modified 
from  the  proposal  and  discussed  below), 
as  well  as  certain  additional  basic 
information,  such  as  the  date  when  the 
fee  or  gate  was  imposed  or  lifted,  the 
fund’s  liquidity  levels,  and  the  size  of 
the  fee.  ^283  Except  for  the  change  to  the 
requirement  to  describe  the  primary 
considerations  the  board  took  into 
account  in  taking  the  action,  the  other 
changes  to  Parts  E,  F  and  G  generally 
derive  from  the  amendments  to  the 
liquidity  fees  and  gates  requirements 
that  are  being  adopted  today  and  are 
designed  to  conform  these  Parts  of  Form 
N-GR  to  those  operative  requirements. 
These  changes  are  discussed  below.  ^^84 
As  we  noted  in  the  Proposing  Release, 
we  believe  that  the  items  required  to  be 
disclosed  are  necessary  for  investors 
and  us  better  to  understand  the 
circumstances  leading  to  the  imposition 
or  removal  of  a  liquidity  fee  or 
redemption  gate,  or  the  decision  not  to 
impose  one  despite  a  reduction  in 
liquidity.^ 285  \/\^q  believe  such  a  better 
understanding  will  in  turn  enhance  the 
Commission’s  oversight  of  the  fund  and 
regulation  of  money  market  funds 


proposed  that  the  fund  disclose  the  following 
information;  (i)  The  initial  date  on  which  the  fund’s 
weekly  liquid  assets  fell  below  15%  of  total  fund 
assets;  (ii)  the  date  on  which  the  fund  initially 
suspended  redemptions;  (iii)  a  brief  description  of 
the  facts  and  circumstances  leading  to  the  fund’s 
weekly  liquid  assets  falling  below  15%  of  total  fund 
assets;  and  (iv)  a  short  discussion  of  the  board  of 
directors’  analysis  supporting  its  decision  to 
suspend  the  fund’s  redemptions.  Proposed  Part  F 
further  included  instructions  providing  that  a  fund 
must  file  a  report  on  Form  N-CR  responding  to 
items  (i)  and  (ii)  above  on  the  first  business  day 
after  the  initial  date  on  which  the  fund  suspends 
redemptions,  and  that  a  fund  must  amend  its  initial 
report  on  Form  N-CR  to  respond  to  items  (iii)  and 
(iv)  by  the  fourth  business  day  after  the  initial  date 
on  which  the  fund  suspends  redemptions.  See 
proposed  (Fees  &  Gates)  Form  N-CR  Part  F. 

Finally,  if  a  fund  (except  any  government  money 
market  fbnd  that  has  chosen  to  rely  on  the  proposed 
(Fees  &  Gates)  rule  2a-7  exemption)  that  has 
imposed  a  liquidity  fee  and/or  suspended  the 
fund’s  redemptions  pursuant  to  proposed  (Fees  & 
Gates)  rule  2a-7(c)(2)  determines  to  remove  such 
fee  and/or  resume  fund  redemptions,  we  proposed 
to  require  funds  to  disclose,  as  applicable,  the  date 
on  which  the  fund  removed  the  liquidity  fee  and/ 
or  resumed  fund  redemptions.  See  proposed  (Fees 
&  Gates)  Form  N-CR  Part  G. 

’283  See  Form  N-CR  Parts  E,  F,  and  G.  We  note 
that  a  fund  would  file  a  new  Part  E  filing  of  Form 
N-CR  if  it  were  to  change  the  size  of  its  liquidity 
fee  after  its  initial  imposition.  Observers  will  also 
be  able  to  determine  the  duration  of  any  gate  by 
comparing  initial  filings  of  Part  F  (suspension  of 
redemptions)  with  filings  of  Part  G  (lifting  of  such 
suspensions). 

’284  A/so  see  infra  note  1313  for  a  discussion  of 
our  related  conforming  changes  and  clarification  to 
Form  N-CR. 

’285  See  Proposing  Release,  supra  note  25,  at  text 
following  n.719. 


generally,’ 286  could  inform 

investors’  decisions  to  purchase  shares 
of  the  fund  or  remain  invested  in  the 

fund. ’287 

a.  Board  Disclosures 

A  number  of  commenters  objected  to 
the  proposed  requirement  that  funds 
provide  a  “short  discussion  of  the  board 
of  director’s  analysis  supporting  its 
decision”  ’288  whether  or  not  to  impose 
liquidity  fees  or  when  imposing 
redemption  gates. ’289  Many  of  these 
commenters  raised  concerns  that  the 
disclosures  might  chill  deliberations 
among  board  members,  hinder  board 
confidentiality  and  encourage 
opportunistic  litigation.’ 290  More 
generally,  commenters  also  challenged 
the  materiality  or  usefulness  of  the 
board  disclosures  to  investors. ’291  For 
example,  one  commenter  stated  that 
although  “whether  the  fund  is  imposing 
a  liquidity  fee  or  suspending 
redemptions”  would  be  material,  the 
board’s  underlying  analysis  would  not 
be. ’292  Some  commenters  also 
expressed  concern  that  such  disclosure 
would  set  a  precedent  for  board 
disclosures  in  other  contexts. ’293 


’286por  example,  by  knowing  the  reason(s)  for 
why  a  board  imposed  a  liquidity  fee  or  gate,  we 
expect  to  be  able  to  better  understand  the  potential 
cause(s)  that  led  to  a  fund  experiencing  stress, 
which  could  inform  our  determination  as  to 
whether  further  regulator^'  or  other  action  on  our 
part  is  warranted. 

’282  Government  money  market  funds  which  are 
not  subject  to  our  fees  and  gates  requirements  and 
which  have  not  opted  to  apply  them  are  exempt 
from  the  reporting  requirements  of  parts  E,  F,  and 
G  of  Form  N-CR. 

’288  Seg  proposed  (Fees  &  Gates)  Form  N-CR  Item 
E.4  and  Item  F.4. 

’289See_  e.g,^  Dreyfus  Comment  Letter;  Legg 
Mason  &  Western  Asset  Comment  Letter;  MFDF 
Comment  Letter;  NYC  Bar  Committee  Comment 
Letter;  SIFMA  Comment  Letter. 

’290  See,  e.g.,  Dreyfus  Comment  Letter  (noting  that 
“[t]his  analysis  will  implicate  significant  amounts 
of  confidential  information,  including  the  identity 
of  shareholders  and  future  expectations  about 
investment  flows.”);  NYC  Bar  Committee  Comment 
Letter  (noting  that  this  “disclosure  would 
subsequently  be  reviewed  with  the  benefit  of 
hindsight  and  could  be  used  against  the  board  and 
the  fund  in  the  sort  of  opportunistic  litigation  that 
follows  any  financial  crisis.”);  Legg  Mason  & 
Western  Asset  Comment  Letter;  MFDF  Comment 
Letter;  Stradley  Ronon  Comment  Letter.  In  addition, 
one  commenter  stated  that  "[ojutside  of  the 
advisory  contract  approval  process,  for  which  there 
is  a  statutory  basis  under  Section  15(c)  of  the  1940 
Act,  the  Commission  has  respected  the 
confidentiality  of  board  deliberations  and  findings 
that  are  recorded  in  board  minutes.”  See  Dreyfus 
Comment  Letter. 

See,  e.g.,  Legg  Mason  &  Western  Asset 
Comment  Letter;  NYC  Bar  Committee  Comment 
Letter;  Stradley  Ronon  Comment  Letter;  SIFMA 
Comment  Letter. 

’292  See  Legg  Mason  &  Western  Asset  Comment 
Letter. 

’293  See,  e.g.,  SIFMA  Comment  Letter  (stating  that 
"a  requirement  to  disclose  the  board’s  analysis  that 

Cbntinued 
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We  appreciate  these  concerns,  but  we 
believe  that  the  imposition  of  a  fee  or 
gate  is  likely  to  be  a  very  significant 
event  for  a  money  market  fund  ’204  and 
information  about  why  it  was  imposed 
may  prove  pivotal  to  shareholders, 
many  of  whom  may  be  evaluating  their 
investment  decision  in  the  money 
market  fund  at  that  time.’^as 
Accordingly,  as  discussed  in  the 
Proposing  Release,  we  continue  to 
believe  that  shareholders  have  a  strong 
interest  in  understanding  why  a  board 
determined  to  impose  (or  not  to  impose) 
a  liquidity  fee  or  gate.^^®®  For  example, 
this  information  may  enable  investors  to 
better  understand  the  events  that  are 
affecting  and  potentially  causing  stress 
to  the  fund. ■'297  This  information  may 
also  permit  investors  to  confirm  that  the 
board  is,  as  our  rule  requires,  acting  in 
the  best  interests  of  the  fund. 1208  And 
given  that  under  our  final  rules  a  board 
can  impose  a  fee  or  gate  as  soon  as  the 
fund’s  weekly  liquid  assets  fall  below 
the  30%  regulatory  minimum  (and  thus 
different  boards  may  impose  fees  or 
gates  at  different  times),  investors’ 
interest  in  understanding  the  board’s 
reasoning  is  likely  to  be  even  more 


is  otherwise  memorialized  in  fund  minutes  is 
unique,  outside  of  advisorj'  contract  approval.  We 
oppose  setting  a  precedent  that  could  imply  that 
board  analysis  must  be  publicly  disclosed  for  each 
important  decision  made  for  a  fund.”);  MFDF 
Comment  Letter;  Dreyfus  Comment  Letter. 

1294  Qyj.  conclusion  that  the  imposition  of  a  fee 
or  gate  may  often  be  a  significant  event  for  a  money 
market  fund  is  supported  by  the  view  of  many 
commenters  that  the  imposition  of  a  fee  or  gate 
could  have  significant  implications  for  a  fund  that 
takes  this  step  and  that  investors  may  engage  in 
heavy  redemptions  after  a  fee  is  imposed  or  a  gate 
is  lifted.  See,  e.g.,  supra  notes  189  and  190  and 
accompanying  text. 

1295  We  note  that  disclosure  of  board  reasoning  is 
not  uncommon  in  context  where  shareholders  may 
be  evaluating  their  investment  decision,  such  as 
when  a  fund  engages  in  a  merger  or  acquisition.  In 
those  circumstances,  a  fund  board  usually  provides 
a  recommendation  to  shareholders  and  the  reasons 
for  their  recommendation.  C.f.,  e.g.,  Independent 
Directors  Council,  Board  Consideration  of  Fund 
Mergers,  (June  2006),  available  at  http:// 
ww’w.idc.org/pdf/ppr jdc_fund_mergers.pdf 
("Directors  typically  explain  the  reasons  for  their 
decision  to  recommend  that  shareholders  approve 

a  merger  in  the  fund’s  proxy  statement.”).  We  note 
that  mergers  and  acquisitions  can  also  be  the 
subject  of  litigation  and  nevertheless  board 
disclosure  of  their  primary  reasons  for  their 
recommendation  is  commonplace. 

1^96  See  Proposing  Release,  supra  note  25,  at 
section  III.G.2. 

e.g.,  MFDF  Comment  Letter 
(acknowledging  that  "|d]epending  on  the  situation, 
fund  investors  may  well  have  an  interest  in  better 
understanding  the  circumstances  that  led  to  the 
imposition  of  redemption  fees  or  gates.”). 

e.g.,  ABA  Business  Law  Section 
Comment  Letter  (with  respect  to  the  liquidity  fees 
and  gates  proposal,  stating  that  the  “Commission 
would  assign  the  money  market  fund’s  board  of 
directors  substantial  new  responsibilities  over  ‘life 
and  death’  decisions  in  the  event  of  a  run  on  the 
fund.”). 


important.’ 2®®  For  these  reasons,  we 
believe  this  disclosure  will  convey 
material  information  to  those  investors 
who  are  considering  whether  to  redeem 
their  shares  in  response  to  a  fee  or  gate. 

With  respect  to  concerns  that  the 
board  disclosures  set  a  precedent 
implying  that  the  reasoning  underlying 
every  other  important  decision  taken  by 
the  board  should  be  similarly 
disclosed,’®®®  we  disagree.  As  discussed 
in  section  II. A,  ready  access  to  liquidity 
is  one  of  the  hallmarks  that  has  made 
money  market  funds  popular  cash 
management  vehicles  for  both  retail  and 
institutional  investors.  Because  liquidity 
fees  and  redemption  gates  could  affect 
this  core  feature  by  potentially  limiting 
the  redeemability  of  money  market  fund 
shares  under  certain  conditions,’®®’  we 
believe  the  decision  whether  to  impose 
those  measures  is  sufficiently  different 
in  kind  from  most  other  significant 
decisions  a  board  could  make  that  the 
disclosures  required  by  the  rule  would 
not  be  a  precedent  for  broadly  requiring 
the  disclosure  of  boards’  rationales  in 
other  contexts. 

In  addition,  we  have  amended  this 
disclosure  requirement  to  address  some 
of  the  commenters’  concerns,  while  still 
eliciting  useful  information  for  the 
Commission  and  investors.  More 
specifically,  we  are  revising  Form  N-CR 
to  require  disclosure  of  a  brief 
discussion  of  the  "primary 
considerations  or  factors  taken  in 
account  by  the  board  of  directors  in  its 
decision”  to  impose  or  not  impose  a 
liquidity  fee  or  gate.’®®®  One  commenter 
suggested  we  make  a  similar  change, 
requiring  disclosure  of  “a  list  of  material 
factors  considered  by  the  board  in 
making  its  determination.”  ’®®®  Rather 
than  just  a  list  of  material  factors, 
however,  we  believe  it  important  that 
funds  provide  a  more  substantive,  but 
brief,  discussion  of  the  primary 
considerations  or  factors  taken  in 
account  by  the  board,  so  that  our  staff 
and  investors  better  understand  why  the 
board  determined  they  were  important. 
This  report  would  not  need  to  include 
every  factor  considered  by  the  board, 
only  the  most  important  or  primary  ones 
that  shaped  the  determination  of  the 
board’s  action.  This  should  help 
alleviate  commenters’  concerns  that 
funds  would  need  to  provide  lists  of  all 


See  supra  section  III.A.l.b.iii. 

1300  discussion  of  SIFMA  Comment  Letter  at 
supra  note  1293. 

1901  See  supra  section  III.A.l.b.iii.  See  also  supra 
notes  196-199  and  the  accompanying  text  for  a 
discussion  of  commenters’  concerns  of  the 
potentially  detrimental  effects  of  a  liquidity  fee  or 
gate. 

’902  Form  N-CR  Part  E.6  and  Part  F’.4. 

i.)03  NYC  Bar  Committee  Comment  Letter. 


possible  factors  or  dissect  a  board’s 
internal  deliberations.  Instead,  we 
would  expect  only  a  description  of  the 
primary  considerations  or  factors 
leading  to  the  action  taken  by  the  board, 
and  a  brief  discussion  of  each. 

That  said,  we  caution  that  in 
preparing  these  board  disclosures,  funds 
should  avoid  “boilerplate”  summaries 
of  all  possible  factors  in  addition  to  or 
in  lieu  of  a  more  substantive 
narrative.’®®'’  Instead,  filers  generally 
should  provide  information  that  is 
tailored  to  their  fund’s  particular 
situation  and  the  context  in  which  their 
board’s  decision  was  made.  In  preparing 
these  filings,  funds  should  consider 
discussing  present  circumstances  as 
well  as  any  potential  future  risks  and 
contingencies  to  the  extent  the  board 
took  them  into  account.  We  also  note 
that  we  provided  a  non-exhaustive  list 
of  possible  factors  that  a  board  may  have 
considered  in  imposing  a  liquidity  fee 
or  gate  in  section  III. A. 2. b  above.’®®® 
Another  commenter  argued  that  the 
board  disclosures  themselves  might 
incite  widespread  redemptions, 
particularly  where  the  board  considered 
but  chose  not  to  impose  a  liquidity 
fee.’®®®  As  discussed  in  section  III.A.l.c 
above,  we  acknowledge  the  possibility 
that  the  prospect  of  a  liquidity  fee  or 
gate  may  cause  pre-emptive 
redemptions,  but  we  believe  that  several 
aspects  of  our  final  reforms  both  make 
pre-emptive  runs  less  likely  and 
substantially  mitigate  their  broader 
effects  if  they  occur.  In  addition,  we 
believe  disclosure  of  a  board’s  reasoning 
is  particularly  important  in  times  of 
stress  in  order  to  mitigate  against 
investor  flight  to  transparency  that 
might  otherwise  occur.’®®® 

Finally,  we  received  comments 
discussing  concerns  about  potentially 


1304  Qf  ^  g  g  _  SIFMA  Comment  Letter  (stating  that 
the  discussion  of  the  board’s  analysis  “will  likely 
be  tailored  to  preempt  shareholder  plaintiffs’ 
counsel  who  might  target  boards  for  liability  in 
connection  with  their  decisions.”  which  “.  .  .  may 
encourage  lengthy,  but  not  necessarily  useful, 
disclosure.”). 

1305  See  supra  section  IILA.2.b. 

1306  Sgg  Federated  V  Comment  Letter.  But  cf.,  e.g., 
American  Bankers  Ass’n  Comment  Letter  (arguing 
that  the  disclosures  of  Form  N-CR  more  generally 
will  decrease  redemption  risk  by  heightening  self- 
discipline  at  funds). 

’907  Moreover,  with  respect  to  a  fund  whose 
weekly  liquid  assets  have  dropped  below  10%,  we 
might  be  concerned  that  such  a  fund  may 
imminently  become  unable  to  meet  redemptions. 
Such  a  relative  lack  of  liquidity  at  one  fund  could 
also  be  an  indicator  of  larger  effects  that  might 
spread  to  other  funds.  Either  scenario  may  raise 
concerns  that  further  action  by  the  Commission  is 
warranted.  However,  if  the  particular  fund’s  board 
waived  the  liquidity  fee,  the  related  disclosure 
thereof  [e.g.,  because  the  drop  in  liquidity  is 
temporary  and  only  related  to  the  particular  fund) 
could  inform  our  determination  that  no  further 
action  by  the  Commission  would  be  required. 
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duplicative  disclosures,  in  particular  the 
possible  redundancy  of  the  board 
disclosures  on  a  fund’s  Web  site  as  well 
as  Form  N-CR.’^^®  However,  as  already 
discussed  with  respect  to  the  various 
concurrent  disclosures  of  financial 
support  in  section  III.F.3  above,  while 
we  are  sensitive  to  commenters’ 
concerns  about  duplication,  we  believe 
it  appropriate  given  the  different 
audiences  and  uses  for  such 
information.’®®® 

b.  Conforming  and  Related  Changes 

As  discussed  earlier,  the  final 
amendments  lower  the  weekly  liquid 
asset  threshold  for  triggering  the  default 
liquidity  fee  from  15%  to  10%  of  total 
assets,  and  accordingly,  we  are  making 
corresponding  changes  that  would 
require  reporting  under  Form  N-CR  at 
the  lower  weekly  liquid  asset 
threshold.’®’®  In  addition,  in  a  change 
from  the  proposal,  the  final 
amendments  permit  money  market  fund 
boards  to  institute  a  liquidity  fee  or 
impose  a  gate  at  any  time  once  weekly 
liquid  assets  fall  below  30%  if  they  find 
that  doing  so  is  in  the  best  interests  of 
the  fund.’®”  We  are  therefore  amending 
Form  N-CR  to  reflect  these  changes. ’®’2 
We  are  making  certain  additional 
changes  to  Form  N-CR  for  clarity  and  to 
be  consistent  with  our  final 
amendments  to  the  liquidity  fees  and 
gates  requirement.’®’®  Accordingly, 


1308  sgg  Dreyfus  Comment  Letter.  See  also, 
generally,  SIFMA  Comment  Letter  (noting  that  the 
“fund’s  actions  and  the  triggering  event  for  the 
Form  N-CR  filing  may  require  prospectus 
disclosure  or  notification  to  the  Commission  under 
other  rule  provisions,  so  that  in  many  cases  the 
Form  N-CR  filing  will  be  duplicative  of  existing 
disclosure  and  notice  requirements.’’). 

1309  See  discussion  following  supra  notes  1248 
and  1249  and  accompanying  text. 

1310  See  supra  section  Ill. A. 2. a. ii;  see  aJso,  Form 
N-CR  Part  E,  (where  applicable,  now  referencing 
10%  instead  of  15%  of  weekly  liquid  assets). 

1311  See  supra  section  III. A. 2. 

1^1^  See  Form  N-CR  Parts  E  and  F. 

i3i3]n  particular,  for  clarity,  in  the  introduction 
to  Part  E  we  now  define  any  affected  fund  as  “a 
fund  (except  a  government  money  market  fund  that 
is  relying  on  the  exemption  in  rule  2a-7(c)(2)(iil))’’ 
as  opposed  to  “a  Fund  (except  any  Fund  that  is 
subject  to  the  exemption  provisions  of  rule  2a- 
7(c)(2)(iii)  and  that  has  chosen  to  rely  on  the  rule 
2a-7(c)(2)(iii)  exemption  provisions”  as  proposed. 
See  proposed  (Fees  &  Gates)  Form  N-CR  Part  E, 
Introduction.  Similarly,  for  clarity  and  because  of 
fund’s  additional  flexibility  under  our  final 
amendments  to  the  liquidity  fees  and  gates 
requirement,  in  the  introduction  to  Part  F  we  now 
simply  refer  to  “fund”  as  opposed  to  “a  Fund 
(except  any  Fund  that  is  subject  to  the  exemption 
provisions  of  rule  2a-7(c)(2)(iii)  and  that  has  chosen 
to  rely  on  the  rule  2a-7(c)(2)(iii)  exemption 
provisions)  that  has  invested  less  than  fifteen 
percent  of  its  Total  Assets  in  weekly  liquid  assets 
(as  provided  in  rule  2a-7(c)(2)).”  In  addition,  we 
received  no  comments  on  Part  G  of  Form  N-CR 
(requiring  reporting  when  a  liquidity  fee  or 
redemption  gate  is  removed)  and  are  adopting  it 
unchanged  from  the  proposal.  See  Form  N-CR  Part 


under  the  revised  reporting  standard. 
Parts  E  and/or  F  of  Form  N-CR  must  be 
filed:  (i)  When  a  fund,  at  the  end  of  a 
business  day,  has  invested  less  than 
10%  of  its  portfolio  in  weekly  liquid 
assets  and  is  required  to  impose  a 
liquidity  fee  (unless  the  board 
determines  otherwise),  or  (ii)  when  a 
fund  voluntarily  imposes  a  liquidity  fee 
or  redemption  gate  any  time  it  has 
invested  less  than  30%  of  its  portfolio 
in  weekly  liquid  assets.’®’^ 

In  addition,  revised  Form  N-CR 
includes  a  new  requirement  that  funds 
report  their  level  of  weekly  liquid  assets 
at  the  time  of  the  imposition  of  fees  or 
gates.’®’®  We  believe  this  new 
requirement  will  allow  the  Commission 
and  investors  to  better  track  and 
understand  funds’  liquidity  levels  when 
boards  impose  a  fee  or  gate  using  their 
discretion,  which  we  expect  will 
enhance  the  Commission’s  and 
investors’  ability  to  evaluate  the  extent 
to  which  a  fund  is  experiencing  stress 
as  well  as  the  context  in  which  the 
board  made  its  decision.  Similarly, 
because  we  are  revising  the  default 
liquidity  fee  from  the  proposed  2%  to 
1%,  and  thus  we  expect  that  there  may 
be  instances  where  liquidity  fees  are 
above  or  below  the  default  fee  (rather 
than  just  lower  as  permitted  under  the 
proposal),  we  are  requiring  that  funds 


G.  However,  in  the  Proposing  Release,  the 
introduction  to  Part  G  contained  a  parenthesis 
specifying  that  certain  exempt  funds  are  not  subject 
to  Part  G.  See  proposed  (FNAV)  Form  N-CR  Part 
G;  proposed  (Fees  &  Gates)  Form  N-CR  Part  G. 
Because  we  no  longer  consider  this  parenthesis  to 
be  necessary,  we  have  deleted  it  in  the  final 
amendments  to  enhance  the  clarity  of  the 
instructions  of  Part  G. 

'‘3’'<  See  Form  N-CR  Part  E,  clauses  (i)  and  (ii)  of 
the  Introduction  (generally  triggering  disclosure 
under  Part  E  of  Form  N-CR  if  a  non-exempt  fund 
(i)  at  the  end  of  a  business  day,  has  invested  less 
than  10%  of  its  total  assets  in  weekly  liquid  assets, 
or  (ii)  has  invested  less  than  30%  of  its  total  assets 
in  weekly  liquid  assets  and  imposes  a  liquidity  fee 
pursuant  to  rule  2a-7(c).  Correspondingly,  we  are 
also  adding  “if  applicable”  to  Item  E.l  (requiring 
disclosure  of  the  initial  date  on  which  the  fund 
invested  less  than  10%  of  its  total  assets  in  weekly 
liquid  assets,  if  applicable),  and  amending  Item  E.5 
(requiring  a  brief  description  of  the  facts  and 
circumstances  leading  to  the  fund’s  investing  in  the 
amount  of  weekly  liquid  assets  reported  in  Item 
E.3).  See  Form  N-CR  Items  E.l,  E.3  and  E.5. 

i3i5porm  N-CR  Items  E.3  and  F.l.  In  the 
Proposing  Release  we  did  not  explicitly  require 
funds  to  disclose  their  size  of  weekly  liquid  assets 
at  the  time  of  the  imposition  of  fees  or  gates,  given 
that  as  proposed  funds  could  only  impose  a  fee  or 
gate  once  they  crossed  the  15%  weekly  liquid  asset 
threshold.  Proposed  (Fees  &  Gates)  Form  N-CR 
Parts  E  and  F.  Item  F.l  as  originall}'  proposed 
required  disclosure  of  the  initial  date  on  which  the 
fund  invested  less  than  15%  in  weekly  liquid 
assets.  See  proposed  (Fees  and  Gates)  Form  N-CR 
Item  F.l.  Today  we  are  not  requiring  an  analogous 
disclosure  of  the  initial  date  on  which  the  fund 
invested  less  than  10%  in  weekly  liquid  assets, 
because  this  threshold  does  not  bave  any  impact  on 
the  imposition  of  a  gate  and,  in  any  event,  would 
be  disclosed  in  Item  E.l. 


disclose  the  size  of  the  liquidity  fee,  if 
one  is  imposed.’®’®  In  particular,  we 
expect  the  particular  size  of  the 
liquidity  fee  to  be  highly  relevant  to  an 
investor  determining  whether  to  redeem 
fund  shares,  as  it  has  a  direct  impact  on 
the  particular  costs  that  such  a 
shareholder  would  have  to  bear  for 
redeeming  fund  shares.  These  changes 
are  closely  tailored  to  our  final 
amendments  to  the  liquidity  fees  and 
gate  requirement,  which  we  expect  will 
enhance  the  quality  and  usefulness  of 
Form  N-CR  to  the  Commission  and 
investors. 

6.  Part  H:  Optional  Disclosure 

We  are  also  adopting  a  new  Part  H  in 
Form  N-CR  which  allows  money  market 
funds  the  option  to  discuss  any  other 
events  or  information  that  they  may 
wish  to  disclose.  We  intend  new  Part  H 
to  clarify  and  expand  the  scope  and 
range  of  formats  of  any  additional 
information  that  a  fund  may  wish  to 
provide.  In  particular,  we  are  adopting 
Part  H  to  address  commenter  concerns 
that  the  information  provided  in  the 
other  parts  of  Form  N-CR  may  become 
outdated  or  lack  context. ’®’7  We  believe 
that  this  new  optional  disclosure  could 
address  some  of  these  concerns. 

This  optional  disclosure  is  intended 
to  provide  money  market  funds  with 
additional  flexibility  to  discuss  any 
other  information  not  required  by  Form 
N-CR,  or  to  supplement  and  clarify 
other  required  disclosures.’®’®  This 
optional  disclosure  does  not  impose  on 
money  market  funds  any  affirmative 
obligation.  Rather,  this  is  solely 
intended  as  a  discretionary  forum  where 
funds,  if  they  so  choose,  can  disclose 
any  other  information  they  deem 
helpful  or  relevant.  In  addition, 
although  we  expect  that  funds  would 
typically  file  Part  H  along  with  a  filing 
under  another  part  of  Form  N-CR,  we 
are  not  imposing  any  particular 
deadline  for  these  filings,  and  thus  a 
fund  may  file  an  optional  disclosure  on 
Part  H  of  Form  N-CR  at  any  time. 

7.  Timing  of  Form  N-CR 

We  are  requiring  initial  filings  of 
Form  N-CR  to  be  submitted  within  one 
business  day  of  the  triggering  event,  and 
in  some  cases,  requiring  a  follow-up 


’316  Form  N-CR  Item  E.4. 

131 7  For  example,  one  commenter  cautioned  “in  a 
rapidly  changing  environment,  the  reasons  for 
which  the  board  acted  may  well  change  within  a 
period  of  four  days  or  significant  amounts  of 
additional  information  may  be  available  to  the  fund 
and  its  board.  In  this  context,  a  filing  requirement 
focused  on  a  prior  decision  risks  inadvertently 
misleading  fund  investors  and  others  about  the  state 
of  the  fund’s  operations.”  See  MFDF  Comment 
Letter. 

i3i8See  Form  N-CR  Item  H.l,  Instructions. 


47848 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


amendment  with  additional  detail  to  be 
submitted  four  days  after  the  event  with 
some  modifications  from  the  proposal. 

A  number  of  commenters  requested 
additional  time  for  Form  N-CR  filings, 
expressing  concern  over  the  timing 
requirements  for  specific  items  of  Form 
N-CR, as  well  as  objecting  to  the 
timing  requirements  more  generally.^^^o 
For  example,  one  commenter 
recommended  that  the  filing  deadline 
for  the  initial  filing  be  extended  from 
one  to  three  business  days  and  the 
follow-up  filing  from  four  to  seven 
business  days.^^^i  Commenters  argued 
that  providing  additional  time  would 
permit  funds  to  ensure  that  filings  are 
prepared  accurately  and 

thoughtfully ’^22  while  also  better 

enabling  fund  personnel  to  prioritize 
other  exigent  matters  during  times  of 
crisis. ^323  xhey  also  argued  that  it  may 
not  be  feasible  or  may  be  extremely 
costly  for  a  fund  in  times  of  crisis  to 
formulate  within  one  business  day  the 
actions  it  may  take  in  response  to  an 
event  of  default  and  prepare  a 
corresponding  description,  as  required 
under  the  proposal. ’^24  yyg  are  not 


See,  e.g..  Fidelity  Comment  Letter,  Schwab 
Comment  Letter. 

’320  Commenters  proposed  a  range  of  alternative 
deadlines.  See,  e.g.,  SSGA  Comment  Letter 
(generally  extend  time  frame),  Dechert  Comment 
Letter  (extend  one-day  filing  deadline  from  5:30pm 
to  10pm  on  the  next  business  day),  Schwab 
Comment  Letter  (four  business  days  for  filings 
related  to  a  default  or  insolvency  under  Part  B  of 
Form  N-CR),  Dreyfus  Comment  Letter  (2-3  day 
time  frame),  Stradley  Ronon  Comment  Letter  (seven 
business  days  for  certain  items),  SIFMA  Comment 
IxJtter  (three  and  seven  business  days  respectively 
for  tbe  initial  and  follow-up  filings),  IDC  Comment 
Ixitter  (two  weeks  for  the  second  filing).  Others 
proposed  moving  parts  of  Form  N-CR  to  other 
annual  or  periodic  reports  altogether.  See,  e.g., 
MFDF  Comment  Letter  (move  the  discussion  of  the 
circumstances  that  led  to  a  fee  or  gate  to  a  new 
annual  management  discussion  of  fund 
performance.),  NYC  Bar  Committee  Comment  Letter 
(proposing  to  revise  and  move  the  discussion  of  the 
board’s  analysis  to  the  report  to  shareholders 
covering  the  relevant  period). 

1321  SIFMA  Comment  Letter. 

’322  506,  e.g.,  SIFMA  Comment  Letter;  IDC 
Comment  Letter,  SSGA  Comment  Letter,  Stradley 
Ronon  Comment  Letter,  MFDF  Comment  Letter. 

’323  See  SIFMA  Comment  Letter.  See  also,  e.g., 
Dreyfus  Comment  Letter. 

’324  See,  e.g.,  Schwab  Comment  Letter  (noting 
that  "Isjome  of  the  requested  information  can  be 
provided  in  one  business  day,  such  as  the  securities 
affected,  the  date  or  dates  on  which  the  default  or 
event  of  insolvency  occurred,  the  value  of  the 
affected  securities,  and  the  percentage  of  the  fund’s 
total  assets  represented  by  the  affected  security.  But 
we  believe  it  is  unreasonable  to  require  a  fund’s 
board  to  determine  in  a  single  day  what  actions  it 
should  take  in  response  to  the  event.”). 

Commenters  also  noted  that  it  may  be  extremely 
costly  to  provide  some  of  the  reported  information 
in  a  single  business  day.  See,  e.g..  Fidelity 
Comment  Letter  (stating  that  “li]t  would  be  difficult 
for  MMFs  to  produce  validated  data  ready  for 
public  dissemination  within  one  business  day 
....  Further,  providing  data  within  a  short 


changing  the  filing  deadlines  of  Form 
N— CR.  The  Commission  and 
shareholders  have  a  significant  interest 
in  knowing  about  the  events  reported  on 
Form  N-CR  as  soon  as  possible,  to  be 
able  to  effectively  monitor  events  and  to 
respond  as  necessary.  We  believe  the 
longer  reporting  periods  or  entirely 
alternative  reporting  format  (such  as 
periodic  reports,  which  might  not  be 
filed  until  significantly  later)  as 
proposed  by  commenters  would 
frustrate  the  intent  of  Form  N-CR  in 
alerting  the  Commission,  investors  and 
other  market  observers  about  such 
important  events  in  a  timely  and 
meaningful  manner. 

We  appreciate  commenters’  concerns, 
however,  and  to  help  ease  the  filing 
burden  we  are  revising  Form  N-CR  to 
move  certain  disclosures  in  Items  B,  C 
and  D  that  may  take  longer  to  prepare 
from  the  initial  filing  due  within  a 
single  day  to  the  follow-up  filing  due  in 
four  business  days.^325  particular,  the 
items  moved  to  the  follow-up  filing  are 
the  description  of  actions  the  fund  plans 
to  take,  or  has  taken,  in  response  to  a 
default  (Item  B.5),  the  explanation  for 
the  reasons  and  terms  of  any  financial 
support  provided  (Item  C.8),  the  term  of 
any  financial  support  provided  (Item 
C.9),  the  brief  description  of  any 
contractual  restrictions  relating  to  any 
financial  support  (Item  C.IO),  and  the 
principal  reason  or  reasons  for  a  decline 
in  a  fund’s  shadow  price  (Item  D.3).''326 
We  appreciate  commenters’  concerns 
that  disclosures  such  as  these  may  take 
additional  time  to  prepare. We 
believe  these  specific  disclosure  items 
may  be  more  labor  intensive  and  take 
longer  to  prepare  because  they  generally 
solicit  qualitative  and  analytical 
information,  whereas  the  other  items  in 
Parts  B  through  D  generally  focus  more 


timeframe  would  come  at  an  estimated  cost  of 
S300,000-S500,000  [.  .  .].”). 

’325  In  particular,  filers  are  required  to  respond  to 
Items  B.5,  C.8,  C.9,  C.IO,  and  D.3  in  an  amendment 
to  the  initial  report  within  four  business  days.  All 
other  Items  in  Parts  B,  C,  and  D  must  be  disclosed 
in  the  initial  report  within  one  business  day.  We 
have  made  corresponding  changes  to  the 
instructions  to  the  form.  See  Form  N-CR  Part  B,  C, 
D,  Instructions.  In  addition,  we  have  rearranged 
what  used  to  be  proposed  Item  C.4  in  the  Proposing 
Release  to  be  new  Item  C.8  in  order  to  better 
streamline  the  disclosures  required  to  be  filed 
within  one  business  day  (Items  C.l  through  C.7) 
versus  four  business  days  (Items  C.8  through  C.IO). 
See  Proposing  Release,  proposed  (Fees  &  Gates) 
Form  N-GR  Item  G.4,  Form  N-CR  Item  C.8. 

’326  5ee  Fidelity  Comment  Letter  (suggesting 
"that  the  SEC  simplify  the  filing  requirements  for 
the  first  business  day  following  the  event  to  focus 
on  shareholder  notification  of  the  event  and  key 
quantitative  data,”  while  “providing  the  remaining 
qualitative  information  (proposed  Form  N-CR  Item 
B.5,  C.4,  C.9,  C.IO,  D.3,  E.3,  E.4,  F.3,  F.4)  on  the 
second  filing.” 

’332  5ee  supra  note  1324. 


on  initially  alerting  the  Commission  and 
shareholders  about  a  particular  event 
and  other  key  quantitative  data.’^^e 

Reducing  the  number  of  items 
included  in  the  initial  filing  and  moving 
the  more  time  consuming  and 
complicated  disclosures  to  a  second 
filing  is  designed  to  help  address 
commenters’  concerns  about  the  one- 
day  deadline  of  the  initial  filing,'' 329 
while  still  ensuring  that  the 
Commission,  shareholders  and  other 
market  observers  are  provided  with 
these  critical  alerts  as  quickly  as 
possible.  We  expect  the  information 
filed  on  the  initial  report  will  be 
sufficient  to  alert  the  Commission, 
investors  and  other  interested  parties 
about  certain  significant  events.  While 
important,  we  also  believe  that  the  Items 
we  are  moving  to  the  follow-up  filing  of 
Form  N-CR  may  be  of  less  immediate 
concern  to  the  Commission  and 
shareholders. 

We  are  not,  however,  generally 
changing  the  one-day  deadline  of  the 
initial  filing,’ 33o  j^or  are  we  extending 
the  four-day  deadline  for  the  follow-up 
filing  of  Form  N-CR.’ 331  vVe  are 
concerned  that  extending  the  initial 
filing  deadline  beyond  one  business  day 
could  substantially  diminish  the 
informational  utility  of  Form  N-CR.  The 
Commission  and  shareholders  have  a 
significant  interest  in  knowing  about  the 
events  reported  on  Form  N-CR  as  soon 
as  possible,  to  effectively  monitor  events 
and  respond  as  necessary.  We  need  this 
information  to  be  reported  promptly  to 
effectively  monitor  money  market  funds 
that  have  come  under  stress  and 
respond  as  necessary.  A  longer  reporting 
period  would  frustrate  the  intent  of 
Form  N-CR  in  alerting  the  Commission, 
investors  and  other  market  observers 
about  such  important  events  in  a  timely 
and  meaningful  manner.’ 332 


1328  Fidelity  Comment  Letter. 

’329  See,  e.g.,  SIFMA  Comment  Letter,  SSGA 
Gomment  Letter,  Dreyfus  Comment  Letter. 

’336  We  have,  however,  revised  the  instructions 
on  timing  of  the  one-day  deadline  of  the  initial 
filing  in  each  of  Parts  B  through  F  to  conform  them 
to  the  wording  used  in  the  instruction  on  timing 
generally  in  General  Instruction  A.  See  Form  N-CR 
Part  B,  C,  D,  E,  F,  Instructions. 

’331  We  proposed  to  allow  the  discussion  of  the 
boards’  analysis  related  to  imposing  fees  or  gates  be 
included  in  the  follow-up  filing,  and  we  are 
adopting  that  requirement  as  proposed,  as  modified 
by  the  amendments  to  the  board  reporting 
discussed  above.  See  supra  section  IILF.5  (Board 
Disclosures);  Form  N-CR  Item  E.5,  E.6,  F.3,  F.4. 

’332  For  example,  if  funds  were  permitted  three 
business  days  to  prepare  an  initial  filing,  a  fund  that 
experienced  a  portfolio  secirrity  default  on  a  Friday 
would  not  be  required  to  make  an  initial  filing 
under  Part  B  of  Form  N-CR  until  just  before  the 
close  of  business  the  following  Wednesday. 
Depending  on  the  circumstances,  such  a  delay 
could  prevent  investors  from  taking  into  account 
this  disclosirre  when  making  an  investment 
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We  also  remain  unpersuaded  that  the 
benefits  of  extending  the  follow-up 
filing  beyond  four  business  days  is 
justified  in  light  of  the  corresponding 
reduction  in  the  utility  of  the 
information  reported  on  Form  N-CR  to 
the  Commission,  shareholders  and  other 
market  observers.  Extending  the  follow¬ 
up  filing  deadline  could  lead  to  a 
prolonged  lack  of  material  information 
about  the  triggering  event.  Such  a  delay 
could  hinder  investors’  ability  to 
evaluate  their  investments  and 
undermine  investor  confidence. 
Furthermore,  it  could  frustrate  the 
Commission’s  ability  to  effectively 
monitor  and  take  any  appropriate 
response  with  respect  to  money  market 
funds  that  have  come  under  stress. ^^34 
Because  we  expect  that  the 
information  required  to  be  provided  in 
follow-up  reports  on  Form  N-CR  should 
be  readily  accessible,  we  continue  to 
believe  four  business  days  should  be  a 
sufficient  amount  of  time  for  funds  to 
prepare  the  report,  even  in  light  of  the 
likely  competing  priorities  on  fund 
personnel  during  times  of  stress.  We 
also  recognize  that  some  of  the 
preparatory  burdens  faced  by  fund 
personnel  could  (and  likely  will)  ^^35 
shifted  to  legal  counsel  to  the  extent  a 
fund  chooses  to  engage  legal  counsel  to 
assist  in  the  drafting  of  a  Form  N-CR 
filing.  Accordingly,  we  are  adopting  a 
deadline  of  one  business  day  for  an 
initial  report  and  four  business  days  for 
a  follow-up  report  under  Form  N- 

CR.1336 


decision  until  the  next  morning  on  Thursday  (such 
as  with  respect  to  potential  investors  evaluating 
whether  to  purchase  fund  shares).  Similarly,  such 
a  long  delay  would  hinder  oin  ability  to  effectively 
monitor  money  market  funds  that  have  come  under 
stress  and  respond  as  necessary  (in  particular  in 
light  of  our  elimination  of  rule  2a-7(c)(7)(iii)(A), 
which  currently  requires  money  market  funds  to 
report  defaults  or  events  of  Insolvency  to  the 
Commission  by  email.  See  supra  note  1211). 

1333  por  example,  a  prolonged  lack  of  material 
information  may  undermine  investors’  expectations 
that  they  are  making  investment  decisions  in  a 
transparent  market,  which  may  lead  to  increased 
market  volatility  in  affected  money  market  funds  as 
a  result  of  the  relative  lack  of  accurate  and  timely 
information. 

1334  Por  example,  the  Commission  has  a  strong 
interest  in  knowing  why  a  fund  imposed  a  fee  or 
gate.  Depending  on  whether  the  reasons  for  such  a 
gate  were  unique  to  the  particular  fund  or  related 
to  broader  market  events,  further  action  on  the  part 
of  the  Commission  may  be  required  to  protect  other 
investors  and  markets.  Accordingly,  given  that  the 
Commission  generally  needs  this  information  as 
quickly  as  possible,  we  do  not  think  the  marginal 
benefits  to  funds  of  extending  the  deadline  beyond 
what  we  believe  to  be  reasonably  required  to 
prepare  a  follow-up  filing  is  justified. 

■■335  Sge  infra  discussion  containing  note  1376. 

1336  Seg  Porm  N-CR  General  Instruction,  A;  Form 
N-CR  Part  B,  C,  D,  E,  F,  Instructions  which  specify 
that  responses  to  Items  B.5,  C.8,  C.9,  C.IO,  D.3,  E.5, 
E.6,  F.3  and  F.4  may  be  filed  within  four  business 
days. 


8.  Economic  Analysis 

As  discussed  above  and  in  our 

proposal, 1337  believe  that  the  Form 

N-CR  reporting  requirements  will 
provide  important  transparency  to 
investors  and  the  Commission,  and  also 
should  help  investors  better  understand 
the  risks  associated  with  a  particular 
money  market  fund,  or  the  money 
market  fund  industry  generally.  The 
Form  N-CR  reporting  requirements  will 
permit  investors  and  the  Commission  to 
receive  information  about  certain  money 
market  fund  material  events 
consistently  and  relatively  quickly.  As 
discussed  above,  we  believe  that 
investors  and  the  Commission  have  a 
significant  interest  in  receiving  this 
information  in  this  format  and  with  this 
timing  because  it  will  permit  investors 
and  the  Commission  to  monitor 
indicators  of  stress  in  specific  funds  or 
fund  groups,  as  well  as  the  money 
market  fund  industry,  and  also  to 
analyze  the  economic  effects  of  certain 
material  events.  The  Form  N-CR 
reporting  requirements  will  give 
investors  and  the  Commission  a  greater 
understanding  of  the  circumstances 
leading  to  stress  events,  and  how  a  fund 
manages  them.  We  believe  that  investors 
may  find  this  information  to  be 
meaningful  in  determining  whether  to 
purchase  fund  shares  or  remain  invested 
in  a  fund. 

However,  we  recognize  that  the  Form 
N-CR  reporting  requirements  have 
operational  costs  (discussed  below),  and 
also  may  result  in  opportunity  costs,  in 
that  personnel  of  a  fund  that  has 
experienced  an  event  that  requires  Form 
N-CR  reporting  may  lose  a  certain 
amount  of  time  that  could  be  used  to 
respond  to  that  event  because  of  the 
need  to  comply  with  the  reporting 

requirement.  ^338  por  example,  as 

discussed  with  respect  to  timing  in 
section  111.F.7  above,  commenters 
argued  that  providing  additional  time 
would  permit  funds  to  ensure  that 
filings  are  prepared  accurately  and 
thoughtfully  ^339  while  also  better 
enabling  fund  personnel  to  prioritize 
other  exigent  matters  during  times  of 
crisis. ^340  They  also  argued  that  it  may 
not  be  feasible  or  may  be  extremely 
costly  for  a  fund  in  times  of  crisis  to 


■337  Seg  Proposing  Release,  supra  note  25,  at 
section  III.G.3. 

1338  Various  commenters  expressed  concern  that 
preparing  Form  N-CR  would  likely  compete  with 
other  priorities  that  fund  personnel  would  be 
handling  during  a  crisis.  See,  e.g.,  SIFMA  Comment 
Letter,  Dreyfus  Comment  Letter. 

■i  33V  See,  e.g.,  SIFMA  Comment  Letter;  IDC 
Comment  Letter,  SSGA  Comment  Letter,  Stradley 
Ronon  Comment  Letter,  MFDF  Comment  Letter. 

’34o5gg  SIFMA  Comment  Letter.  See  also,  e.g., 
Dreyfus  Comment  Letter. 


formulate  within  one  business  day  the 
actions  it  may  take  in  response  to  an 
event  of  default  and  prepare  a 
corresponding  description,  as  required 
under  the  proposal. ^34i  discussed  in 
section  1II.F.7  above,  to  help  ease  the 
filing  burden  we  have  revised  Form  N- 
CR  to  move  certain  disclosures  that  may 
take  longer  to  prepare  from  the  initial 
filing  due  within  one  day  to  the  follow¬ 
up  filing  due  in  four  business  days.  We 
therefore  believe  that  the  final  deadlines 
adopted  today  for  Form  N-CR  balance 
the  exigency  of  the  report  with  the  time 
and  cost  it  will  reasonably  take  a  fund 
to  compile  the  required  information. 

We  believe  that  the  proposed  Form 
N-CR  reporting  requirements  may 
complement  the  benefits  of  increased 
transparency  of  publicly  available 
money  market  fund  information  that 
have  resulted  from  the  requirement  that 
money  market  funds  report  their 
portfolio  holdings  and  other  key 
information  on  Form  N-MFP  each 
month.  The  DERA  Study  noted  that  the 
additional  disclosures  that  money 
market  funds  are  required  to  make  on 
Form  N-MFP  improve  fund 
transparency  (although  funds  file  the 
form  on  a  monthly  basis  with  no  interim 
updates,  and  the  Commission  currently 
makes  the  information  public  with  a  60- 
day  lag). ^342  yhe  DERA  Study  also 
noted  that  this  “increased  transparency, 
even  if  reported  on  a  delayed  basis, 
might  affect  a  fund  manager’s 
willingness  to  hold  securities  whose 
ratings  are  at  odds  with  the  underlying 
risk,  especially  at  times  when  credit 
conditions  are  deteriorating.”  ^343 
Additionally,  the  availability  of  public, 
standardized,  money  market  fund- 
related  data  that  has  resulted  from  the 
Form  N-MFP  filing  requirement  has 
assisted  both  the  Commission  and  the 
money  market  fund  industry  in  various 


■341  See,  e.g.,  Schwab  Comment  Letter  (noting 
that  “|s]ome  of  the  requested  information  can  be 
provided  in  one  business  day,  such  as  the  securities 
affected,  the  date  or  dates  on  which  the  default  or 
event  of  insolvency  occurred,  the  value  of  the 
affected  securities,  and  the  percentage  of  the  fund’s 
total  assets  represented  by  the  affected  security.  But 
we  believe  it  is  unreasonable  to  require  a  fund’s 
board  to  determine  in  a  single  day  what  actions  it 
should  take  in  response  to  the  event.”). 

Commenters  also  noted  that  it  may  be  extremely 
costly  to  provide  some  of  the  reported  information 
in  a  single  business  day.  See,  e.g..  Fidelity 
Comment  Letter  (stating  that  “[i]t  would  be  difficult 
for  MMFs  to  produce  validated  data  ready  for 
public  dissemination  within  one  business  day 
....  Further,  providing  data  within  a  short 
timeframe  would  come  at  an  estimated  cost  of 
S300,000-S500,000  1.  .  .].”). 

■342  See  DERA  Study,  supra  note  24,  at  31;  see 
also,  infra  note  1441  and  accompanying  text 
(discussing  the  elimination  of  the  60-day  delay  in 
making  Form  N-MFP  information  publicly 
available). 

■343  DERA  Study,  supra  note  24,  at  38. 
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studies  and  analyses  of  money  market 
fund  operations  and  risks.^^'*'* 

The  Form  N-CR  reporting 
requirement  should  enhance  our 
understanding  of  the  money  market 
fund  industry  that  the  Commission  has 
gained  from  analyzing  Form  N-MFP 
data  by  providing  complementary  data 
and  additional  transparency  about 
money  market  funds’  risks  on  a  near 
real-time  basis  that  is  not  currently 
available  on  Form  N-MFP.  This 
requirement  may,  like  Form  N-MFP 
disclosure,  help  impose  market 

discipline  on  portfolio  managers  ^^45 

and  provide  additional  data  that  would 
allow  investors  to  make  investment 
decisions,  and  allow  the  Commission 
and  the  money  market  fund  industry  to 
conduct  risk-  and  operations-related 
analyses. 

We  believe  that  the  reporting 
requirements  we  are  adopting  today 
may  positively  affect  regulatory 
efficiency  because  all  money  market 
funds  would  be  required  to  file 
information  about  certain  material 
events  on  a  standardized  form.  This  will 
improve  the  consistency  of  information 
disclosure  and  reporting,  and  assist  the 
Commission  in  overseeing  individual 
funds,  and  the  money  market  fund 
industry  generally,  more  effectively.  The 
requirements  also  could  positively  affect 
informational  efficiency.  This  should 
assist  investors  in  understanding 
various  risks  associated  with  certain 
funds,  and  risks  associated  with  the 
money  market  fund  industry  generally, 
which  in  turn  should  assist  investors  in 
choosing  whether  to  purchase  or  redeem 
shares  of  certain  funds.  Currently,  funds 
compete  on  information  provided  on  a 
fund’s  Web  site  and  Form  N-MFP,  as 
well  as  on  more  traditional  competitive 
factors  such  as  price  and  yield. 
Implicitly,  investors  have  also  relied  on 
sponsors  to  step  in  and  support  a  fund 
when  there  is  an  adverse  event. 

However,  as  we  observed  with  the 
Reserve  Primary  Fund,  this  does  not 
always  happen.  As  such,  the 
requirements  should  positively  affect 
competition  because  funds  may 
compete  with  each  other  based  on 
information  required  to  be  disclosed  on 
Form  N-CR.  For  instance,  investors 
might  view  a  fund  that  invests  in 

See  Money  Market  Mutual  Funds,  Risk,  and 
Financial  Stability  in  the  Wake  of  the  2010  Reforms, 
19  ICl  Research  Perspective  No.  1  (Jan.  2013),  at 
note  29  (noting  that  certain  portfolio-related  data 
points  are  often  only  available  from  the  SEC’s  Form 
N-MFP  report). 

■>345  See  American  Bankers  Ass’n  Comment  Letter 
(for  example,  stating  that  “(kjnowing  that  any  form 
of  sponsor  support  w'ould  be  required  to  be 
disclosed  W’ithin  24  hours,  fund  managers  W'ould 
likely  do  everything  they  could  to  avoid  needing 
sponsor  support.”). 


securities  whose  issuers  have  never 
experienced  a  default  as  a  more 
attractive  investment  than  another  fund 
that  frequently  files  reports  in  response 
to  Form  N-CR  Part  B  (“Default  or  Event 
of  Insolvency  of  portfolio  security 
issuer”).  However,  it  is  also  possible 
that  investors  may  move  their  assets  to 
larger  fund  complexes  if,  based  on  Form 
N-CR  disclosures,  they  determine  that 
such  fund  complexes  are  more  likely 
than  smaller  entities  to  provide 
financial  support  to  their  funds.  Also,  if 
investors  move  their  assets  among 
money  market  funds  or  decide  to  invest 
in  investment  products  other  than 
money  market  funds  as  a  result  of  the 
Form  N-CR  reporting  requirements,  this 
could  negatively  affect  the  competitive 
stance  of  certain  money  market  funds, 
or  the  money  market  fund  industry 
generally. 

The  filing  of  Form  N-CR  could  have 
additional  effects  on  capital  formation. 
The  information  filed  on  Form  N-CR 
could  improve  capital  formation  if 
investors  better  understand  that  a  fund 
is  not  sufficiently  addressing  the  cause 
that  led  to  the  Form  N-CR  filing.  One 

commenter  ^346  suggested  that  certain 

Form  N-CR  disclosures  would  make 
money  market  funds  more  susceptible  to 
heavy  redemptions  during  times  of 
stress.  While  we  acknowledge  the 
possibility  of  pre-emptive  redemptions, 
as  discussed  in  detail  above,  several 
aspects  of  today’s  amendments  are 
designed  to  mitigate  this  risk.  In 
addition,  the  other  reforms  we  are 
adopting  today  (such  as  liquidity  fees 
and  redemption  gates)  will  provide 
some  fund  managers  additional  tools  for 
managing  such  redemptions,  if  they 
were  to  occur.i^'*^  Moreover,  the 
additional  information  should  assist 
investors  in  making  a  more  informed 
investment  decision,  which  leads  to 
improved  efficiency  and  capital 
formation.  Furthermore,  commenters 
have  also  argued  that  the  proposed 
Form  N-CR  disclosures  will  actually 
decrease  redemption  risk  by  heightening 
self-discipline  at  funds,  which  would 
also  increase  capital  formation. ^3“*®  In 
addition,  it  is  possible  that  investors 
will  react  positively  to  the  information 

’346 See,  e.g.,  Federated  V  Comment  Letter  (“The 
goal  of  reform  should  be  not  to  have  the  filing  of 
a  Form  N-CR  cause  the  widespread  redemptions 
the  Reform  Proposal  seeks  to  avoid.”);  Federated 
VIII  Comment  Letter. 

’347 In  addition,  as  discussed  in  more  detail  in 
sections  I11.F.4  and  1II.F.5  above,  we  note  that  some 
of  our  responses  in  section  Ill.A.l.c.i  to  concerns 
over  pre-emptive  run  risk  related  to  the  liquidity 
fees  and  gates  requirement  would  similarly  apply 
to  run  risk  concerns  with  respect  to  certain  specific 
disclosures  in  Form  N-CR. 

’348  5gg_  g  American  Bankers  Ass’n  Comment 
Letter. 


on  Form  N-CR  if  they  feel  the  fund  is 
sufficiently  addressing  the  cause  of  the 
Form  N-CR  filing.  For  example,  as 
noted  in  section  III.F.5,  we  believe 
disclosure  of  a  board’s  reasoning  is 
particularly  important  in  times  of  stress 
in  order  to  mitigate  against  investor 
flight  to  transparency  that  might 
otherwise  occur. 

If  money  market  fund  investors 
decide  to  move  all  or  a  substantial 
portion  of  their  money  out  of  the 
market,  this  could  negatively  affect 
capital  formation.  ^3^®  On  the  other 
hand,  capital  formation  could  be 
positively  affected  if  the  Form  N-CR 
reporting  requirements  were  to  assist 
the  Commission  in  overseeing  and 
regulating  the  money  market  fund 
industry,  and  the  resulting  regulatory 
framework  would  allow  investors  to 
more  efficiently  or  more  effectively 
invest  in  money  market  funds. 
Additional  effects  of  these  filing 
requirements  on  efficiency,  competition, 
and  capital  formation  would  vary 
according  to  the  event  precipitating  the 
Form  N-CR  filing,  and  they  are 
substantially  similar  to  the  effects  of 
other  disclosure  requirements,  as 
discussed  in  more  detail  above.’®®® 

The  Commission  is  unable  to  measure 
the  quantitative  benefits  of  these 
requirements  because  of  uncertainty 
about  how  increased  transparency  may 
affect  different  investors’  behavior,  their 
understanding  of  the  risks  associated 
with  money  market  funds,  and  the 
potential  effects  of  the  disclosure  on 
market  discipline. 

a.  Alternatives  Considered 

As  a  possible  alternative,  we  could 
have  chosen  to  not  adopt  Form  N-CR  or 
any  of  its  disclosures  (as  well  as  any  of 
the  corresponding  SAI  or  Web  site 
disclosures).  A  variation  of  this 
alternative  would  have  been  to 
eliminate  Form  N-CR  but  adopt  the 
corresponding  SAI  and/or  Web  site 
disclosures.  As  discussed  above, 
commenters  expressed  concern  about 

’349  For  an  analysis  of  the  potential 
macroeconomic  effects  of  our  main  reforms,  see 
supra  section  IIl.K. 

’350  We  believe  that  the  effects  on  efficiency, 
competition,  and  capital  formation  of  filing  Form 
N-CR  in  response  to  Part  B  or  C  overlap 
significantly  with  the  effects  of  the  disclosure 
requirements  regarding  the  financial  support 
provided  to  money  market  funds.  See  discussion  in 
supra  section  III.F.  We  believe  that  the  effects  of 
filing  Form  N-CR  in  response  to  Part  D  overlap 
significantly  with  the  effects  of  the  disclosure 
requirements  regarding  a  money  market  fund’s 
daily  market-based  NAV  per  share.  See  discussion 
in  supra  section  II1.F.4.  \Ve  believe  that  the  effects 
of  filing  Form  N-CR  in  response  to  Parts  E,  F,  and 
G  overlap  significantly  with  the  effects  of  the 
disclosure  requirements  regarding  current  and 
historical  instances  of  the  imposition  of  liquidity 
fees  and/or  gates.  See  supra  section  III.F.5. 
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the  potential  redundancy  of  Form  N-CR 
or  parts  thereof  in  light  of  the 
corresponding  Web  site  and  SAI 
disclosures. If  we  did  not  adopt 
Form  N-CR  and/or  any  of  the 
corresponding  SAI  and  Web  site 
disclosures,  affected  funds  would  not 
incur  the  additional  costs  related  to 
Form  N-CR  that  we  discuss  in  more 
detail  below. 1^52  jn  addition,  with 
respect  to  the  board  disclosure 
requirements  in  Parts  E  and  F  for  Form 
N-CR,  fund  boards  would  not  be 
concerned  about  the  loss  of  board 
confidentiality  or  the  possibility  of 
opportunistic  shareholder  litigation.^ 353 
However,  we  rejected  this  set  of 
alternatives  for  a  number  of  reasons, 
including  the  following.  First,  each  of 
the  disclosures  in  Form  N-CR  serves  to 
alert  Commission  staff,  investors,  and 
other  market  observers  (such  as  news 
services,  which  in  turn  may  alert 
investors)  about  important  events  in  a 
timely  manner.  Second,  as  discussed 
in  more  detail  in  section  III.F.3 
(Concerns  over  Potential  Redundancy), 
although  we  acknowledge  there  will  be 
some  textual  overlap  between  these 
different  forms,  we  believe  each  serves 
a  distinct  purpose. Moreover,  as 
discussed  in  section  III.F.5  (Board 
Disclosure)  above,  we  have  revised  the 
board  disclosure  requirements  in  a 
number  of  ways  in  order  to  minimize 
any  concerns  over  board  confidentiality 
or  opportunistic  litigation. 

Another  alternative  suggested  by  a 
number  of  commenters  is  to  extend  the 
deadline  for  filing  Form  N-CR  by  up  to 
two  weeks,  a  variation  of  this 
alternative  would  have  been  to  move  all 
or  certain  parts  of  Form  N-CR  to  other 
(and  typically  later)  periodic  reports. 

For  example,  one  commenter 
recommended  that  the  board  disclosure 
requirements  under  Parts  E  and  F  of 
Form  N-CR  “be  provided  in  the  report 
to  shareholders  covering  the  relevant 
period.’’  Extending  the  deadline  or 


■>351  See  supra  note  1249  and  accompanying 
discussion. 

Similarly,  if  we  also  had  not  adopted  the 
corresponding  SAI  or  Web  site  disclosures,  funds 
would  further  not  incur  their  related  costs 
previously  described.  See  supra  sections  I11.E.8  and 
III.E.g.h. 

1353  See  our  discussion  about  commenters’ 
concerns  in  supra  note  1290  and  accompanying 
discussion. 

1354  See  also  supra  section  III.F.8  for  our 
discussion  of  the  other  economic  benefits  of  Form 
N-CR. 

1355  See  supra  section  11I.F.3.  (Concerns  over 
Potential  Redundancy). 

i35BSee  supra  note  1320  and  accompanying  text 
for  a  discussion  of  commenters  who  proposed 
extending  the  filings  deadlines. 

1357  NYC  Bar  Committee  Comment  Letter.  See, 
also,  e.g.,  MFDF  Comment  Letter  (move  the 
discussion  of  the  circumstances  that  led  to  a  fee  or 


moving  these  disclosures  to  a  later 
periodic  report  or  other  filing  could 
lower  the  cost  for  funds  since  funds  may 
have  additional  cost  due  to  the  short 
time  period  to  prepare  the  initial  filings 
within  one  day  and  the  follow-up 
within  four  days.  Such  additional 
preparation  time  may  also  lower 
opportunity  costs  for  the  fund,  in  that 
personnel  of  a  fund  can  spend  the  initial 
time  responding  to  the  event  that 
requires  Form  N-CR  reporting  rather 
than  filing  the  Form  N-CR.  However, 
we  rejected  this  set  of  alternatives 
because,  as  discussed  above,  in  times  of 
market  stress  the  purpose  of  Form  N-CR 
is  to  alert  the  Commission,  shareholders 
and  other  market  observ^ers  about 
significant  events  that  affect  the 
fund. ’358  If  investors  feel  that  they  will 
have  the  necessary  information  to  make 
an  informed  decision  in  times  of  stress, 
then  this  may  lead  to  additional  capital 
for  funds.  Likewise,  we  also  believe  that 
having  the  initial  filing  within  one 
business  day  and  the  follow-up  within 
four  business  days  may  lead  to  more 
market  discipline  among  funds, 
resulting  in  increased  investor 
willingness  to  participate  in  this  market, 
which  could  also  lead  to  additional 
capital  for  funds. 

We  also  considered  making  the 
definition  of  financial  support  subject  to 
a  specific  threshold  or  general 
materiality  qualification,  such  as  a 
specific  drop  in  the  NAV  or 
liquidity.’ 359  por  example,  such  a 
threshold  might  apply  if  a  fund’s  NAV 
drops  by  more  than  Va  of  1  percent  and 
the  sponsor’s  investment  in  the  fund 
causes  the  fund’s  NAV  to  recover.  We 
rejected  this  alternative  for  several 
reasons.  First,  some  types  of  sponsor 
support  like  a  sponsor  support 
agreement  or  a  performance  guarantee, 
which  is  included  in  the  definition, 
does  not  necessarily  or  immediately 
result  in  a  change  in  NAV  or  liquidity. 
Second,  it  is  possible  that  sponsors 
would  provide  financial  support  to  their 
funds  before  reaching  the  particular 
threshold,  thereby  avoiding  the 
reporting  requirement.  As  one 
commenter  stated,  “(kjnowing  that  any 
form  of  sponsor  support  would  be 
required  to  be  disclosed  within  24 
hours,  fund  managers  would  likely  do 
everything  they  could  to  avoid  the  need 
for  sponsor  support.’’’ 36° 

We  also  considered  various  other 
refinements  that  specifically  related  to 


gate  to  a  new  annual  management  discussion  of 
fund  performance.). 

1358  Por  example,  see  also  our  related  discussion 
in  supra  notes  1329-1333  and  the  accompanying 
text. 

1359  5gg^  e.g.,  T.  Rowe  Price  Comment  Letter. 

i3eo5ge  j\rnerican  Bankers  Ass’n  Comment  Letter. 


one  of  the  particular  disclosure  items  in 
Form  N-CR,  such  as  commenters’ 
proposal  to  increase  the  deviation  in  the 
NAV  triggering  a  report  on  Part  D  of 
Form  N-CR  from  0.25%  to  0.5%. ’36’  We 
generally  consider  and  address  these 
other  suggestions  in  our  discussion  of 
the  final  amendments  above. 

b.  Operational  Costs:  Overview 

The  operational  costs  of  filing  Form 
N-CR  in  response  to  the  events 
specified  in  Parts  B  though  H  of  Form 
N-CR  are  discussed  below. ’362  Our 
estimates  of  operational  costs  below 
generally  reflect  the  costs  associated 
with  an  actual  filing  of  Form  N-CR.  We 
continue  to  expect  that  the  operational 
costs  to  money  market  funds  to  report 
the  new  information  will  generally  be 
the  same  costs  we  discuss  in  the 
Paperwork  Reduction  Act  analysis  in 
section  IV.D.2.a  below. ’363 

We  recognize  that  there  could  also  be 
some  advance  discussions  and 
preparation  within  the  industry  and  at 
money  market  funds  about  having  the 
necessary  monitoring  systems  and 
controls  in  place  to  detect  relevant 
issues  immediately,  escalate  them 
quickly  and  get  the  form  approved  and 
filed.  While  we  acknowledge  these 
potential  additional  costs,  we  are  unable 
to  estimate  them  with  any 
specificity, ’364  largely  because  we  do 
not  have  the  necessary  information  on 
how  prepared  funds  may  already  be  or 
how  much  advance  preparation  is 
needed  in  regards  to  filing  a  report  in 
Form  N-CR.  For  example,  because 
certain  disclosures  such  as  Part  B  and  C 
of  Form  N-CR  will  in  part  replace 
existing  email  notification 


’361  See  supra  note  1 276. 

i362  7j)ese  costs  incorporate  the  costs  of 
responding  to  Part  A  ("General  information”)  of 
Form  N-CR.  We  anticipate  that  the  costs  associated 
with  responding  to  Part  A  will  be  minimal,  because 
Part  A  requires  a  fund  to  submit  only  basic 
identifying  information. 

’363  As  discussed  in  more  detail  in  infra  section 
IV.D.2.a,  we  have  revised  our  cost  estimates 
associated  with  filing  a  report  with  respect  to  each 
Part  of  Form  N-CR.  The  Proposing  Release 
originally  estimated  that  a  fund  would  spend  on 
average  approximately  5  burden  hours  and  total 
time  costs  of  81,708  to  prepare,  review,  and  submit 
a  report  under  any  Part  of  Form  N-CR.  See 
Proposing  Release,  supra  note  24,  at  nn.l203  and 
1204  and  accompanying  text.  This  resulted  in  a 
total  annual  burden  of  approximately  301  burden 
hours  and  total  annual  time  costs  of  approximately 
8102,765  under  the  floating  NAV  alternative  and 
approximately  341  burden  hours  and  total  annual 
time  costs  of  approximately  8116,429  under  the 
liquidity  fees  and  gates  alternative.  See  Proposing 
Release,  supra  note  25,  at  nn.lll3  and  1205  and 
accompanying  text. 

’364  No  commenters  provided  concrete  cost 
estimates  specifically  in  regards  to  these  potential 
preparatorj’  costs.  For  a  more  general  discussion  of 
commenters’  comments  on  the  burdens  of  Form  N- 
CR,  see,  e.g.,  supra  note  1363  and  1ILF.8. 


47852 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


requirements, ^365  expect  that  many 

funds  may  already  be  prepared  to  detect 
and  respond  to  these  particular  items. 
Moreover,  in  particular  with  respect  to 
the  disclosures  about  any  liquidity  fee 
or  gate  on  Parts  E  through  G  of  Form  N- 
CR,  we  question  the  extent  to  which  any 
advance  preparation  would  be  useful  in 
light  of  the  highly  fact-specific  nature  of 

these  disclosures.^ 366  Accordingly, 

some  funds  may  engage  in  very  little  or 
no  advance  preparation.  In  addition,  we 
believe  that  most  (if  not  all) 
preparational  costs  related  to  an  event 
reportable  on  Parts  E  through  G  of  Form 
N-CR,  such  as  planning  appropriate 
processes  for  the  consideration  of  a 
liquidity  fee  or  gate  by  the  board,  are 
more  directly  attributable  to  the 
liquidity  fees  and  gates  requirement 
itself,'*  367  rather  than  the  corresponding 
disclosure  requirement  on  Form  N- 

GR.1368 

As  discussed  in  sections  11I.F.2-1II.F.6 
above,  we  are  making  a  number  of 
changes  in  our  final  amendments,  a 
number  of  which  we  expect  to  impact 
the  costs  associated  with  filing  a  report 
on  Form  N-GR.^369  pgp  example,  with 
respect  to  Parts  B,  G  and  D,  we  are  now 
permitting  filers  to  split  their  response 
into  an  initial  and  follow-up  filing,’ 370 
similar  to  what  we  had  already 
proposed  for  Parts  E  and  F  in  the 
Proposing  Release.  Accordingly,  in 
addition  to  our  new  estimate  for  Part  H, 
we  are  updating  and  providing  a  more 
nuanced  estimate  of  the  costs  associated 
with  filing  a  report  with  respect  to  each 
of  Parts  B  through  G  of  Form  N-CR. 

In  updating  our  estimates,  we  also 
considered  comments  about  the 
operational  costs  related  to  Form  N-CR. 
One  commenter  estimated  that  requiring 
disclosure  of  certain  Items  in  Form  N- 
CR  within  one  business  day  could  cost 
$300,000  to  $500,000.’37i  However,  our 


1365  Spg  supi-o  notes  1211  and  1213. 

1366  Pqj.  similar  reasons,  our  cost  estimates  in  the 
PRA  analj'sis  in  infra  section  IV. D. 2  generally 
presume  no  particular  advance  preparation  when 
preparing  a  filing  on  Form  N-CR. 

See,  e.g.,  SIFMA  Comment  Letter  (estimating 
costs  of  implementing  the  ability  to  impose 
liquidity  fees  and  gates). 

1368 5gg  supra  section  III.A.l. 

1369  See  supra  sections  in.F.2-III.F.6  for  a  more 
detailed  discussion  of  each  of  our  final 
amendments. 

1370 See  supra  section  1II.F.7. 

1371  See  Fidelity  Comment  Letter  (stating  that  “[i]t 
would  be  difficult  for  MMFs  to  produce  validated 
data  ready  for  public  dissemination  within  one 
business  day,  particularly  for  items  such  as  B.5,  C.4, 
C.9,  and  C.IO.  Providing  quantitative  data  within 
one  business  day  would  not  only  call  for  the 
coordination  of  information  and  its  sources,  but 
also  its  review  and  verification  to  ensure  accuracy 
and  completeness.  Accordingly,  we  do  not  believe 
that  this  strict  filing  deadline  is  operationally 
feasible.  Further,  providing  data  within  a  short 
timeframe  would  come  at  an  estimated  cost  of 


final  amendments  incorporate  this 
commenter’s  proposed  solution  by 
shifting  Items  B,5,  G.4,  C,9,  G.IO,  and 
D.3  from  the  initial  filing  to  the  follow¬ 
up  filing, ’372  Because  today’s 
amendments  permit  funds  to  file  a 
response  to  these  Items  within  four 
business  days  instead  of  just  one 
business  day,  we  expect  the  costs  of 
filing  Form  N-GR  to  be  notably  less  than 
what  this  commenter  originally 
estimated. ’373  Although  we  received  no 
other  specific  cost  estimates  from 
commenters  with  respect  to  Form  N-GR, 
we  also  took  into  account  commenters’ 
general  concerns  and  suggestions  about 
the  timing  and  various  costs  and 
burdens  of  Form  N-GR. ’374  For 
example,  we  noted  that  commenters 
particularly  cited  the  burdens  and  the 
role  of  the  board  in  drafting  and 
reviewing  the  board  disclosures  in  Parts 
Eand  F.’375 

We  also  updated  our  estimates  to 
reflect  the  likelihood  that  some  funds 
may  engage  legal  counsel  to  assist  with 
the  drafting  and  review  of  Form  N-GR, 
by  which  they  would  incur  additional 
external  costs.  For  example,  as  noted 
above,  commenters  cited  the  particular 
burdens  and  the  role  of  various  parties 
in  drafting  and  reviewing  the  board 
disclosures  in  Parts  E  and  F.’376  in 
addition,  given  commenters’  concern 
about  timing  as  noted  in  section  II1.F.7, 
we  take  these  various  concerns  to  be  an 
indicator  that  some  funds  may  engage 
legal  counsel.  Accordingly,  we  estimate, 
in  particular  with  respect  to  the  follow¬ 
up  reports  under  Parts  B  through  F  as 
well  as  any  reports  on  Part  H,  that 
certain  funds  will  engage  legal  counsel 
to  assist  with  the  drafting  and  review  of 
Form  N-CR,  thereby  incurring 
additional  external  costs. ’377 


S300, 000-8500,000,  without  factoring  in  the  costs 
of  ongoing  compliance  and  filing,  all  of  which 
greatly  exceeds  the  SEC’s  estimated  cost  of  81,700 
and  five  hours  to  prepare  and  review 
information.”). 

’ 372  5ee  supra  note  1326  and  accompanying  text. 

1373  We  are  generally  unable,  however,  to  fully 
evaluate  the  basis  or  validity  of  this  commenter’s 
cost  estimate,  as  we  do  not  have  all  the  data  or 
assumptions  on  which  this  commenter’s  estimate  is 
based.  See  supra  note  1324  and  accompanying  text; 
Fidelity  Comment  Letter. 

’374  Dreyfus  Comment  Letter,  Federated 

VIII  Comment  Letter,  Legg  Mason  &  Western  Asset 
Comment  Letter,  MFDF  Comment  Letter. 

’375  g  JDQ  Comment  Letter  (“Any  public 
disclosure  about  a  board’s  decision-making  process 
would  require  careful  and  thoughtful  drafting  and 
multiple  layers  of  review  (by  board  counsel,  fund 
counsel,  and  the  directors,  among  others).”); 
Stradley  Ronon  Comment  Letter;  SIFMA  Comment 
Letter. 

’376  See  id. 

’377  See  infra  note  2386  and  accompanying 
discussion. 


c.  Operational  Gosts  of  Part  B:  Default 
Events 

As  noted  in  the  Proposing  Release, ’378 
we  have  estimated  that  the  costs  of 
filing  a  report  in  response  to  an  event 
specified  on  Part  B  of  Form  N-GR  will 
be  higher  than  the  costs  that  money 
market  funds  currently  incur  in 
complying  with  the  rule  2a-7  provision 
which  currently  requires  money  market 
funds  to  report  defaults  or  events  of 
insolvency  to  the  Director  of  Investment 
Management  or  the  Director’s  designee 
by  email. ’379 

In  updating  our  estimates  for  Part  B  of 
Form  N-GR,  we  estimate  the  costs  of 
filing  and  amending  the  report  in 
response  to  an  event  specified  on  Part 
B  of  Form  N-GR  to  include  time  costs 
of  $4,830  and  external  costs  of  $1,000, 
for  total  costs  of  $5,830  for  each  set  of 
initial  and  follow-up  reports, ’38o  and  we 
expect,  based  on  our  estimate  of  the 
average  number  of  notifications  of 
events  of  default  or  insolvency  that 
money  market  funds  currently  file  each 
year,  that  the  Gommission  would 
receive  approximately  20  such  filings 
per  year.’ 381  Therefore,  we  expect  that 
the  annual  costs  relating  to  filing  a 
report  on  Form  N-GR  in  response  to  an 
event  specified  on  Part  B  would  be 

$116,600.’382 


’378  5gg  Proposing  Release,  supra  note  25,  at 
n.730  and  accompanying  text. 

’379  The  requirements  of  current  rule  2a- 
7(c)(7)(iii)(A)  and  the  requirement  of  Part  B  of  Form 
N-CR  are  substantially  similar,  although  Part  B  on 
its  face  specifies  more  information  to  be  reported 
than  current  rule  2a-7(c)(7)(iii)(A).  However,  we 
understand  that  funds  disclosing  events  of  default 
or  insolvency  pursuant  to  current  rule  2a- 
7(c)(7)(iii)(A)  already  have  historically  reported 
substantially  the  same  information  required  by  Part 
B.  As  noted,  we  are  eliminating  the  existing  email 
notification  requirements  in  rule  2a-7  and  are 
replacing  it  with  the  notification  requirements  of 
Form  N-TiR.  See  supra  note  1211.  We  discuss  the 
impact  on  costs  of  this  elimination  in  sections 
1ILF.8  and  III.N.3. 

1380  The  costs  associated  with  filing  Form  N-CR 
in  response  to  an  event  specified  on  Part  B  of  Form 
N-CR  are  paperwork-related  costs  and  are 
discussed  in  more  detail  in  infra  section  lV.D.2.b. 

’381  The  Commission  estimates  this  figure  based 
in  part  by  reference  to  our  current  estimate  of  an 
average  of  20  notifications  to  the  Commission  of  an 
event  of  default  or  insolvency  that  we  previously 
estimated  money  market  funds  to  file  pursuant  to 
current  rule  2a-7(c)(7)(iii)  each  year.  See 
Submission  for  OMB  Review,  Comment  Request, 
Extension:  Rule  2a-7,  OMB  Control  No.  3235-0268, 
Securities  and  Exchange  Commission  77  FR  236 
(Dec.  7,  2012).  We  believe  that  this  estimate  is  likely 
to  be  high,  in  particular  when  markets  are  not  in 
crisis  as  they  were  during  2008  or  2011.  However, 
we  are  continuing  to  use  this  higher  estimate  to  be 
conservative  in  our  analysis. 

1382  These  estimates  are  based  on  the  following 
calculations:  85,830  (cost  per  complete  filing)  x  20 
filings  per  year  =  8116,600  per  year.  See  supra  notes 
1380  and  1381  and  accompanying  text. 
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d.  Operational  Costs  of  Part  C:  Financial 
Support 

In  addition  to  the  general  discussion 
above,  in  updating  our  estimate  for  Part 
C  we  also  considered  certain  changes 
from  the  proposal  specifically  related  to 
Part  C  of  Form  N-CR,^383  most  notably 
our  changes  to  the  definition  of 
financial  support,’^®'*  which  we 
estimate  will  impact  the  frequency  of 
filings  on  Part  C  of  Form  N-CR.  As  we 
noted  in  the  Proposing  Release,^®®®  we 
have  estimated  the  costs  of  filing  a 
report  in  response  to  an  event  specified 
on  Part  C  of  Form  N-CR  in  part  by 
reference  to  the  costs  that  money  market 
funds  currently  incur  in  complying  with 
the  rule  2a-7  provision  that  requires 
disclosure  to  the  Director  of  Investment 
Management  or  the  Director’s  designee 
by  email  when  a  sponsor  supports  a 
money  market  fund  by  purchasing  a 
security  in  reliance  on  rule  17a-9.^®®® 
However,  because  Part  C  of  Form  N-CR 
is  more  extensive  and  defines  “financial 
support”  more  broadly  than  the  current 
requirements,  we  expect  that  the  costs 
associated  with  filing  a  report  in 
response  to  a  Part  C  event  would  be 
higher  than  the  current  estimated  costs 
of  compliance  with  the  current 
notification  requirement. i®®^ 

In  updating  our  proposed  estimates 
for  Part  C  of  Form  N-CR,  we  estimate 
the  costs  of  filing  and  amending  the 
report  in  response  to  an  event  specified 
on  Part  C  of  Form  N-CR  to  include  time 
costs  of  $6,660  and  external  costs  of 
$1,400,  for  total  costs  of  $8,060  for  each 
set  of  initial  and  follow-up  reports,^®®® 
and  we  expect,  based  in  part  by 
reference  to  om  estimate  of  the  average 
number  of  notifications  of  security 
purchases  in  reliance  on  rule  17a-9  that 
money  market  funds  currently  file  each 
year,  that  the  Commission  would 
receive  approximately  30^®®®  such 


1383  5ee  supra  section  III.F.3.  (Definition  of 
Financial  Support). 

138“*  See  supra  section  III.F.3  and  note  1242. 

1385  See  Proposing  Release,  supra  note  25,  at 
paragraph  following  n.733. 

i386(;;urrent  rule  2a-7(c)(7)(iii)(B). 

1387^5  previously  noted,  we  are  eliminating  the 
existing  email  notification  requirements  in  rule  2a- 
7  and  are  replacing  it  with  the  notification 
requirements  of  Form  N-CR.  See  supra  note  1213. 
We  discuss  the  impact  on  costs  of  this  elimination 
in  sections  I1I.F.8  and  I1I.N.3. 

1388  The  costs  associated  with  filing  Form  N-CR 
in  response  to  an  event  specified  on  Part  C  of  Form 
N-CR  are  paperw'ork-related  costs  and  are 
discussed  in  more  detail  in  infra  section  IV.D.2.C. 

1389  In  the  Proposing  Release,  we  originally 
estimated  40  filings  per  year  under  Part  C  of  Form 
N-CR.  See  Proposing  Release,  supra  note  25,  at 
n.735  and  accompanying  text.  As  discussed  in 
supra  section  III.F.3,  today  we  are  adopting  certain 
exclusions  from  the  definition  of  financial  support 
that  will  narroM’  the  definition  to  a  certain  degree. 
Correspondingly,  in  anticipation  of  a  slight 


filings  per  year.^®®®  Therefore,  we 
expect  that  the  annual  costs  relating  to 
filing  a  report  on  Form  N-CR  in 
response  to  an  event  specified  on  Part 
C  would  be  $241, 800. i®®^ 

e.  Operational  Costs  of  Part  D:  Shadow 
Price  Declines 

In  an  event  of  filing,  we  continue  to 
believe  a  fund’s  particular 
circumstances  that  gave  rise  to  a 
reportable  event  under  Part  D  would  be 
the  predominant  factor  in  determining 
the  time  and  costs  associated  with  filing 
a  report  on  Form  N-CR,  in  particular 
with  respect  to  the  follow-up  filing 
amending  the  initial  report.’®®® 

In  updating  our  proposed  estimates 
for  Part  D  of  Form  N-CR,  we  estimate 
the  costs  of  filing  and  amending  the 
report  in  response  to  an  event  specified 
on  Part  D  of  Form  N-CR  to  include  time 
costs  of  $4,830  and  external  costs  of 
$1,000,  for  total  costs  of  $5,830  for  each 
set  of  initial  and  follow-up  reports,’®®® 
and  we  expect,  based  in  part  by 
reference  to  our  estimate  of  the  average 
number  of  instances  in  which  the 
shadow  price  for  a  non-institutional 
money  market  fund  has  deviated 
downward  by  more  than  ’/»  of  1  percent 
from  its  stable  per  share  NAV  price  each 
year,  that  we  will  receive  approximately 
0.3  such  filings  per  year.’®®^  Therefore, 
we  expect  that  the  annual  costs  relating 
to  filing  a  report  on  Form  N-CR  in 
response  to  an  event  specified  on  Part 
D  would  be  $1,749.’®®® 


reduction  in  instances  that  meet  the  definition  as 
amended  today,  we  predict  an  estimated  30  filings 
per  year  under  Part  C  of  Form  N-CR, 

’390  See  Submission  for  OMB  Review,  Comment 
Request,  Extension;  Rule  2a-7,  OMB  Control  No. 
3235-0268,  Securities  and  Exchange  Commission 
(77  FR  236  (Dec.  7,  2012)]. 

1391  These  estimates  are  based  on  the  following 
calculations;  S8,060  (cost  per  complete  filing)  x  30 
filings  per  year  =  $241,800  per  year.  See  supra  note 
1388-1390  and  accompanying  text. 

’392  See  Proposing  Release,  supra  note  25,  at 
paragraph  following  n.736. 

1393  The  costs  associated  with  filing  Form  N-CR 
in  response  to  an  event  specified  on  Part  D  of  Form 
N-CR  are  paperwork -related  costs  and  are 
discussed  in  more  detail  in  infra  section  lV.D.2.d. 

’394  Quj.  staff  fias  analyzed  form  N-MFP  data  from 
November  2010  to  February  2014  and  found  that 
only  one  non-institutional  fund  had  a  ’/»  of  1 
percent  deviation  from  the  stable  Si. 00  per  share 
NAV.  1  fund  in  over  39  months  is  equivalent  to  less 
than  1  (1  X  12  +  39  =  0.31)  funds  per  year.  In  the 
Proposing  Release,  we  had  estimated  0.167  reports 
filed  per  year  in  respect  of  Part  D.  See  Proposing 
Release,  supra  note  25,  at  n.l205.  We  revised  this 
estimate  to  reflect  more  accurate  accounting  and 
updated  data. 

’395  These  estimates  are  based  on  the  following 
calculations;  $5,830  (cost  per  complete  filing)  x  0.3 
filings  per  year  =  $1,749  per  year.  See  supra  note 
1393  and  1394  and  accompanying  text. 


f.  Operational  Costs  of  Part  E  and  F: 
Imposition  of  Fees  and  Gates 

In  addition  to  the  general  discussion 
above,  in  updating  our  estimates  we  also 
considered  certain  changes  from  the 
proposal  specifically  related  to  Parts  E 
and  F  of  Form  N-CR,’®®®  most  notably 
our  changes  to  the  board  disclosure 
requirements  ’®®®  and  the  weekly  liquid 
asset  thresholds  permitting  or  triggering 
board  consideration  of  a  liquidity  fee  or 
gate.’®®®  Moreover,  in  particular  with 
respect  to  the  board  disclosures,  we 
expect  that  most  if  not  all  funds  may 
engage  legal  counsel  to  assist  with  the 
drafting  and  review  of  Form  N-CR, 
thereby  incurring  additional  external 
costs.  ’®®®  We  have  also  revised  our 
estimates  of  the  frequency  of  filings 
under  Parts  E  and  F.’^°®  In  an  event  of 
filing,  we  continue  to  believe  a  fund’s 
particular  circumstances  that  gave  rise 
to  a  reportable  event  under  Parts  E  or  F 
would  be  the  predominant  factor  in 
determining  the  time  and  costs 
associated  with  filing  a  report  on  Form 
N-CR,  in  particular  with  respect  to  the 
follow-up  filing  amending  the  initial 
report.’"’®’ 

In  revising  our  estimates  for  Part  E  of 
Form  N-CR,’^®2  we  estimate  the  costs  of 
filing  and  amending  the  report  in 
response  to  an  event  specified  on  Part 
E  of  Form  N-CR  to  include  time  costs 
of  $10,910  and  external  costs  of  $3,600, 
for  total  costs  of  $14,510  for  each  set  of 
initial  and  follow-up  reports.’"*®®  The 
Proposing  Release  and  the  DERA  Study 
analyzed  the  distribution  of  weekly 
liquid  assets  to  determine  how  often  a 
prime  fund’s  weekly  liquid  asset 
percentage  fell  below  the  30%  and  10% 
thresholds.  The  analysis  found  that  on 


’390  See  supra  section  III.F.5. 

’397  See  supra  section  III.F.5.  (Board  Disclosures). 

’398  See  supra  section  III.F.5.  (Conforming  and 
Related  Changes). 

’399  For  example,  commenters  cited  the  particular 
burdens  and  the  role  of  the  board  in  drafting  and 
reviewing  the  board  disclosures  in  Parts  E  and  F. 
See,  e.g.,  IDC  Comment  Letter  ("Any  public 
disclosure  about  a  board’s  decision-making  process 
would  require  careful  and  thoughtful  drafting  and 
multiple  layers  of  review  (by  board  counsel,  fund 
counsel,  and  the  directors,  among  others).”); 
Stradley  Ronon  Comment  Letter;  SIFMA  Comment 
Letter. 

’400  See  infra  notes  1410-1414  and  accompanying 
text. 

’40’  See  Proposing  Release,  supra  note  25,  at 
paragraph  following  n.736. 

’402  The  Proposing  Release  estimated  that  a  fund 
would  spend  on  average  approximately  5  burden 
hours  and  total  time  costs  of  $1,708  to  prepare, 
review,  and  submit  a  report  under  any  Part  of  Form 
N-CR,  including  Part  E.  See  Proposing  Release, 
supra  note  25,  at  nn.l203  and  1204  and 
accompanying  text. 

’403  The  costs  associated  with  filing  Form  N-CR 
in  response  to  an  event  specified  on  Part  E  of  Form 
N-CR  are  paperwork-related  costs  and  are 
discussed  in  more  detail  in  infra  section  IV.D.2.e. 
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average  6.9  out  of  253  prime  funds,  or 
2.7%  of  the  funds,  had  their  monthly 
weekly  liquid  assets  percentages  fall 
below  30%. This  corresponds  to  83 
funds  per  year.’^"^  The  analysis  also 
found  that  on  average  0.05  out  of  253 
prime  funds,  or  0.02%  of  the  funds,  had 
their  monthly  weekly  liquid  assets 
percentages  fall  below  10%.^'*^’®  This 
corresponds  to  0.6  funds  per  year.i'*^^ 

As  a  result  of  the  new  reporting 
requirements,  we  believe  that  funds  will 
in  general  try  to  avoid  having  to  file 
Form  N-CR  by  keeping  their  weekly 
liquid  asset  percentages  above  10%.^^°® 
In  addition,  of  the  83  funds  per  year  that 
reported  a  weekly  liquid  assets  value 
below  30%,  it  is  unclear  how  many 
would  have  decided  to  impose  a  fee,  but 
we  expect  it  to  be  lower  than  83  funds 
given  that  not  all  boards  would  have 
likely  imposed  such  a  discretionary  fee. 
As  such,  we  expect,  based  on  our 
calculation  of  the  average  number  of 
instances  in  which  a  fund  would  breach 
the  10%  and  30%  weekly  liquid  asset 
threshold  each  year,  that  the 
Commission  would  receive  between  0.6 
and  83  such  filings  per  year.  For 
purposes  of  the  Paperwork  Reduction 
Act  section  below, we  estimate  that 
0.6  funds  per  year  would  file  a  report 
triggered  by  the  10%  weekly  liquid  asset 
threshold^^’*^  and  an  additional  0.6 
funds  per  year  would  file  a  report 
because  they  crossed  the  30%  weekly 
liquid  asset  threshold  and  their  board 
determined  to  impose  a  liquidity 


See  the  table  in  the  Proposing  Release,  supra 
note  25,  referencing  n.384;  DERA  Study,  supra  note 
24,  at  22. 

1405 \Ye  estimate  83  funds  per  year  as  follows:  6.9 
funds  per  month  x  12  months  =  83  funds  per  year. 

’“'“'‘See  the  table  in  the  Proposing  Release,  supra 
note  25,  referencing  n.384;  DERA  Study,  supra  note 
24,  at  22. 

1407  We  estimate  0.6  funds  per  year  as  follows: 
0.05  funds  per  month  x  12  months  =  0.6  funds  per 
year. 

See  generally,  e.g.,  SIFMA  Comment  Letter 
(“[Some  members]  believe  the  existence  of  the 
liquidity  trigger  for  the  fee  and  gate  will  motivate 
fund  managers  to  maintain  fund  liquidity  well  in 
excess  of  the  trigger  level,  to  avoid  triggering  the  fee 
or  gate.”); 

:>-*e0See  infra  section  lV.D.2.e.  In  the  Proposing 
Release,  we  had  previously  estimated  a  total  of  4 
reports  in  response  to  Parts  E  and  F  based  on  the 
previously  proposed  15%  weekly  liquid  asset 
trigger.  See  Proposing  Release,  supra  note  25,  at 
n.l202.  For  a  more  detailed  discussion  of  the 
reasons  for  our  changed  estimates,  see  also  infra 
note  2408. 

As  noted  above,  as  a  result  of  the  new 
reporting  requirements,  we  believe  that  funds  will 
in  general  try  to  avoid  having  to  file  Form  N-CR 
by  keeping  their  weekly  liquid  asset  percentages 
above  10%.  Accordingly,  we  believe  our  estimates 
of  the  frequency  of  filings  in  response  to  Part  E  of 
Form  N-CR  are  likely  to  be  high.  However,  we  are 
using  these  higher  estimates  to  be  conservative  in 
our  analysis. 


for  a  total  average  of  1.2 
instances  per  year.  Therefore,  we  expect 
that  the  annual  costs  relating  to  filing  a 
report  on  Form  N-CR  in  response  to  an 
event  specified  on  Part  E  will  be 

$17,412. ■'^12 

In  revising  our  estimates  for  Part  F  of 
Form  N-CR, ^0  estimate  the  costs  of 
filing  and  amending  the  report  in 
response  to  an  event  specified  on  Part 
F  of  Form  N-CR  of  Form  N-CR  to 
include  time  costs  of  $10,910  and 
external  costs  of  $3,600,  for  total  costs 
of  $14,510  for  each  set  of  initial  and 
follow-up  reports. As  stated  above, 
the  DERA  study  found  that  83  prime 
funds  per  year  had  their  weekly  liquid 
asset  percentages  fall  below  30%. Qf 
these  83  funds,  it  is  unclear  how  many 
would  have  decided  to  impose  a  gate, 
but  we  expect  it  to  be  lower  than  83 
funds  given  that  not  all  boards  would 
have  likely  imposed  such  a 
discretionary  gate.  Thus,  we  expect, 
based  on  our  calculation  of  the  average 
number  of  instances  in  which  a  fund 
would  breach  the  30%  weekly  liquid 
asset  threshold  each  year,  that  the 
Commission  would  receive  between 
zero  and  83  such  sets  of  initial  and 
follow-up  reports  per  year.  For  purposes 
of  the  Paperwork  Reduction  Act  section 
below, we  conservatively  estimate 
that  0.6  funds  per  year  would  file  a 
report  because  they  breached  the  30% 
weekly  liquid  asset  threshold  and  their 
board  determined  to  impose  a  gate.’^^^ 


As  discussed  in  section  IV.D.2.e,  we  estimate 
that  funds  will  voluntarily  impose  a  liquidity  fee  at 
most  as  often  as  they  will  be  required  to  consider 
a  liquidity  fee  based  on  the  10%  weekly  liquid  asset 
trigger.  Accordingly,  the  Commission 
conserv'atively  estimates  that  0.6  additional  funds 
per  year  would  file  a  report  in  response  to  Part  E 
because  it  breached  the  30%  weekly  liquid  asset 
threshold  and  their  board  determined  to  impose 
such  a  discretionary  liquidity  fee. 

1412  These  estimates  are  based  on  the  following 
calculations:  814,510  (cost  per  complete  filing)  x 
[0.6  +  0.6)  filings  per  year  =  817,412  per  year.  See 
supra  notes  1403-1410  and  accompanying  text. 

’^’3  The  Proposing  Release  estimated  that  a  fund 
would  spend  on  average  approximately  5  burden 
hours  and  total  time  costs  of  81,708  to  prepare, 
review,  and  submit  a  report  under  any  Part  of  Form 
N-CR,  including  Part  F.  See  Proposing  Release, 
supra  note  25,  at  nn.l203  and  1204  and 
accompanying  text. 

1414  The  costs  associated  with  filing  Form  N-CR 
in  response  to  an  event  specified  on  Part  F  of  Form 
N-CR  are  paperwork-related  costs  and  are 
discussed  in  more  detail  in  infra  section  IV.D.2.f. 

See  DERA  Study,  supra  note  24,  at  22. 

See  infra  section  IV.D.2.f.  In  the  Proposing 
Release,  we  had  previously  estimated  a  total  of  4 
reports  in  response  to  Parts  E  and  F  based  on  the 
previously  proposed  15%  weekly  liquid  asset 
trigger.  See  Proposing  Release,  supra  note  25,  at 
n.l202.  For  a  more  detailed  discussion  of  the 
reasons  for  our  changed  estimates,  see  also  infra 
note  2421. 

’■*’7  As  discussed  and  estimated  in  more  detail  in 
infra  section  IV.D.2.f,  we  conservatively  estimate 
the  number  of  instances  in  which  a  fimd  breached 


Therefore,  we  expect  that  the  annual 
costs  relating  to  filing  a  report  on  Form 
N-CR  in  response  to  an  event  specified 
on  Part  F  would  be  $8,706. 

g.  Operational  Costs  of  Part  G:  Lifting  of 
Fees  and  Gates 

As  discussed  in  the  Proposing 
Release,  we  continue  to  believe  the 
frequency  of  filings  under  Part  G  on 
Form  N-CR  to  be  closely  correlated  to 
the  frequency  of  filings  under  Parts  E 
and  F.^^^9  Given  our  revised  estimates 
of  the  number  of  filings  under  Parts  E 
and  F,^42o  gj-g  correspondingly 
revising  our  estimate  of  the  number  of 
filings  under  Part  Wg  gpg  further 

revising  our  estimates  for  Part  G, 
because  we  expect  the  cost  per  filing 
associated  with  responding  to  Part  G  to 
be  lower  than  for  Parts  E  or  F.^^22 
Unlike  Parts  B  through  F  and  H,  for 
which  we  have  included  estimated 
external  costs  to  account  for  the 
possibility  that  funds  may  engage  legal 
counsel  to  assist  in  the  preparation  and 
review  of  Form  N-CR.^'^^s  -^^g  have  not 
done  so  here  because  of  the  relative 
simplicity  of  Part  G. 

In  revising  our  estimates  for  Part  G  of 
Form  N-CR, ’^24  y^,g  estimate  the  costs  of 


the  30%  weekly  liquid  asset  threshold  and  its  board 
determined  to  impose  a  voluntary  gate  to  be  equal 
to  the  number  of  instances  in  which  a  fund 
breached  the  30%  weekly  liquid  asset  threshold 
and  its  board  determined  to  impose  a  voluntary  fee, 
or  0.6  instances  per  year. 

’■•IS These  estimates  are  based  on  the  following 
calculations:  814,510  (cost  per  complete  filing)  x  0.6 
filings  per  year  =  88,706  per  year.  See  supra  notes 
1414-1417. 

’■"“See,  e.g..  Proposing  Release,  supra  note  25,  at 
n.l  202  and  accompanying  discussion.  We  expert 
there  to  be  a  close  correlation  because  Part  G 
requires  disclosure  of  the  lifting  of  any  liquidity  fee 
or  gate  imposed  in  connection  with  Part  E  or  F. 

’420  See  supra  notes  1410  and  1417  and 
accompanying  discussions. 

’421  See  infra  section  IV.D.2.g.  The  Proposing 
Release  estimated  a  total  of  4  reports  in  response 
to  Part  G.  See  Proposing  Release,  supra  note  25,  at 
n.l  202.  For  a  more  detailed  discussion  of  the 
reasons  for  our  revised  estimates,  see  also  infra 
notes  2433-2437  and  accompanying  text. 

’422  In  the  Proposing  Release,  our  staff  originally 
estimated  that  a  fund  would  spend  on  average 
approximately  5  burden  hours  and  total  time  costs 
of  81,708  to  prepare,  review,  and  submit  a  report 
under  any  Part  of  Form  N-CR.  See  Proposing 
Release,  supra  note  25,  at  nn.l203  and  1204  and 
accompanying  text.  However,  we  expect  a  response 
to  Part  G  to  be  shorter  than  under  Parts  E  or  G,  given 
that  Part  G  only  requires  disclosure  of  the  date  on 
which  a  fund  removed  a  liquidity  fee  and/or 
resumed  Fund  redemptions.  See  Form  N-CR  Item 
G.l.  In  addition,  unlike  Part  E  or  F,  Part  G  would 
not  require  any  follow-up  report. 

’423  See  supra  sections  IV.D.2.b — IV.d.2.f;  see  also 
infra  section  IV.D.2.h. 

’424  The  Proposing  Release  estimated  that  a  fund 
would  spend  on  average  approximately  5  burden 
hours  and  total  time  costs  of  81,708  to  prepare, 
review,  and  submit  a  report  imder  any  Part  of  Form 
N-CR,  including  Part  F.  See  Proposing  Release, 
supra  note  25,  at  nn.l203  and  1204  and 
accompanying  text. 
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filing  a  report  in  response  to  an  event 
specified  on  Part  G  of  Form  N-CR  to 
include  time  costs  of  $695  per  filing, ’^25 
and  we  expect,  based  in  part  by 
reference  to  our  estimate  of  how  often 
funds  would  file  Form  N-CR  under  Part 
E  or  F  each  year,  that  the  Commission 
would  receive  between  zero  and  83  such 
filings  per  year.^^^e  por  piuposes  of  the 
Paperwork  Reduction  Act  section 
below,  we  estimate  that  1.8  funds  per 
year  would  file  a  report  because  they 
lifted  a  liquidity  fee  or  gate.^'^^? 
Therefore,  we  expect  that  the  annual 
costs  relating  to  filing  a  report  on  Form 
N-CR  in  response  to  an  event  specified 
on  Part  G  would  be  $1,251. 

h.  Operational  Costs  of  Part  H:  Optional 
Disclosure 

Given  the  broad  scope  and  voluntary 
nature  of  the  optional  disclosure  under 
Part  H  of  Form  N-CR,  we  believe  that, 
in  an  event  of  filing,  a  fund’s  particular 
circumstances  that  led  it  to  decide  to 
make  such  a  voluntary  disclosure  would 
be  the  predominant  factor  in 
determining  the  time  and  costs 
associated  with  filing  a  report  on  Form 
N-CR.  In  estimating  costs,  we  expect 
that  some  funds  may  engage  legal 
counsel  to  assist  with  the  drafting  and 
review  of  Form  N-CR,  thereby  incurring 
additional  external  costs. ^“*29 

Accordingly,  we  estimate  the  costs  of 
a  filing  in  response  to  an  event  specified 
on  Part  H  of  Form  N-CR  to  include  time 
costs  of  $1,390  and  external  costs  of 
$800,  for  a  total  cost  of  $2,190  per 
filing, ^^30  and  we  expect  that  the 
Commission  will  receive  approximately 
18  such  filings  per  year. ^“*31  Therefore, 


i42SThe  costs  associated  with  filing  Form  N-CR 
in  response  to  an  event  specified  on  Part  G  of  Form 
N-CR  are  paperwork-related  costs  and  are 
discussed  in  more  detail  in  infra  section  IV.D.2.g. 

1426  Por  purposes  of  this  estimate  of  filings  under 
Part  G,  we  conservatively  assume  that  there  would 
be  a  filing  under  Part  G  for  everj'  filing  under  either 
Parts  E  or  F.  Given  that  some  affected  funds  may 
liquidate  instead  of  ever  lifting  the  respective 
liquidity  fee  or  gate,  we  therefore  expect  this 
estimate  of  the  frequency  of  Part  G  filings  may  be 
high. 

’■*27  See  infra  section  IV.D.2.g. 

1428  These  estimates  are  based  on  the  following 
calculations:  S695  (cost  per  complete  filing)  x  1.8 
filings  per  year  =  SI, 251  per  year.  See  supra  notes 
1425-1427  and  accompanying  text. 

1429 In  particular,  we  expect  that  funds  are  more 
likely  to  file  a  report  on  Part  H  when  there  are  more 
complex  events  that  need  to  be  addressed,  which 
we  believe  will  make  it  correspondingly  more  likely 
that  funds  will  engage  legal  counsel. 

1430  The  costs  associated  with  filing  Form  N-CR 
in  response  to  an  event  specified  on  Part  H  of  Form 
N-CR  are  paperw'ork-related  costs  and  are 
discussed  in  more  detail  in  infra  section  lV.D.2.h. 

’“'21  For  purposes  of  our  estimate  in  section 
IV.D.2.h  below,  we  conser\'atively  estimate  that 
funds  would  include  a  disclosure  under  Part  H  in 
about  a  quarter  of  the  instances  they  submit  a 
follow-up  filing  under  Parts  B  through  F,  as  well  as 


we  expect  that  the  annual  costs  relating 
to  filing  a  report  on  Form  N-CR  in 
response  to  an  event  specified  on  Part 
H  will  be  $32,850.1432 

i.  Aggregate  Operational  Costs 

In  the  aggregate,  we  estimate  that 
compliance  with  new  rule  30bl-8  and 
Form  N-CR  would  result  in  total  annual 
time  costs  of  approximately 
$339,5881433  and  total  external  costs  of 
$80,780.1434  Given  an  estimated  559 
money  market  funds  that  would  be 
required  to  comply  with  new  rule  30bl- 
8  and  Form  N-CR,i435  this  would  result 
in  average  annual  time  costs  of 
approximately  $607  and  average  annual 
external  costs  of  $145  on  a  per-fund 

basis. 1436 


G.  Amendments  to  Form  N-MFP 
Reporting  Requirements 

The  Commission  is  today  adopting 
amendments  to  Form  N-MFP,  the  form 
that  money  market  funds  use  to  report 
their  portfolio  holdings  and  other  key 
information  to  us  each  month.  We  use 
the  information  to  monitor  money 
market  funds  and  support  our 
examination  and  regulatory  programs. 
Each  fund  must  file  the  required 
information  on  Form  N-MFP 
electronically  within  five  business  days 
after  the  end  of  each  month.  Currently, 
we  make  the  information  public  60  days 
after  the  end  of  the  month. i437  Money 
market  funds  began  reporting  this 
information  to  us  in  November  2010.1438 

Today  we  are  amending  Form  N-MFP 
to  reflect  the  amendments  to  rule  2a-7 
discussed  above.  In  addition,  we  are 
requiring  the  reporting  of  certain  new 
information  that  will  be  useful  for  om 
oversight  of  money  market  funds,  and 
making  other  improvements  to  the  form 
based  on  our  previous  experience  with 


with  respect  to  a  quarter  of  all  filings  under  Part  G. 
Because  of  the  timing  constraints,  we  generally 
would  not  expect  funds  would  to  make  a  Part  H 
disclosure  in  an  initial  filing.  We  also  would  not 
generally  expect  funds  to  make  a  Form  N-CR  filing 
under  Part  H  alone.  However,  given  the  possibility 
that  funds  might  make  a  Part  H  disclosure  in  the 
initial  filing  or  on  a  stand-alone  basis,  we 
conser\'atively  estimate  one  additional  Part  H  filing 
per  year  under  each  scenario.  As  calculated  in  in 
section  IV.D.2.h  below,  we  therefore  estimate  an 
annual  total  of  15  filings  in  response  to  Part  H. 

1432  These  estimates  are  based  on  the  following 
calculations:  S2,190  (cost  per  complete  filing)  x  15 
filings  per  year  =  832,850  per  year.  See  supra  notes 
1430  and  1431  and  accompanying  text. 

’■’23  5gg  infra  note  2446. 

■‘‘•34  See  infra  note  2447. 

5ge  supra  note  2448. 

See  infra  note  2449. 

’■*27  See  current  rule  30bl-7(b). 

1438 On  average,  575  money  market  funds 
(excluding  feeder  funds)  filed  Form  N-MFP  with  us 
each  month  throughout  2013.  Funds  reported 
information  on  approximately  67,000  securities  on 
average  each  month. 


filings  submitted  to  us.  Most 
commenters  generally  supported  the 
proposed  amendments  to  Form  N-MFP, 
agreeing  that  the  improved  reporting 
would  be  useful  to  the  Commission  and 

investors. ’439  Although  these 

commenters  generally  supported  the 
proposed  amendments,  many  of  them 
raised  concerns  with  certain  specific 
changes  and  additional  reporting 
items. ’440  \f\jQ  ^ot  receive  any 

comment  on  a  number  of  the  proposed 
amendments,  and  are  generally  adopting 
those  amendments  as  proposed. 

To  respond  to  comments  we  received, 
the  final  form  amendments  differ  in 
some  respects  from  what  we  proposed, 
such  as  not  adopting  the  lot  level 
security  and  shareholder  concentration 
reporting  requirements,  as  well  as 
certain  other  refinements  which  are 
discussed  below.  We  are  adopting  many 
of  the  other  proposed  amendments 
unchanged,  including  eliminating  the 
60-day  delay  on  public  availability  of 
the  data.  As  proposed,  we  are  not 
changing  the  requirement  that  funds 
continue  to  file  reports  on  Form  N-MFP 
once  each  month  (as  they  do  today),  but 
are  adopting  a  requirement  that  certain 
limited  information  (such  as  the  NAV 
per  share,  liquidity  levels,  and 
shareholder  flow)  be  reported  on  a 
weekly  basis  within  the  monthly 
filing.’44i 

We  are  adopting  these  changes  to 
Form  N-MFP  because  they  further 
support  the  Commission’s  efforts  to 
oversee  the  stability  of  money  market 
funds  and  compliance  with  rule 
2a-7,’442  and  should  assist  money 


’‘'39See_  e  g  _  Wells  Fargo  Comment  Letter;  ICI 
Comment  Letter  (‘‘We  generally  support  the 
proposed  amendments.  .  .”);  Boston  Federal 
Reserve  Comment  Letter.  One  commenter  opposed 
the  amendments  generally,  suggesting  that  Form  N- 
MFP  is  a  tool  for  the  Commission,  not  investors, 
and  argued  that  the  cost  of  the  greater  reporting 
requirements  is  not  justified  by  the  usefulness  of 
the  information  to  the  Commission.  See  Dreyfus 
Comment  Letter.  We  discuss  the  usefulness  of  the 
information  reported  on  Form  N-MFP  to  investors 
throughout  this  section,  and  similarly  discuss  the 
costs  of  compliance  in  section  III.G.5.  below. 

’‘‘*oSee,  e.g..  Wells  Fargo  Comment  Letter 
(objecting  to  shareholder  flow  reporting);  Fidelity 
Comment  Letter  (objecting  to  lot  level  purchase  and 
sale  data);  SIFMA  Comment  Letter  (objecting  to 
shareholder  concentration  reporting). 

1441  We  requested  comment  on  potentially 
requiring  filing  of  Form  N-MFP  on  a  weekly,  rather 
than  a  monthly  basis.  Commenters  generally 
opposed  such  an  increase  in  frequency  of  filing  of 
the  form,  and  we  are  retaining  the  requirement  to 
file  the  form  on  a  monthly  basis  at  this  time.  See, 
e.g.,  Dreyfus  Comment  Letter;  SIFMA  Coimnent 
l.etter. 

’‘*■*2  References  to  amended  Form  N-MFP  will  be 
to  “Form  N-MFP  Item”  or  to  “Item”  and  references 
to  Form  N-MFP  as  it  was  proposed  to  be  amended 
in  2013  will  be  to  “Proposed  Form  N-MFP  Item.” 
We  are  not  amending  items  in  Form  N-MFP  that 
reference  credit  ratings  at  this  time. 
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market  fund  shareholders  in  better 
understanding  the  risks  of  their 
investments.  As  proposed,  in 
connection  with  these  amendments,  we 
are  renumbering  the  items  of  Form  N- 
MFP  to  separate  the  items  into  four 
separate  sections  and  are  making  other 
minor  reformatting  changes. These 
amendments  will  apply  to  all  money 
market  funds,  with  both  stable  value 
and  floating  NAV  money  market  funds 
reporting  on  Form  N-MFP  as  amended. 

1 .  Amendments  Related  to  Rule  2a-7 
Reforms 

We  proposed  a  number  of  changes  to 
Form  N-MFP  designed  to  conform  it 
with  the  general  reforms  of  rule 
23-7.’'’'*^  Commenters  generally  did  not 
object  to  these  proposed  amendments, 
and  we  are  adopting  them  largely  as 
proposed,  with  some  revisions  to  reflect 
the  revised  approach  we  are  taking  to 
the  primary  reforms. 

a.  Amortized  Cost 

As  part  of  the  primary  reforms  to  rule 
2a-7,  we  proposed  to  eliminate  the  use 
of  the  amortized  cost  valuation  method 
for  stable  value  money  market  funds, 
and  to  correspond  with  that  elimination, 
we  also  proposed  to  remove  references 
to  amortized  cost  and  shadow  prices 
from  Form  N-MFP.  However,  as 
discussed  previously  in  section  II. B. 5, 
the  final  amendments  will  permit  the 
continued  use  of  the  amortized  cost 
valuation  method  for  stable  value 
money  market  funds.  Accordingly, 
to  conform  the  changes  to  Form  N-MFP 
to  the  final  amendments  to  rule  2a-7, 
we  are  not  adopting  the  Form  N-MFP 
amendments  that  would  have  removed 
references  to  the  amortized  cost  of 
securities  in  certain  existing  items, 
although  we  are  moving  and  rephrasing 
the  references  where  appropriate  to  be 
consistent  with  the  final  amendments  to 
rule  2a-7.i4^6 


See  Form  N-MFP:  (i)  General  information 
(Items  1-8);  (ii)  information  about  each  series  of  the 
fund  (Items  A.1-A.21;  (iii)  information  about  each 
cJass  of  the  fund  (Items  B.1-B.8);  and  (iv) 
information  about  portfolio  securities  (Items  C.l- 
C.25).  Our  renumbering  of  the  items  will  enable  us 
to  add  or  delete  items  in  the  future  without  having 
to  re-number  all  subsequent  items  in  the  form. 

See  Proposing  Release  supra  note  25,  at 
section  llI.H.l. 

supra  section  II. B. 5. 

1446  porm  N-MFP  currently  requires  that  each 
series  of  a  fund  disclose  the  total  amortized  cost  of 
its  portfolio  securities  (Item  13)  and  the  amortized 
cost  for  each  portfolio  security  (Item  41).  As  we 
proposed,  we  are  amending  Items  13  and  41  by 
replacing  amortized  cost  with  "value”  as  defined  in 
section  2(a)(41)  of  the  Act  (generally  the  market- 
based  value).  See  Form  N-MFP  Items  A.14.b  and 
C.18,  and  Form  N-MFP  General  Instructions,  E. 
Definitions.  As  a  result,  we  are  removing  current 
Form  N-MFP  Items  45  and  46,  which  require  that 
a  fund  disclose  the  value  of  each  security  using 


Because  we  proposed  to  eliminate 
amortized  cost  valuation  (which  would 
have  required  all  money  market  funds  to 
value  their  shares  at  market-based 
values  even  if  they  transacted  at  a  dollar 
through  penny  rounding),  we  had 
correspondingly  proposed  to  eliminate 
the  reporting  requirements  related  to 
money  market  fund  “shadow  prices” 
from  Form  N-MFP  and  instead  require 
funds  to  report  their  market-based  NAV. 
As  a  result  of  the  final  amendments  to 
rule  2a-7  permitting  the  continued  use 
of  amortized  cost  for  certain  money 
market  funds,  the  final  amendments  to 
Form  N-MFP  also  continue  to  require 
reporting  of  fund  shadow  prices  (on  a 
series  and  class  level)  for  funds  that  use 
the  amortized  cost  method  of 
valuation. This  requirement  would 
be  part  of  the  requirement  to  report  the 
fund’s  NAV  on  a  class  and  series  level. 

b.  Weekly  Reporting  Within  Monthly 
Filing 

The  final  rules  also  require  reporting 
of  a  money  market  fund’s  NAV  per 
share  (and  shadow  price),  daily  and 
weekly  liquid  assets,  and  shareholder 
flows  on  a  weekly  basis  within  the 
monthly  filing  of  the  form,  as  we 
proposed.!'*'*®  Two  commenters 
generally  objected  to  the  proposed 
requirements  for  weekly  reporting 
within  a  monthly  form.*^^^  These 
commenters  argued  that  weekly 
information  gathering  will  increase  fund 
costs  and  suggested  that  the  benefits  are 
speculative.  They  also  noted  that  this 
weekly  reported  information  would  be 
available  on  the  fund’s  Web  site, 
resulting  in  redundant  disclosure.*^®® 

We  appreciate  these  concerns,  but 


available  market  quotations,  both  with  and  without 
the  value  of  any  capital  support  agreement.  Form 
N-MFP  Item  C.18  would  require  that  money  market 
funds  report  portfolio  security  market  values  both 
including  and  excluding  the  value  of  any  sponsor 
support.  As  we  proposed,  to  improve  transparency 
of  MMF’s  risks,  we  are  also  clarifying  that  money 
market  funds  must  disclose  the  value  of  “any 
sponsor  support”  applicable  to  a  particular 
portfolio  security,  rather  than  “capital  support 
agreements”  as  stated  in  current  Form  N-MFP 
Items  45  and  46.  We  are  also  continuing  to  require, 
as  proposed,  reporting  of  the  amortized  cost  value 
of  money  market  funds  that  use  that  method  to 
value  securities  for  all  or  any  portion  of  their 
portfolio.  See  Form  N-MFP  Item  A.14.b.i  . 

See  Form  N-MFP  Items  A. 20  and  B.5.  These 
requirements  are  moved  and  reformatted  from  the 
existing  form  as  part  of  the  overall  renumbering  and 
re-organizing  of  the  form. 

i448Porm  N-MFP  Items  A. 13,  A. 20,  B.5  and  B.6. 
As  discussed  in  section  IV.A.6.C  funds  would  also 
be  required  to  report  their  NAV  per  share  and 
shadow  price  on  a  daily  basis  on  their  Web  site. 

1449  Dreyfus  Comment  Letter;  SIFMA  Comment 
Letter.  These  commenters  objected  to  all  of  the 
proposed  weekly  items,  including  reporting  on  the 
funds’  NAV  per  share,  levels  of  daily  and  weekly 
liquid  assets,  and  shareholder  flows. 

^450  Id, 


disagree.  Form  N-MFP  and  Web  site 
disclosure  have  different  purposes. 
Under  our  final  disclosure  amendments, 
as  discussed  above  funds  will  be 
required  to  report  market-based  NAV 
per  share  information  daily  on  their 
Web  sites  (as  well  as  the  liquidity  and 
shareholder  flow  information),  so  the 
weekly  information  should  be  readily 
available  at  little  additional  cost. 
Including  this  weekly  information  on 
the  fund’s  filing  will  allow  Commission 
staff  to  better  monitor  risks  and  trends 
in  fund  valuation  (as  well  as  liquidity 
and  shareholder  flow)  in  an  efficient 
and  more  precise  manner  without 
requiring  frequent  visits  to  the  Web  sites 
of  many  different  funds,  and  will  be  a 
useful  resource  for  investors  and  others 
as  well.  Because  it  will  be  housed  in  a 
central  repository  of  data,  this 
information  can  be  aggregated  and 
analyzed  across  the  fund  industry  and 
can  be  used  in  a  standardized  manner 
to  enhance  comparability.*'*®*  The 
additional  data  points  we  collect  will 
enable  us  to  better  monitor  trends  and 
risks  on  a  more  granular  time  level  for 
individual  funds  and  money  market 
funds  as  a  whole.  In  contrast,  the  Web 
site  disclosures  are  intended  to  be  more 
accessible  and  “user-friendly”  than 
Form  N-MFP  for  individual  investors 
trying  to  research  particular  funds.  We 
have  required  other  such  parallel 
reporting  for  similar  reasons. *'*®2 

c.  NAV  Per  Share  (and  Shadow  Price) 
Reporting  to  Fourth  Decimal  Place 

Today  on  Form  N-MFP,  funds  report, 
both  for  each  series  and  each  class, 
shadow  price  of  their  NAV,  rounded  to 
the  fourth  decimal  place  for  a  fund  with 
a  $1.00  share  price  (or  an  equivalent 
level  of  accuracy  for  funds  with  a 
different  share  price). *^®®  Under  the 
proposed  amendments  to  the  Form,  we 
proposed  to  keep  this  reporting 
requirement  (although  in  a  different 
place  within  the  Form  consistent  with 
the  general  reformatting).  This  reporting 
is  consistent  with  the  rounding 
convention  that  was  proposed  for 
floating  NAV  money  market  funds  to 
price  and  transact  in  our  rule  proposal. 
No  commenters  specifically  addressed 
this  current  Form  N-MFP  requirement, 
or  its  reformatting.  As  discussed  in 
section  III.B.3.C  above  we  are  adopting 
a  requirement  for  floating  NAV  funds  to 
transact  at  this  “basis  point  rounding” 


’<51  See  also  supra  section  III.F. 

1452  For  example,  money  market  funds  are 
currently  required  to  disclose  much  of  the  portfolio 
holdings  information  they  disclose  on  Form  N-MFP 
on  the  fund’s  Web  site  as  well.  See  current  rule  2a- 
7(c)(12)(ii);  Form  N-MFP  General  Instruction  A. 

1453  Form  N-MFP  Items  18  and  25.  See  also 
Proposing  Release  supra  note  25,  at  section  III.H.l. 
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level  of  accuracy.  As  when  we  originally 
adopted  this  requirement  in  2010,  we 
continue  to  believe  that  information 
about  a  fund’s  NAV  priced  to  a  basis 
point  rounding  level  of  accuracy  will  be 
relevant  and  useful  for  the  Commission 
and  investors  when  monitoring  money 
market  fund  risks  and  trends. This 
information  will  be  used  by  the 
Commission  and  others  to  identify 
money  market  funds  that  continue  to 
seek  to  maintain  a  stable  price  per 
share  and  help  us  better  evaluate 
any  potential  deviations  in  their 
unrounded  share  price.  Reporting  the 
NAV  per  share  to  the  fourth  decimal 
place  on  Form  N-MFP  is  also  consistent 
with  the  precision  of  NAV  reporting  that 
funds  would  be  required  to  provide  on 
their  Web  sites  under  our  final 
amendments.  Accordingly,  the  Form 
continues  to  require  reporting  of  a 
money  market  fund’s  NAV  to  the  fourth 
decimal  place,  as  is  required  today  and 
under  the  proposal. 

d.  Category  Reporting 

As  we  proposed,  we  are  also 
amending  the  category  options  at  the 
series  level  that  money  market  fvmds 
use  to  identify  themselves  to  include 
exempt  government  fund  as  an 
option. We  are  also  adding  a  sub 
question,  new  from  the  proposal,  asking 
if  the  fund  is  an  exempt  retail  fimd 
under  rule  2a-7.^^5®  This  new 
subsection  is  necessary  to  help  identify 
whether  a  fund  is  exempt  because  it  is 
a  government  fund  or  if  it  is  exempt 
because  it  is  a  retail  fund  which  will  be 
important  in  our  ongoing  monitoring 
efforts.  These  new  categories  will  allow 
us  to  better  identify  the  types  of  funds 
operating. 

e.  Economic  Analysis 

Consistent  with  the  proposal,  any 
effect  resulting  from  these  amendments 
(except  as  noted  below),  including  the 
requirement  that  each  monthly  report 
include  information  on  a  weekly  basis, 
is  included  in  our  economic  analysis  of 


See  2010  Adopting  Release,  supra  note  81,  at 
section  II.E.2.  We  note  that  many  large  fund 
complexes  already  disclose  on  their  Web  sites  the 
daily  money  market  fund  market  valuations  (i.e., 
shadow  prices)  of  at  least  some  of  their  money 
market  funds,  rounded  to  four  decimal  places 
(“basis  point”  rounding),  for  example,  BlackRock. 
Fidelity  Investments,  and  J.P.  Morgan.  See,  e.g.. 
Money  Funds’  New  Openness  Unlikely  to  Stop 
Regulation,  Wall  St.  J.  (Jan.  30,  2013).  See  also 
sections  III.B  and  IV.A.6. 

•1455  We  are  also  adopting,  as  proposed,  a  new 
item  requiring  reporting  for  funds  that  seek  to 
maintain  a  stable  price  per  share  to  state  the  price 
that  the  fund  seeks  to  maintain.  See  Form  N-MFP 
Item  A. 18. 

i456Form  N-MPP  Items  A. 20  and  B.5. 

’•’57  See  Form  N-MFP,  Item  A.  10. 

Form  N-MFP,  Item  A. 10. a. 


our  amendments  that  require  money 
market  funds  to  disclose  NAV,  liquidity 
and  shareholder  flow  daily  on  fund  Web 
sites. Accordingly,  we  do  not  believe 
that  the  proposed  amendments  would 
impose  other  costs  not  discussed  in  that 
section  on  money  market  funds  other 
than  those  required  to  modify  systems 
used  to  aggregate  data  and  file  reports 
on  Form  N-MFP,  as  discussed  below. 

We  expect,  as  discussed  previously  in 
this  section,  that  the  revised  forms  will 
benefit  investors  by  enhancing  their 
understanding  of  money  market  funds, 
and  will  enhance  our  monitoring  and 
regulatory  promams. 

We  believe  that  the  revised  form  will 
be  easier  for  investors  to  understand 
because  the  amendments  will  allow 
investors  to  better  focus  on  a  single 
market-based  valuation  for  individual 
portfolio  securities  and  the  fund’s 
overall  NAV  per  share.  Accordingly,  we 
expect  that  the  overall  effects  will  be  to 
increase  efficiency  for  investors. 

Because  we  believe  that  investors  are 
likely  to  make  at  least  incremental 
changes  to  their  trading  patterns  in 
money  market  funds  due  to  the  changes 
to  Form  N-MFP,  it  is  likely  that  the 
changes  will  affect  competition  and 
capital  formation.  Although  it  is 
difficult  to  quantify  the  size  of  these 
effects  without  better  knowledge  about 
how  investors  will  respond,  we  believe 
that  the  effects  from  the  changes  to 
Form  N-MFP  will  be  small  relative  to 
the  effects  of  the  underlying  reforms. 

2.  New  Reporting  Requirements 

We  are  also  adopting  several  new 
items  to  Form  N-MFP  that  we  believe 
will  improve  our  (and  investors’)  ability 
to  monitor  money  market  funds.  As 
discussed  further  below,  these  final 
amendments  include  some,  but  not  all 
of  the  new  reporting  requirements  that 
we  had  proposed.  For  example,  as 
proposed,  the  final  amendments  include 
additional  information  about  fair  value 
categorization  and  LEIs  (if  available). 

We  are  also  adopting,  with  some 
changes  from  the  proposal,  revisions  to 
several  other  items,  including  revised 
investment  categories  for  portfolio 
securities  and  repurchase  agreement 
collateral.  However,  we  are  not  adopting 
the  lot  level  portfolio  security 
disclosure,  top  20  shareholder 
information,  and  security  identifier 
level  reporting  on  repo  collateral  that 
we  had  proposed.  These  amendments 
we  are  adopting  should  help  address 
gaps  in  data  that  have  become  apparent 
from  analysis  of  Form  N-MFP  filings 
that  we  have  received  to  date.  As 
discussed  further  below,  each 


See  supra  section  III.E.Q.h. 


amendment  requires  reporting  of 
additional  information  that  should  be 
readily  available  to  the  fund  and,  in 
many  cases,  should  infrequently  change 
from  report  to  report. 

a.  Security  Identifiers 

Certain  of  the  final  amendments  we 
are  adopting  today  are  designed  to  help 
us  and  investors  better  identify  fund 
portfolio  securities. To  facilitate 
monitoring  and  analysis  of  the  risks 
posed  by  funds,  it  is  important  for 
Commission  staff  to  be  able  to  identify 
individual  portfolio  securities.  Fund 
shareholders  and  potential  investors 
that  are  evaluating  the  risks  of  a  fund’s 
portfolio  will  similarly  benefit  from  the 
clear  identification  of  a  fund’s  portfolio 
securities.  Currently,  the  form  requests 
information  about  the  CUSIP  number  of 
a  security,  which  the  staff  uses  as  a 
search  reference.  The  staff  has  found 
that  some  securities  reported  by  money 
market  funds  lack  a  CUSIP  number,  and 
this  absence  has  reduced  the  usefulness 
of  other  information  reported.’'*®^  To 
address  this  issue,  we  are  adopting  as 
proposed  the  requirement  that  funds 
also  report  the  LEI  that  corresponds  to 
the  security,  if  available. gpe  also 


1450  We  also  are  also  adopting,  as  proposed,  a 
requirement  that  a  fund  provide  the  name,  email 
address,  and  telephone  number  of  the  person 
authorized  to  receive  information  and  respond  to 
questions  about  Form  N-MFP  from  Commission 
staff.  We  wdll  exclude  this  information  from  Form 
N-MFP  information  that  is  made  publicly  available 
through  EDGAR.  See  Form  N-MFP  Item  8. 

Our  inability  to  identify  specific  securities, 
for  example,  limits  our  ability  to  compare 
ownership  of  the  security  across  multiple  funds  and 
monitor  issuer  exposure.  As  discussed  in  the 
proposal,  during  the  month  of  February  2013,  funds 
reported  6,821  securities  without  CUSlPs 
(approximately  10%  of  all  securities  reported  on  the 
form). 

’■*“2  See  Form  N-MFP  Item  C.4;  Form  N-MFP 
General  Instructions,  E.  Definitions  (defining 
“LEI”).  To  ensure  accurate  identification  of  Form 
N-MFP  filers  and  update  the  Form  for  pending 
industry-wide  changes,  we  are  also  requiring,  as 
proposed,  that  each  registrant  provide  its  LEI,  if 
available.  See  Form  N-MFP  Item  3.  The  Legal 
Entity  Identifier  is  a  unique  identifier  associated 
with  a  single  corporate  entity  and  is  intended  to 
provide  a  uniform  international  standard  for 
identifying  counterparties  to  a  transaction.  The 
Commission  has  begun  to  require  disclosure  of  the 
LEI,  once  available.  See,  e.g..  Form  PF,  Reporting 
Form  for  Investment  Advisers  to  Private  Funds  and 
Certain  Commodity  Pool  Operators  and  Commodity 
Trading  Advisors,  available  at  http://m\'w.sec.gov/ 
rules/ finaI/2011/ia-3308-f ormpf.pdf.  A  global  LEI 
standard  is  currently  in  the  implementation  stage. 
See  Frequently  Asked  Questions:  Global  Legal 
Entity  Identifier  (LEI]  (Feb.  2013),  U.S.  Treasury 
Dept.,  available  at  http://www.treasury.gov/ 
initiatives/ofr/data/Documents/LEI_FAQs_ 
February2013_FINAL.pdf.  Consistent  with  staff 
guidance  provided  in  a  Form  PF  Frequently  Asked 
Questions,  available  at  http://n^'w. sec.gov/ 
divisions/investrnent/pfrd/pfrdfaq.shtml,  funds  that 
have  been  issued  a  CFTC  Interim  Compliant 
Identifier  (“CICI”)  by  the  Commodity  Futures 
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adopting  as  proposed  final  amendments 
that  require  that  funds  report  at  least 
one  other  security  identifier,  if 
available. One  commenter  suggested 
that  the  proposed  requirement  to 
include  multiple  securities  identifiers 
might  not  be  possible  for  certain 
securities,  such  as  municipal  securities, 
which  may  only  have  a  single  identifier 
available.’'*®^  We  note  that  the 
requirement  to  include  multiple 
identifiers  is  only  required  if  such 
identifiers  are  actually  available. 

b.  Fair  Value  Categorization 

We  are  also  adopting,  with  certain 
modifications  from  the  proposal 
described  below,  amendments  that  are 
designed  to  help  the  staff  and  investors 
better  identify  certain  risk 
characteristics  that  the  form  currently 
does  not  capture.  Responses  to  these 
new  items,  together  with  other 
information  reported,  would  improve 
the  staff  and  investors’  understanding  of 
a  fund  and  its  potential  risks  by 
providing  information  about  how  the 
fund  is  valuing  its  investments. 

We  proposed  to  require  funds  to 
report  whether  a  security  is  categorized 
as  a  level  1,  level  2,  or  level  3 
measurement  in  the  fair  value  hierarchy 
under  U.S.  GAAP.’^®®  We  noted  in  the 
Proposing  Release  that  we  understood 
that  most  money  market  fund  portfolio 
securities  are  categorized  as  level  2,  and 
that  although  we  understood  that  very 
few  of  a  money  market  fund’s  portfolio 
securities  are  currently  valued  using 
significant  unobservable  inputs,  and 
thus  categorized  as  level  3,  information 


Trading  Commission  may  provide  this  identifier  in 
lieu  of  the  LEI  until  a  global  LEI  standard  is 
established. 

See  Form  N-MFP  Item  C.5  (requiring  that,  in 
addition  to  the  CUSIP  and  LEI,  a  fund  provide  at 
least  one  additional  security  identifier,  if  available). 
Security  identifiers  should  be  readily  available  to 
funds.  See,  e.g.,  http:/ hvww.sec.gov/edgar/ 
searchedgar/cik.htm  (providing  a  CIK  lookup  that  is 
searchable  by  company  name).  We  are  also 
requiring  that  a  fund  provide  the  LEI  (if  available) 
for  a  security  subject  to  a  repurchase  agreement  (but 
unlike  under  the  proposal,  not  the  CUSIP).  See 
Form  N-MFP  Items  C.8. 

See  Vanguard  Comment  Letter. 
i4G5Form  N-MFP  Items  C.4  and  C.5. 

See  Accounting  Standards  Codification  820, 
“Fair  Value  Measurement”;  Proposed  Form  N-MFP 
Item  C.20.  Level  1  categorized  measurements 
include  quoted  prices  for  identical  securities  in  an 
active  market.  Level  2  categorized  measurements 
include;  (i)  Quoted  prices  for  similar  securities  in 
active  markets;  (ii)  quoted  prices  for  identical  or 
similar  securities  in  non-active  markets;  and  (iii) 
pricing  models  w'hose  inputs  are  observable  or 
derived  principally  from  or  corroborated  by 
observable  market  data  through  correlation  or  other 
means  for  substantially  the  full  term  of  the  security. 
Security  measurements  categorized  as  level  3  are 
those  whose  value  cannot  be  determined  by  using 
observable  measures  (such  as  market  quotes  and 
prices  of  comparable  instruments)  and  often  involve 
estimates  based  on  certain  assumptions. 


about  any  such  securities  would  enable 
our  staff  to  identify  individual  securities 
that  may  be  more  susceptible  to  wide 
variations  in  pricing. We  also 
discussed  how  Commission  staff  could 
use  this  information  to  monitor  for 
increased  valuation  risk  in  these 
securities,  and  to  the  extent  there  is  a 
concentration  in  the  security  across  the 
industry,  identify  potential  outliers  that 
warrant  additional  monitoring  or 
investigation.  One  commenter  objected 
to  the  requirement  to  report  the  fair 
value  level  of  portfolio  securities, 
arguing  that  because  most  money 
market  fund  securities  are  categorized  as 
level  2,  a  more  efficient  approach  would 
be  to  only  require  disclosure  if  a 
security  is  categorized  as  level  3.1“*®®  We 
agree  that  because  most  money  market 
fund  securities  are  categorized  as  level 
2,  the  relevant  information  for  us  and 
investors  is  whether  the  security  is 
categorized  as  level  3,  and  that  it  would 
be  simpler  and  less  costly  for  funds  to 
report  whether  a  security  is  categorized 
as  level  3,  rather  than  the  level  used  for 
each  security  in  the  fund’s  portfolio. 
Accordingly,  the  final  amendments 
require  funds  to  disclose  whether  a 
security  is  categorized  at  level  3,  not  the 
fair  value  level  of  each  security. We 
believe  that  most  funds  directly  evaluate 
the  fair  value  level  measurement 
categorization  when  they  acquire  the 
security  and  reassess  the  categorization 
when  they  perform  portfolio 
valuations. Accordingly,  we 
continue  to  believe  that  funds  should 
have  ready  access  to  the  nature  of  the 
portfolio  security  valuation  inputs  used. 

c.  Lot  Level  Reporting 

We  proposed  to  require  funds  to 
report  additional  information  about 
each  portfolio  security,  including,  in 
addition  to  the  total  principal  amount, 
the  purchase  date,  the  yield  at  purchase, 
the  yield  as  of  the  Form  N-MFP 
reporting  date  (for  floating  and  variable 
rate  securities,  if  applicable), and 


1467  For  a  discussion  of  some  of  the  challenges 
regulators  may  face  with  respect  to  Level  3 
accounting,  see,  e.g.,  Konstantin  Milbradt,  Level  3 
Assets:  Booking  Profits  and  Concealing  Losses,  25 
Rev.  Fin.  Stud.  55,95  (2011). 

See  Federated  VIII  Comment  Letter. 

1469  Form  N-MFP  Item  C.20. 
i470Funds  should  regularly  evaluate  the  pricing 
methodologies  used  and  test  the  accuracy  of  fair 
value  prices  (if  used).  See  Accounting  Series 
Release  No.  118,  Financial  Reporting  Codification 
(CCH)  section  404.03  (Dec.  23,  1970). 

1471  We  understand  that  the  yields  on  variable 
rate  demand  notes,  for  example,  may  vary  daily, 
weekly,  or  monthly.  Our  amendments  would  have 
provided  Commission  staff  and  others  with  a  way 
to  monitor  the  market’s  response  to  changes  in 
credit  quality,  as  well  as  identify  potential  outliers. 


the  purchase  price.’ "*’’2  This  information 
would  have  been  required  to  be  reported 
separately  for  each  lot  purchased. In 
addition,  we  proposed  to  require  that 
money  market  funds  disclose  the  same 
information  for  any  security  sold  during 
the  reporting  period. In  the 
Proposing  Release,  we  suggested  that 
because  money  market  funds  often  hold 
multiple  maturities  of  a  single  issuer, 
each  time  a  security  is  purchased  or 
sold,  price  discovery  occurs  and  an 
issuer  yield  curve  could  be  updated  and 
used  for  revaluing  all  holdings  of  that 
particular  security.  Therefore,  our 
proposed  amendments,  if  adopted, 
could  have  had  the  incidental  benefit  of 
facilitating  price  discovery  and  would 
have  enabled  the  Commission, 
investors,  and  others  to  evaluate  pricing 
consistency  across  funds  (and  identify 
potential  outliers).’’’’’® 

A  number  of  commenters  strongly 
opposed  this  proposed  new  lot  level 
reporting  requirement.’^’’®  They  noted 
that  the  number  of  reporting  line  items 
could  go  up  tenfold  under  this 
requirement,  and  that  costly  new 
systems  would  need  to  be  built  to 
effectively  report  this  information  on  an 
ongoing  basis.’’”’’’  Commenters  also 


See  proposed  N-MFP  Item  C.l  7.  Because 
yield  at  purchase  would  be  disclosed  in  a  separate 
item,  we  proposed  to  delete  the  reference  to 
“(including  coupon  or  yield)”  from  current  Form 
N-MFP  Item  27  (Form  N-MFP  Item  C.2).  Because 
as  discussed  below,  we  are  not  adopting  the  lot 
level  reporting  requirements  we  proposed,  we  are 
retaining  the  reference  to  coupon  in  the  title  of  the 
issue.  However,  to  facilitate  use  of  the  data 
collected  and  to  clarify  the  time  that  the  yield  of 
the  security  must  be  calculated  (as  of  the  Form  N- 
MFP  reporting  date),  we  are  moving  the  question 
about  yield  out  of  the  title  question  and  adopting 
it  as  a  standalone  response.  See  proposed  N-MFP 
Item  C.l 7.  When  disclosing  a  security’s  coupon  or 
yield  (as  required  in  proposed  Form  N-MFP  Items 
C.2  or  C.8.e),  funds  generally  should  report  (i)  the 
stated  coupon  rate,  where  the  security  is  issued 
with  a  stated  coupon,  and  (ii)  the  coupon  rate  as 
of  the  Form  N-MFP  reporting  date,  if  the  security 
is  floating  or  variable  rate.  Because  we  not  adopting 
the  lot  level  reporting  requirement,  funds  would  not 
need  to  report,  as  discussed  in  the  proposal,  the 
interest  rate  at  purchase.  Finally,  funds  generally 
should  disclose  the  name  of  the  collateral  issuer 
(and  not  the  name  of  the  issuer  of  the  repurchase 
agreement). 

’■*^3  See  proposed  Form  N-MFP  Item  C.l 7. 

See  proposed  Form  N-MFP  Item  C.25. 

See  Comment  Letter  of  the  Presidents  of  the 
12  Federal  Reserve  Banks  (Feb.  12,  2013)  (available 
in  File  No.  FSOC-201 2-0003)  (“Federal  Reserve 
Bank  Presidents  FSOC  Comment  Letter”),  supra 
note  48  (suggesting  that  more  frequent  reporting  on 
Form  N-MFP  might  increase  price  discovery  for 
market-based  NAV  calculations). 

’’’^'^See,  e.g.,  ICI  Comment  Letter;  Federated  II 
Comment  Letter;  Wells  Fargo  Comment  Letter. 

’’•^^Sce,  e.g.,  Dreyfus  Comment  Letter;  Fidelity 
Comment  Letter  (noting  that  for  one  fund,  one 
month’s  reporting  included  336  lines  at  the  CUSIP 
level,  and  under  the  proposed  lot  level  requirement, 
that  fund  would  have  contained  over  2100  reporting 
lines,  and  that  of  those  lots,  only  15  were  purchased 
at  different  yields,  and  11  of  those  were  Treasury 
securities). 
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noted  that  the  lot  level  security 
information  is  proprietary,  and  could  be 
used  to  the  disadvantage  of  funds  and 
shareholders. They  also  questioned 
the  value  of  this  information  to  the 
Commission,  noting  the  high  costs  of 
providing  We  appreciate  the 

concerns  of  commenters,  and  are 
modifying  the  final  amendments  to 
eliminate  the  proposed  lot  level  security 
reporting  requirement.  Although 
collecting  data  on  the  purchase  and  sale 
of  money  market  fund  securities  could 
improve  pricing  transparency,  and 
allow  us  to  better  monitor  risks  and 
valuation  issues,  we  are  persuaded  by 
commenters  that  reporting  this 
information  at  the  lot  level  may  be 
costly  and  could  disclose  proprietary 
information  about  security  purchase 
prices  that  could  harm  funds,  and 
therefore  their  shareholders.  We  also 
believe  that  this  data  might  be  more 
useful  if  collected  on  a  systematic, 
market-wide  basis  which  may  both 
provide  more  comprehensive  and 
consistent  coverage  and  mitigate  the 
concerns  about  proprietary  data 
disclosure. Accordingly,  we  are  not 
adopting  the  lot  level  purchase  and  sale 
data  reporting  requirements  that  we 
proposed. 

d.  Liquidity  and  Shareholder  Flow  Data 

We  are  also  adopting  amendments, 
with  certain  modifications  from  the 
proposal  as  described  below,  that 
require  funds  to  report  the  amount  of 
cash  they  hold,’**®^  the  fund’s  daily 
liquid  assets  and  weekly  liquid 
assets, ^“*^2  and  whether  each  security  is 
considered  a  daily  liquid  asset  or 
weekly  liquid  asset. Unlike  the  other 


’‘*^®See,  e.g.,  Vanguard  Comment  Letter; 
BlackRock  II  Comment  Letter. 

’■*^®See,  e.g.,  ICI  Comment  Letter  (“Indeed,  our 
members  have  expressed  concern  that  the  reporting 
of  this  type  of  confidential  trading  information 
could  compromise  management  of  their 
portfolios.”):  Fidelity  Comment  Letter. 

1480 One  commenter  discussed  a  similar 
approach,  suggesting  that  “price  discoverj'  might  be 
enhanced  through  other  methods,  such  as 
increasing  the  categories  of  securities  reported 
through  the  Financial  Industry  Regulatory 
Authority’s  Trade  Reporting  and  Compliance 
Engine  (TRACE)  system.”  Wells  Fargo  Comment 
Letter. 

See  Form  N-MFP  Item  A. 14. a  and  Form  N- 
MFP  General  Instructions,  E.  Definitions  (requiring, 
as  proposed,  disclosure  of  the  amount  of  cash  held 
and  defining  “cash”  to  mean  demand  deposits  in 
insured  depository’  institutions  and  cash  holdings 
in  custodid  accounts,  respectively).  We  are  also 
amending,  as  proposed.  Item  14  of  Form  N-MFP 
(total  value  of  other  assets)  to  clarify  that  “other 
assets”  excludes  the  value  of  assets  disclosed 
separately  (e.g.,  cash  and  the  value  of  portfolio 
securities).  See  Form  N-MFP  Item  A.14.C.  This 
amendment  w’ould  ensure  that  reported  amounts 
are  not  double  counted. 

’‘">2  See  Form  N-MFP  Item  A. 13. 

1483  porm  N-MFP  Items  C.21-C.22. 


items  of  disclosure  on  Form  N-MFP  that 
must  be  disclosed  on  a  monthly  basis, 
as  discussed  previously,  we  are 
requiring  that  funds  report  their  Daily 
Liquid  Assets  and  Weekly  Liquid  Assets 
on  a  weekly  basis. One  commenter 
suggested  that  we  align  reporting  of 
fund  liquid  assets  on  Form  N-MFP 
(which  is  dollar  based)  with  the 
reporting  of  liquid  assets  on  fund  Web 
sites  (which  is  percentage  based). 

We  agree  that  such  alignment  would 
provide  better  consistency  and 
comparability  of  information  between 
information  on  fund’s  Web  site  and  the 
information  reported  on  Form  N-MFP. 
Accordingly,  the  final  amendments  to 
Form  N-MFP  require  reporting  of  fund 
daily  and  weekly  liquid  assets  on  both 
a  dollar  and  percentage  basis. 

Because  the  percentages  are  already 
reported  on  fund  Web  sites,  this 
information  should  be  readily  available. 
The  information  should  help  us  and 
others  to  better  understand  the  relative 
liquidity  of  fund  portfolios. 

Similarly,  we  are  adopting  the 
proposed  amendments  to  require  that 
money  market  funds  disclose  the 
weekly  gross  subscriptions  (including 
dividend  reinvestments)  and  weekly 
gross  redemptions  for  each  share  class, 
once  each  week  during  the  month 
reported.’’*®^  As  discussed  earlier, 
money  market  funds  would  continue  to 
file  reports  on  Form  N-MFP  once  each 
month,  but  certain  information 
(including  disclosure  of  daily  and 
weekly  liquid  assets)  would  be  reported 
weekly  within  the  form.  Several 
commenters  objected  to  the  requirement 
to  disclose  shareholder  flow  data, 
arguing  that  such  disclosure  could  be 
confusing  to  shareholders,  and  is  not 
necessarily  indicative  of  stress. i'*®®  One 
commenter  also  suggested  that  if 
shareholder  flow  data  was  reported,  it 
should  be  on  a  net  rather  than  gross 
basis.’**®® 


See  supra  note  1448. 

1485  fidelity  Comment  Letter.  Requiring  both  the 
total  value  and  percentage  of  total  assets  of  these 
data  points  parallels  the  information  that  is 
collected  for  each  security  in  Items  C.18  and  C.19 
(dollar  value  and  percentage  basis). 

i486Form  N-MFP  Items  A.13.a-A.13.d.  As 
discussed  in  section  IILG.2.i,  we  are  not  requiring 
disclosure  of  liquid  assets  on  fund  Web  sites  on  a 
dollar  basis  because  we  believe  that  the  most 
relevant  information  to  investors  is  the  percentage 
of  fund  assets  that  are  liquid. 

See  Form  N-MFP  Item  B.6.  We  also  are 
continuing  to  require  that  money  market  funds 
disclose  the  monthly  gross  subscriptions  and 
monthly  gross  redemptions  for  the  month  reported. 
See  current  Form  N-MFP  Item  23. 

’'^““See,  e.g.,  Legg  Mason  &  Western  Asset 
Comment  Letter;  Dreyfus  Comment  Letter;  Wells 
Fargo  Comment  Letter. 

Comment  Letter. 


We  agree  that  shareholder  flows  do 
not  necessarily  indicate  stress  in  a  fund, 
but  they  can  be  informative  in 
monitoring  fund  activity  and  evaluating 
the  potential  risks.  We  believe  gross 
rather  than  net  flow  data  is  more  useful 
for  us  and  investors  because  it  allows 
more  transparency  into  the  particular 
redemption  and  purchase  patterns  at  a 
fund.  We  do  not  believe  this  additional 
information  would  confuse  investors, 
because  they  can  compare  the  gross 
inflows  to  the  gross  outflows  if  they 
believe  that  the  net  data  is  the  relevant 
information  in  their  decision  making 
process.  We  continue  to  believe  that 
these  amendments  would  provide 
Commission  staff  and  others  with 
additional  relevant  data  to  efficiently 
monitor  fund  risk  (such  as  monitoring 
the  risk  that  a  fund  might  cross  the  10% 
liquidity-based  fee  threshold  under  the 
liquidity  fee  amendments  we  are 
adopting  today),  and  correlated  risk 
shifts  in  liquidity  across  the 
industry.’**®®  Increased  periodic 
disclosure  of  the  daily  and  weekly 
liquid  assets  on  Form  N-MFP  would 
provide  increased  transparency  into 
how  funds  manage  their  liquidity,  and 
it  may  also  impose  market  discipline  on 
portfolio  managers.  In  addition, 
increased  disclosure  of  weekly  gross 
subscriptions  and  gross  redemptions 
(reported  weekly,  in  addition  to 
monthly)  would  improve  the  ability  of 
the  Commission,  investors,  and  others 
to  better  understand  the  significance  of 
other  liquidity  disclosures  required  by 
our  proposals  (e.g.,  daily  and  weekly 
liquid  assets).  It  will  also  allow  the 
Commission  to  better  understand 
patterns  of  shareholder  flows  over  time 
and  how  funds  respond  to  those 
shareholder  flows,  and  compare  those 
flows  to  funds’  liquid  assets,  and  we 
may  use  them  in  connection  with  our 
examination  and  regulatory  efforts. 
Accordingly,  we  are  adopting  the 
amendments  to  disclose  weekly  gross 
subscriptions  and  weekly  gross 
redemptions  as  proposed. 

e.  Fee  Waivers 

We  are  today  also  adopting  the 
proposed  requirement  that  each  fund 
must  disclose  whether  its  adviser  or  a 
third  party  paid  for  or  waived  all  or  part 
of  its  operating  expenses  or  management 
fees  during  a  given  reporting  period.’**®’ 


i4B0As  discussed  in  section  IILE.9.a,  money 
market  funds  would  also  be  required  to  disclose 
each  day  on  its  Web  site  the  fund’s  Daily  Liquid 
Assets  and  Weekly  Liquid  Assets  and  shareholder 
flows. 

1491  Form  N-MFP  Item  B.8  (requiring  that  funds 
provide  the  name  of  the  person  and  describe  the 

Continued 
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One  commenter  objected  to  this 
proposed  requirement,  arguing  that  fee 
waivers  are  not  necessarily  indicative  of 
an  adviser’s  financial  position,  and  that 
such  information  may  confuse  investors 
and  leave  an  incorrect  impression  of  the 
health  of  the  adviser  because  waivers 
are  just  one  aspect  of  the  financial 
ability  of  an  adviser  to  support  a 

fund. ’^92 

We  agree  that  fee  waivers  are  not 
necessarily  dispositive  information 
about  an  adviser’s  financial  position  or 
its  willingness  to  potentially  support  a 
fund.  We  do  not  agree  that  this 
information  would  confuse  investors,  in 
part  because  fee  waivers  are  already 
disclosed  in  the  fund’s  prospectus  (as 
discussed  below),  and  interested 
investors  may  wish  to  use  this 
information  in  their  investment  decision 
making  process,  even  if  it  is  not  the  sole 
or  even  most  dispositive  piece  of 
information  used  in  evaluating  the 
financial  health  of  the  adviser  or  the 
ability  of  the  adviser  to  support  the  fund 
in  times  of  stress.  We  continue  to 
believe,  as  stated  in  the  proposal,  that 
information  about  expense  waivers  is 
relevant  and  will  help  both  investors 
and  the  Commission  better  evaluate 
money  market  fund  performance  and 
risk  and  respond  accordingly.  To  the 
extent  that  money  market  funds  waive 
fees  to  boost  performance  and  attract 
assets,  the  new  disclosure  requirement 
should  help  investors  better  understand 
the  basis  of  fund  performance  so  they 
can  make  more  informed  investment 
choices. In  addition,  the 
Commission  will  be  better  able  to 
evaluate  and  respond  to  financial  strains 
on  fund  advisers.  In  low  interest  rate 
environments,  money  market  fund 
yields  can  become  sufficiently  small 
that  advisers  must  waive  fees  to  offer 
investors  positive  returns. It  may 

nature  and  amount  the  expense  payment  or  fee 
waiver,  or  both  (reported  in  dollars)). 

Schwab  Comment  Letter. 
i4H3We  recognize  fee  waivers  are  also  required  to 
be  disclosed  in  a  fund’s  fee  table,  but  believe  it  is 
useful  to  have  them  reported  on  Form  N-MFP  as 
well,  for  the  same  reasons  discussed  in  the  section 
on  weekly  reporting  within  a  monthly  filing  above, 
as  each  set  of  disclosures  may  reach  different 
audiences  who  may  be  seeking  out  the  information 
for  different  purposes  [i.e.  an  investor  looking  at  fee 
waivers  in  the  fee  table  may  be  looking  at  them  for 
purposes  of  whether  fees  on  their  investments  may 
go  up  later,  while  investors  looking  in  Form  N-MFP 
may  be  looking  to  help  determine  the  potential 
impact  on  the  adviser). 

■‘‘‘“■’In  some  cases,  fee  waivers  can  have  similar 
effects  as  capital  support.  Since  2009,  MMFs  have 
dramatically  increased  fee  waivers  to  keep  yields 
positive  in  a  low  interest  rate  environment.  In  2011, 
MMFs  waived  more  fees  (S5.2  billion)  than  they 
collected  (S4.7  billion).  See  Investment  Company 
Institute,  “Submission  by  the  Investment  Company 
Institute  Working  Group  on  Money  Market  Fund 
Reform  Standing  Committee  on  Investment 


also  help  us  better  monitor  the  overall 
financial  impact  of  fee  waivers  on 
money  market  fund  advisers  and  the 
effect  of  such  waivers  on  the  industry  as 
a  whole.  Accordingly,  we  are  adopting 
the  fee  waiver  reporting  requirement  as 
proposed. 

f.  Percentage  of  Shares  Held  by  Top  20 
Shareholders 

We  proposed  to  amend  Form  N-MFP 
to  require  funds  to  disclose  the  total 
percentage  of  shares  outstanding  held 
by  the  twenty  largest  shareholders  of 
record.  At  the  time,  we  noted  that  this 
information  could  help  us  (and 
investors)  identify  funds  with 
significant  potential  redemption  risk 
stemming  from  shareholder 
concentration,  and  evaluate  the 
likelihood  that  a  significant  market  or 
credit  event  might  result  in  a  run  on  the 
fund  or  the  imposition  of  a  liquidity  fee 
or  gate.^'*^^ 

A  number  of  commenters  objected  to 
this  proposed  reporting  requirement, 
arguing  that  such  data  could  be 
confusing  to  shareholders  because 
investments  through  omnibus  accounts 
would  be  counted  as  single  shareholders 
of  record,  potentially  portraying  a 
misleading  portrait  of  the  concentration 
level  of  the  fund.’^®®  A  commenter  also 
suggested  that  the  appearance  of  higher 
shareholder  concentration  levels  as  a 
result  of  omnibus  accounts  does  not 
necessarily  correlate  with  higher  run 
risk  and  may  mislead  the  public.’^®^  We 
recognize  this,  and  agree  that  because  of 
the  prevalence  of  omnibus  accounts,  the 
proposed  shareholder  concentration 
disclosure  may  not  succeed  in  achieving 
its  purpose  as  the  information  provided 
may  portray  an  incorrect  and  misleading 
picture  of  the  level  of  shareholder 
concentration  in  a  fund.  This  disclosure 
may  create  confusion  if  certain  funds 
appear  more  concentrated  than  they 
actually  are,  as  a  result  of  those  omnibus 
accounts  appearing  to  be  a  single 
shareholder.  For  the  same  reasons,  we 
expect  that  the  information  would 
similarly  not  be  particularly  useful  for 
us  in  our  monitoring  efforts. 

Accordingly,  upon  further  consideration 
of  these  concerns,  we  are  not  adopting 
the  requirement  to  report  the  percentage 

Management  International  Organization  of 
Securities  Commissions,”  Feb  7,  2012.  Moreover, 
more  money  was  forfeited  in  fee  waivers  from 
2009-2011  (SI  3.3  billion)  than  was  spent  during  the 
financial  crises  from  2007-2009  by  fund  advisers  on 
capital  support  events  (S12.0  billion)  to  stabilize  the 
NAVs  of  the  largest  100  (US  and  European)  prime 
funds.  See  Moody’s  Sponsor  Support  Report,  supra 
note  54. 

1495  Form  N-MFP  Item  A.19. 

’■*““See,  e.g.,  Schwab  Comment  Letter;  Federated 
VIII  Comment  Letter. 

1497  Dreyfus  Comment  Letter. 


of  fund  shares  held  by  the  top  20 
shareholders. 

g.  Investment  Categories 

We  are  also  adopting,  with  some 
changes  in  response  to  comments, 
certain  amendments  to  Form  N-MFP’s 
investment  categories  for  portfolio 
securities.  The  new  investment 
categories  should  help  Commission  staff 
identify  particular  exposures  that 
otherwise  are  often  reported  in  other 
less  descriptive  categories  {e.g., 
reporting  sovereign  debt  as  “treasury 
debt”  or  reporting  asset-backed 
securities  (that  are  not  commercial 
paper)  as  “other  note”  or  “other 
instrument”).!^®®  Several  commenters 
suggested  revisions  to  the  investment 
categories  we  proposed,  noting  that 
these  changes  would  better  match 
investment  categories  that  are  used 
more  broadly  and  consistently  in  the 
industry.!^®®  After  reviewing  these 
comments,  we  have  revised  the  final 
investment  categories  to  better  align  the 
categories  with  typical  industry 
categorizations  and  provide  a  more 
precise  description  of  fund 
investments.!®®®  We  expect  that  the 
revised  categories  should  not  pose  an 

Currently  N-MFP  requires  funds  to  categorize 
their  investments  from  among  the  following 
categories:  “Treasury  Debt;  Government  Agency 
Debt;  Variable  Rate  Demand  Note;  Other  Municipal 
Debt;  Financial  Company  Commercial  Paper;  Asset 
Backed  Commercial  Paper;  Other  Commercial 
Paper;  Certificate  of  Deposit:  Structured  Investment 
Vehicle  Note;  Other  Note;  Treasury  Repurchase 
Agreement:  Government  Agency  Repurchase 
Agreement;  Other  Repurchase  Agreement; 

Insurance  Company  Funding  Agreement; 

Investment  Company;  Other  Instrument.  If  Other 
Instrument,  include  a  brief  description.’’  Current 
Form  N-MFP  Item  31.  We  proposed  to  amend  the 
investment  categories  in  proposed  Form  N-MFP 
Item  C.6  to  include  new  categories:  “Non  U.S. 
Sovereign  Debt,”  “Non-U. S.  Sub-Sovereign  Debt,” 
“Other  Asset-Backed  Security,”  “Non-Financial 
Company  Commercial  Paper”  (instead  of  “Other 
Commercial  Paper”),  and  “Collateralized 
Commercial  Paper,”  and  amend  “U.S.  Government 
Agency  Debt”  and  “Certificate  of  Deposit  (including 
Time  Deposits  and  Euro  Time  Deposits).” 

Wells  Fargo  Comment  Letter;  Fidelity 
Comment  Letter. 

1509 The  final  rules  would  amend  the  amend  the 
investment  categories  in  Form  N-MFP  Item  C.6  to 
include  the  following  selections;  “U.S.  Treasury 
Debt;  U.S.  Government  Agency  Debt;  Non-U. S. 
Sovereign,  Sub-Sovereign  and  Supra-National  Debt; 
Certificate  of  Deposit;  Non-Negotiable  Time 
Deposit;  Variable  Rate  Demand  Note;  Other 
Municipal  Security;  Asset  Backed  Commercial 
Paper;  Other  Asset  Backed  Securities;  U.S.  Treasury 
Repurchase  Agreement,  if  collateralized  only  by 
U.S.  Treasuries  (including  Strips)  and  cash;  U.S. 
Government  Agency  Repurchase  Agreement, 
collateralized  only  by  U.S.  Government  Agency 
securities,  U.S.  Treasuries,  and  cash;  Other 
Repurchase  Agreement,  if  any  collateral  falls 
outside  Treasury,  Government  Agency  and  cash; 
Insurance  Gompany  Funding  Agreement; 

Investment  Gompany;  Financial  Gompany 
Gommercial  Paper;  Non-Financial  Gompany 
Gommercial  Paper;  or  Tender  Option  Bond.  If  Other 
Instrument,  include  a  brief  description.” 
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additional  burden  compared  to  the 
categories  we  proposed,  as  they  are  very 
similar,  with  minor  changes  to  better 
reflect  our  understanding  of  common 
industry  practice. 

h.  Other  Amendments 

In  addition,  we  are  adopting,  as  we 
proposed,  the  amendments  that  would 
require  funds  to  report  the  maturity  date 
for  each  portfolio  security  using  the 
maturity  date  used  to  calculate  the 
dollar-weighted  average  life  maturity 
(“WAL”)  (i.e.,  without  reference  to  the 
exceptions  in  rule  2a-7(i)  regarding 
interest  rate  readjustments). As  we 
discussed  in  our  proposal,  this 
information  will  assist  the  Commission 
in  monitoring  and  evaluating  this  risk, 
at  the  security  level,  as  well  as  help 
evaluate  compliance  with  rule  2a-7’s 
maturity  provisions.^  In  addition,  our 
amendments  would  make  clear  that 
funds  must  disclose  for  each  security  all 
three  maturity  calculations  as  required 
under  rule  2a-7:  WAM,  WAL,  and  the 
legal  maturity  date.’^”^ 

We  are  also  adopting,  as  proposed,  a 
requirement  that  a  fund  disclose  the 
number  of  shares  outstanding,  to  the 
nearest  hundredth,  at  both  the  series 
level  and  class  level. ^^04  'phig 
information  would  permit  us  to  verify  or 
detect  errors  in  information  provided  on 
Form  N-MFP,  such  as  NAV.  We  are  also 
adopting,  as  proposed,  a  requirement 
that  a  fund  disclose,  where  applicable, 
the  period  remaining  until  the  principal 
amount  of  a  security  may  be  recovered 
through  a  demand  feature  and  whether 
a  security  demand  feature  is 

conditional. ^505  ^g  discussed  in  the 

proposal,  these  amendments  will 
improve  the  Commission’s  and 
(investors’)  ability  to  evaluate  and 
monitor  a  security’s  credit  and  default 
risk.  We  did  not  receive  comment  on 


1501  Porm  N-MFP  Item  C.12. 

1502  We  are  also  newly  clarifying  that  the  maturity 
date  required  to  be  reported  in  current  Form  N- 
MFP  Item  35  is  the  maturity  date  used  to  calculate 
WAM  under  rule  2a-7(d)(l)(ii)  (see  Form  N-MFP 
Item  C.ll)  and  the  maturity  date  required  to  be 
reported  in  current  Form  N-MFP  Item  36  is  the 
ultimate  legal  maturity  date,  f.e.,  the  date  on  which, 
in  accordance  with  the  terms  of  the  security 
without  regard  to  any  interest  rate  readjustment  or 
demand  feature,  the  principal  amoimt  must 
unconditionally  be  paid  (see  Form  N-MFP  Item 
C.13).  The  ultimate  legal  maturity  date,  as  clarified, 
will  help  us  distinguish  between  debt  seciuities 
that  are  issued  by  the  same  issuer. 

1503 Porm  N-MFP  Items  C.ll,  C.12  and  C.13.  In 
a  modification  from  the  proposal,  we  have  changed 
the  term  “final  legal  maturity  date”  in  Item  C.13  of 
Form  N-MFP  to  “ultimate  legal  maturity  date”  to 
clarify  the  reporting  date  for  securities  that  may 
have  varj'ing  maturity  dates. 

i504ponTi  N-MFP  Items  A. 17  and  B.4. 

1505  Porm  N-MFP  Items  C.14.e  and  C.14.f. 


these  other  amendments  and  are 
adopting  them  as  proposed. 

i.  Economic  Analysis 

As  detailed  above  and  discussed  in 
the  proposal,  these  new  reporting 
requirements  are  intended  to  address 
gaps  in  the  reporting  regime  that 
Commission  staff  has  identified  through 
our  experience  with  Form  N-MFP  and 
to  enhance  the  ability  of  the 
Commission  and  investors  to  monitor 
funds.  Although  the  benefits  are 
difficult  to  quantify,  they  will  improve 
the  ability  of  the  Commission  and 
investors  to  identify  and  analyze  a 
fund’s  portfolio  securities  (e.g.,  by 
requiring  disclosure  of  LEIs  and  an 
additional  security  identifier,  if 
available,  already  required).  In  addition, 
many  of  our  new  reporting  requirements 
will  enhance  the  ability  of  the 
Commission  and  investors  to  evaluate  a 
fund’s  risk  characteristics  (by  requiring 
that  funds  disclose,  for  example,  the 
following  data:  security  categorizations, 
whether  a  security  is  valued  using  level 
3  measurements;  more  detailed 
information  about  securities  at  the  time 
of  purchase;  and  liquidity  metrics).  We 
believe  that  the  additional  information 
required  is  readily  available  to  funds  as 
a  matter  of  general  business  practice  and 
therefore  will  not  impose  costs  on 
money  market  funds  other  than  those 
required  to  modify  systems  used  to 
aggregate  data  and  file  reports  on  Form 
N-MFP.  These  costs  are  discussed  in 
section  IV.C.2  below. 

These  new  reporting  requirements 
will  improve  informational  efficiency  by 
improving  the  transparency  of  potential 
risks  in  money  market  funds  and 
promoting  better-informed  investment 
decisions,  which,  in  turn,  will  lead  to  a 
better  allocation  of  capital.  Similarly, 
the  increased  transparency  may  promote 
competition  among  funds  as  fund 
managers  are  exposed  to  external  market 
discipline  and  better-informed  investors 
who  may  be  more  likely  to  select  an 
alternative  investment  if  they  are  not 
comfortable  with  the  risk-return  profile 
of  their  fund.  As  we  discussed  in  the 
Proposing  Release,  the  newly  disclosed 
information  may  cause  some  money 
market  fund  investors  to  move  their 
assets  among  different  money  market 
funds,  but  we  do  not  have  the 
information  necessary  to  provide  a 
reasonable  estimate  of  this  possibility. 

In  addition,  some  investors  may  move 
assets  among  money  market  funds  and 
alternative  investments  (e.g.,  private 
liquidity  funds,  separately  managed 
accounts,  or  certificates  of  deposit)  or 
other  segments  of  the  short-term 
financing  markets,  but  we  are  unable  to 
estimate  how  frequently  this  will 


happen  with  specificity  and  we  do  not 
know  how  the  other  underlying  assets 
compare  with  those  of  money  market 
funds.  In  addition,  it  is  difficult  to 
establish  the  extent  to  which  any  such 
exchanges  would  be  a  result  of  the 
broader  amendments  we  are  making  or 
a  marginal  effect  of  the  amendments  we 
are  making  to  Form  N-MFP.  In  addition, 
no  commenters  suggested  ways  for  us  to 
quantify  these  exchanges  with 
specificity.  Thus,  we  continue  to  remain 
unable  to  estimate  the  amount  of  such 
asset  movements  with  specificity. 
Therefore,  we  are  unable  to  estimate  the 
overall  net  effect  on  capital  formation  or 
competition.  Nevertheless,  we  believe 
that  the  net  effect  will  be  small, 
especially  during  normal  market 
conditions,  in  part  because  such  asset 
movements  would  generally  be  among 
investment  alternatives,  rather  than 
avoiding  investment  entirely. 

3.  Clarifying  Amendments 

We  are  adopting,  as  proposed,  several 
amendments  to  clarify  current 
instructions  and  items  of  Form  N-MFP. 
Revising  the  form  to  include  these 
clarifications  should  improve  the  ability 
of  fund  managers  to  complete  the  form 
and  improve  the  quality  of  the  data  they 
submit  to  us. ^506  \^e  believe  that  many 
of  our  clarifying  amendments  are 
consistent  with  current  filing 

practices. ^507 

We  understand  that  some  fund 
managers  compile  their  funds’  portfolio 
holdings  information  as  of  the  last 
calendar  day  of  the  month,  even  if  that 
day  falls  on  a  weekend  or  holiday.  To 
provide  flexibility,  we  are  amending,  as 
proposed,  the  instructions  to  Form  N- 
MFP  to  clarify  that,  unless  otherwise 
specified,  a  fund  may  report  information 
on  Form  N-MFP  as  of  the  last  business 
day  or  any  later  calendar  day  of  the 
month. We  are  also  revising,  as 
proposed,  the  definition  of  “Master- 
Feeder  Fund’’  to  clarify  that  the 
definition  of  “Feeder  Fund’’  includes 
unregistered  funds  (such  as  offshore 


1506 \Yg  gjg  also  adopting,  as  proposed,  technical 
changes  to  the  “General  Information”  section  of  the 
form  that  will  clarify  the  circumstances  under 
which  a  money  market  fund  must  complete  certain 
question  sub-parts.  See  Form  N-MFP  Items  6  and 
7. 

1507  As  discussed  below,  the  final  amendments 
are  consistent  with  written  guidance  oiu'  staff  has 
provided  to  money  market  fund  managers  and 
ser\'ice  providers  completing  Form  N-MFP. 

1508  5ee  Form  N-MFP  General  Instruction  A  (Rule 
as  to  Use  of  Form  N-MFP);  rule  30bl-7.  Our 
approach  is  also  consistent  with  a  previous 
interpretation  provided  by  our  staff  See  Staff 
Responses  to  Questions  about  Rule  30bl-7  and 
Form  N-MFP,  Question  I.B.l  (revised  July  29, 

2011),  available  at  http:/ /www .sec.gov/divisions/ 
investment/guidance/formn-mfpqa.htm. 
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funds). Our  final  amendments  also 
would  clarify,  as  proposed,  that  funds 
should  calculate  the  WAM  and  WAL 
reported  on  Form  N-MFP  using  the 
same  methods  they  use  for  purposes  of 
compliance  with  rule  2a-7.’5io  We  also 
are  requiring,  as  proposed,  that  funds 
disclose  in  Part  B  (Class-Level 
Information  about  the  Fund)  the 
required  information  for  each  class  of 
the  series,  regardless  of  the  number  of 
shares  outstanding  in  the  class. 

We  also  are  amending,  with  certain 
modifications  from  the  proposal 
discussed  below,  the  reporting 
requirements  for  repurchase  agreements 
by  restating  the  item’s  requirements  as 

two  distinct  questions.  ^  si  2 

amendment  would  make  clear  that 
information  about  the  securities  subject 
to  a  repurchase  agreement  must  be 
disclosed  regardless  of  how  the  fund 
treats  the  acquisition  of  the  repurchase 
agreement  for  purposes  of  rule  2a-7’s 

diversification  requirements. isi3  As  part 


’509  See  Form  N-MFP  General  Instruction  E 
(defining  “Master-Feeder  Fund,”  and  defining 
“Feeder  Fund”  to  include  a  registered  or 
unregistered  pooled  investment  vehicle).  Form  N- 
MFP  requires  that  a  master  fund  report  the  identity 
of  any  feeder  fund.  Our  amendment  is  designed  to 
address  inconsistencies  in  reporting  of  master- 
feeder  fund  data  that  we  have  obser\'ed  in  filings, 
and  will  help  us  determine  the  extent  to  which 
feeder  funds,  wherever  located,  hold  a  master 
fund’s  shares.  The  change  will  also  reflect  how  we 
understand  data  from  master-feeder  funds  is 
collected  by  the  ICI  for  its  statistical  reports.  We  are 
also  making  grammatical  and  conforming 
amendments  to  Form  N-MFP  Items  A. 7  and  A. 8,  as 
proposed. 

Form  N-MFP  Items  A. 11  and  A. 12 
(defining  “WAM”  and  “WAL”  and  cross- 
referencing  the  maturity  terms  to  rule  2a-7).  We  are 
also  amending  the  7-day  gross  yield  to  require  that 
the  resulting  j'ield  figure  be  carried  to  (removing  the 
words  “at  least”)  the  nearest  hundredth  of  one  per 
cent  and  clarify  that  master  and  feeder  funds  should 
report  the  7-day  gross  yield  (current  Form  N-MFP 
Item  17)  at  the  master  fund  level.  Form  N-MFP  Item 
A. 19.  These  amendments  are  intended  to  achieve 
consistency  in  reporting  and  remove  potential 
ambiguity  for  feeder  funds  when  reporting  the  7- 
day  gross  yield. 

See  text  before  Form  N-MFP  Item  B.l.  Our 
staff  has  found  that  funds  inconsistently  report  fund 
class  information,  for  example,  when  a  fund  does 
not  report  a  fund  class  registered  on  Form  N-1 A 
because  the  fund  class  has  no  shares  outstanding. 
Our  amendment  is  intended  to  clarify  a  fund’s 
reporting  obligations  and  provide  Commission  staff 
(and  investors)  with  more  complete  information 
about  each  fund’s  capital  structure. 

’512  See  Form  N-MFP  Item  C.7  (requiring  that  a 
fund  disclose  if  it  is  treating  the  acquisition  of  a 
repurchase  agreement  as  the  acquisition  of  the 
underlying  securities  [i.e.,  collateral)  for  purposes 
of  portfolio  diversification  imder  rule  2a-7).  See 
Form  N-MFP  Item  C.8.  (requiring  that  a  fund 
describe  the  securities  subject  to  the  repurchase 
agreement).  This  information  should  be  readily 
available  to  funds  and  would  enhance  the  ability  of 
Commission  staff  and  others  to  evaluate  the  risks 
(e.g.,  rollover  risk  or  the  duration  of  the  lending) 
presented  by  investments  in  repurchase  agreements. 
See  Form  N-MFP  Item  C.8.a. 

’5’3  We  are  also  making  several  other  non¬ 
substantive  clarifications  to  other  items.  See  Form 


of  these  amendments,  we  proposed  to 
amend  form  N-MFP  to  require  reporting 
of  a  security  identifier  of  collateral 
securities  underlying  repurchase 
agreements.’ 5 One  commenter 
objected  to  this  revision,  arguing  that 
this  level  of  detail  would  publicly 
disclose  proprietary  information  about 
broker-dealer  inventories,  which  may 
negatively  affect  allocations  of 
repurchase  agreements  to  money  market 
funds. We  appreciate  this  concern 
and  are  not  adopting  the  requirement  to 
report  a  security  identifier  of  the 
collateral  securities  underlying 
repurchase  agreements  for  that 
reason. In  addition,  the  same 
commenter  objected  to  the  revised 
investment  categories  we  proposed 
regarding  this  collateral,  arguing  that  we 
should  instead  use  the  categories  used 
to  report  tri-party  repurchase  agreement 
information  to  the  Federal  Reserve  Bank 
of  New  York  (“NY  Fed’’).’®’^  We  agree 
that  conforming  these  categories  to 
those  used  in  other  reporting  contexts 
will  ease  reporting  burdens  and  enhance 
comparability,  and  accordingly  have 
modified  the  proposed  investment 
categories  to  conform  them  to  the 
categories  used  by  the  NY  Fed.’®’® 

Finally,  we  are  amending,  as 
proposed,  the  items  in  Form  N-MFP 
that  require  information  about  demand 
features,  guarantors,  or  enhancement 
providers  to  make  clear  that  funds 
should  disclose  the  identity  of  each 
demand  feature  issuer,  guarantor,  or 
enhancement  provider  and  the  amount 
{i.e.,  percentage)  of  fractional  support 
provided,  which  should  help  us  monitor 
funds  diversification.’®’®  Our 
amendments  also  clarify,  as  proposed, 
that  a  fund  is  not  required  to  provide 
additional  information  about  a 
security’s  demand  feature(s)  or 
guarantee(s)  unless  the  fund  is  relying 
on  the  demand  feature  or  guarantee  to 
determine  the  quality,  maturity,  or 

liquidity  of  the  security. ’®2o 


N-MFP  Item  1  (amending  the  format  of  reporting 
date  provided  by  funds);  and  Form  N-MFP  Item 
A.  10  (modifying,  for  consistency,  the  names  of 
money  market  fund  categories). 

’5’“’ Proposed  Form  N-MFP  Item  C.8.c. 

’S’sWells  Fargo  Comment  Letter. 

’5’ <5  See  Form  N-MFP  Item  C.8. 

’5’7Wells  Fargo  Comment  Letter. 

’5’8  See  Form  N-MFP  Item  C.8.h. 

’5’9  See  Form  N-MFP  Items  C.14 — C.16. 

’52oporm  N-MFP  already  requires  that  a  fund 
disclose  only  security  enhancements  on  which  the 
fund  is  relying  to  determine  the  quality,  maturity, 
or  liquidity  of  the  security.  See  current  Form  N- 
MFP  Item  39.  Similarly,  we  are  amending,  as 
proposed,  current  Form  N-MFP  Items  37  (demand 
features)  and  38  (guarantees)  to  make  clear  that 
funds  are  required  to  disclose  information  relating 
to  demand  features  and  guarantees  only  when  the 
fund  is  relying  on  these  features  to  determine  the 


As  discussed  above,  and  in  the 
proposal,  these  clarifying  amendments 
are  intended  to  improve  the  quality  of 
the  data  we  receive  on  Form  N-MFP  by 
clarifying  a  number  of  reporting 
obligations  so  that  all  funds  report 
information  on  Form  N-MFP  in  a 
consistent  manner.  Accordingly,  we  do 
not  believe  that  these  clarifying 
amendments  would  impose  any  new 
costs  on  funds  other  than  those  required 
to  modify  systems  used  to  aggregate  data 
and  file  reports  on  Form  N-MFP,  to  the 
extent  that  funds  in  the  past  may  have 
reported  this  information  differently. 
These  costs  are  discussed  in  section 
11I.G.5  below.  Because  these  clarifying 
amendments  will  not  change  funds’ 
current  reporting  obligations,  we  believe 
there  will  be  no  effect  on  efficiency, 
competition,  or  capital  formation. 

4.  Public  Availability  of  Information 

As  we  proposed,  we  are  today 
eliminating  the  60-day  delay  on  public 
availability  of  Form  N-MFP  data.’®2i 
Currently,  each  money  market  fund 
must  file  information  on  Form  N-MFP 
electronically  within  five  business  days 
after  the  end  of  each  month  and  that 
information  is  made  publicly  available 
60  days  after  the  end  of  the  month  for 
which  it  is  filed. 

Several  commenters  objected  to  our 
proposed  elimination  of  the  60-day 
delay,  particularly  considering  the 
sensitivity  of  the  new  lot  level  security 
reporting  that  we  had  proposed  (but,  as 
discussed  above,  are  not  adopting). ’®22 
Other  commenters  supported  shortening 
the  delay  to  five  or  ten  days  (primarily 
to  permit  amendments  to  fix  problems 
in  the  data  if  needed), ’®23  or  eliminating 

it  entirely.’ ®24 

This  delay,  which  we  instituted  when 
we  adopted  the  form  in  2010,  responded 
to  commenters’  concerns  regarding 
potential  reactions  of  investors  to  the 
extent  of  the  additional  disclosure  of 
funds’  portfolio  information  and 
shadow  NAVs  in  the  form.’^^s  Although 
we  expected  that,  over  time,  investors 
and  analysts  would  become  more 
accustomed  to  the  information  disclosed 
about  fund  portfolios  and  thus  there 
may  be  less  need  in  the  future  to  keep 


quality,  maturity,  or  liquidity  of  the  security.  See 
Form  N-MFP  Items  C.14  and  C.15. 

’52’  See  rule  30bl-7  (eliminating  subsection  (b), 
public  availability). 

’522  See,  e.g.,  BlackRock  II  Comment  Letter;  Legg 
Mason  &  Western  Asset  Comment  Letter. 

’523  5ee_  e.g.,  ICI  Comment  Letter;  Federated  II 
Comment  Letter;  Vanguard  Comment  Letter. 

’524  5ee  U.S.  Bancorp  Comment  Letter  (“We  are 
in  full  support  of  immediate  release  of  a  monthly 
Form  N-MFP.  .  .”). 

’525  See  2010  Adopting  Release,  supra  note  17,  at 
section  11. E. 2  (noting  that  there  may  be  less  need  in 
the  future  to  require  a  60-day  delay). 
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the  portfolio  information  private  for  60 
days,  we  believed  then  that  the  shadow 
price  data  should  not  be  made  public 
immediately,  at  least  initially. 

However,  with  experience,  we  now 
believe  that  the  immediate  release  of  the 
shadow  price  data  and  other  money 
market  fund  portfolio  security  data 
would  not  be  harmful  and  that  investors 
may  benefit  from  more  timely  access  to 
the  data.  This  is  based,  in  part,  on  our 
understanding  that  many  money  market 
funds  now  disclose  their  shadow  prices 
every  business  day  on  their  Web  sites, 
and  frequently  provide  lists  of  holdings 
and  information  about  liquidity  to  the 
public  as  well. 

Several  commenters  requested  that  if 
we  eliminated  the  public  availability 
delay  that  we  lengthen  the  5-day  filing 
time  period  in  light  of  the  increased 
reporting  requirements  under  the 
amended  form,  in  order  to  provide 
additional  time  to  fix  any  potential 
errors. ^527  discussed  above,  we  are 

not  adopting  some  of  the  more  extensive 
reporting  requirements  that  we 
proposed  (such  as  lot  level  security 
reporting)  and  we  have  streamlined  and 
revised  other  requirements  to  better  ease 
the  filing  burden.  In  addition,  the  longer 
the  filing  period  provided,  the  more  it 
increases  the  risk  of  staleness  in  the 
reported  data  and  thereby  reduces  its 
usefulness  to  the  Commission  and  to  the 
public.  We  do  not  believe  providing  a 
filing  period  of  longer  than  5  days  is 
necessary,  in  part  because  we  are  not 
adopting  some  of  the  more  onerous 
reporting  requirements  we  proposed, 
and  in  part  because  in  our  experience, 
less  than  0.5%  of  money  market  funds 
have  needed  to  make  amendments  to 
Form  N-MFP  filings  after  the  reporting 
deadline  to  fix  reporting  issues  in  their 
filings.  This  leads  us  to  believe  that  the 
value  of  immediate  public  access  to  the 
data  justifies  the  risk  of  needing  to  make 
amendments.  Accordingly,  we  are  not 
changing  the  current  5-day  reporting 
period  at  this  time. 

Eliminating  the  60-day  delay  will 
provide  more  timely  information  to  the 
public  and  greater  transparency  of 
money  market  fund  information,  which 
could  promote  efficiency.  This 
disclosure  could  also  make  the  monthly 
disclosure  on  Form  N-MFP  more 
relevant  to  investors,  financial  analysts, 
and  others  by  improving  their  ability  to 
more  timely  assess  potential  risks  and 
make  informed  investment  decisions.  In 
other  words,  investors  may  be  more 
likely  to  use  the  reported  information 


’526  2010  Adopting  Release,  supra  note  17,  at 

text  accompanying  nn. 329-343. 

’527  jq  Comment  Letter;  Dechert 

Comment  Letter;  Schwab  Comment  Letter. 


because  it  is  more  timely  and 
informative.  Because,  as  discussed 
above,  shadow  prices  (which  were  a 
primary  reason  why  we  adopted  the  60- 
day  delay  in  making  filings  public)  have 
been  disclosed  by  a  number  of  money 
market  funds  since  February  2013 
apparently  without  incident,  we  do  not 
believe  that  eliminating  the  60-day 
delay  would  affect  capital  formation. 

5.  Operational  Implications  of  the  N- 
MFP  Amendments 

We  anticipate  that  fund  managers 
would  incur  costs  relating  to  reporting 
the  new  items  of  information  we  are 
requiring  on  Form  N-MFP.  To  reduce 
costs,  we  have  decided  to  make  needed 
improvements  to  the  form  at  the  same 
time  we  are  making  amendments 
necessitated  by  the  amendments  to  rule 
2a-7  we  are  adopting. \/\jq  ^ote  that 
the  clarifying  amendments  should  not 
affect,  or  should  only  minimally  affect, 
current  filing  obligations  or  the 
information  content  of  the  filings. 

As  we  discussed  in  the  proposal,  we 
expect  that  the  operational  costs  to 
money  market  funds  to  report  the 
information  required  in  proposed  Form 
N-MFP  would  be  the  same  costs  we 
discuss  in  the  Paperwork  Reduction  Act 
analysis  in  section  IV  of  the  Release, 
below,  and  we  requested  comment  on 
that  belief.^ 529  jqp  commenters  provided 
specific  data  or  estimates  regarding  the 
cost  estimates  we  provided  in  the 
Proposing  Release  for  the  amendments 
to  Form  N-MFP,  although  some 
suggested  that  the  costs  of  some 
amendments  could  be  significant. 

As  discussed  above,  we  have  revised  the 
final  amendments  from  our  proposal  in 
a  number  of  ways  in  order  to  reduce 
costs  to  the  extent  feasible  and  still 
achieve  our  goals  of  enhancing  and 
improving  the  monitoring  of  money 
market  fund  risks.  Accordingly,  we 
continue  to  expect  that  the  operational 
costs  to  money  market  funds  to  report 
the  information  required  in  Form  N- 
MFP  would  be  the  same  costs  we 
discuss  in  the  Paperw’ork  Reduction  Act 
analysis  in  section  IV. C. 3  of  the  Release, 
below,  which  have  been  reduced  to 
account  for  the  changes  we  are  maldng 
from  the  proposal,  as  discussed  in  that 
section.  As  discussed  in  more  detail  in 
that  section,  we  estimate  that  our 


’528  One  commenter  noted  the  benefit  of 
consolidating  changes  to  the  form  at  a  single  time, 
noting  that  each  time  they  have  to  amend  their 
systems  to  report  new'  information  to  the 
Commission  on  Form  N-MFP  they  incur  significant 
technology  related  costs.  See  Dreyfus  Comment 
Letter. 

’52B5pePpQposing  Release  supra  note  25,  at 
section  1I1.H.6. 

’530  5gg_  e  g  _  Fidelity  Comment  Letter. 


amendments  to  Form  N-MFP  will  result 
in  first-year  aggregate  additional  47,515 
burden  hours  at  a  total  time  cost  of 
$12.3  million  plus  $356,256  in  total 
external  costs  for  all  funds,  and  33,540 
burden  hours  at  a  total  time  cost  of  $8.7 
million  plus  $356,256  in  total  external 
costs  for  all  funds  each  year 

hereafter.  ^531 

H.  Amendments  to  Form  PF  Reporting 
Requirements 

Today  the  Commission  is  also 
amending  Form  PF,  the  form  that 
certain  investment  advisers  registered 
with  the  Commission  use  to  report 
information  regarding  the  private  funds 
they  manage.  Among  other  things.  Form 
PF  requires  advisers  to  report  certain 
information  about  the  “liquidity  funds” 
they  manage,  which  are  private  funds 
that  seek  to  maintain  a  stable  NAV  (or 
minimize  fluctuations  in  their  NAVs) 
and  thus  can  resemble  money  market 
funds. ’532  In  the  proposal,  we  noted  a 
concern  that  some  of  the  proposed 
reforms  could  result  in  assets  shifting 
from  registered  money  market  funds  to 
unregistered  products  such  as  liquidity 
funds,  and  we  proposed  amendments  to 
Form  PF  to,  in  part,  help  the 
Commission  and  FSOC  track  any  such 
potential  shift  in  assets  and  better 
understand  the  risks  associated  with 

it. 1533 

Most  commenters  who  addressed  the 
proposed  PF  amendments  supported 
them,  agreeing  that  they  would  help 
track  such  a  potential  shift, ’534  a^d  one 
commenter  objected,  urging  the 
Commission  to  consider  the  significant 
costs,  and  questioning  the  potential 
benefits.’ 535  As  discussed  in  greater 
detail  below,  we  have  considered  the 
costs  of  filing  this  information  with  us, 
and  believe  that  they  are  justified  by  the 
significant  benefits  to  the  Commission 
and  FSOC  in  better  enabling  us  to  track 
and  respond  to  potential  shifts  in  assets 
from  registered  money  market  funds 
into  unregistered  alternatives. 
Accordingly,  today  we  are  adopting  the 
Form  PF  amendments  largely  as 
proposed,  with  some  revisions  to 
respond  to  comments  and  correspond 
the  reporting  as  much  as  possible  to  the 


’531  See  infra  section  IV.C.3. 

’532  Pqj.  purposes  of  Form  PF,  a  “liquidity  fund” 
is  any  private  fund  that  seeks  to  generate  income 
by  investing  in  a  portfolio  of  short  term  obligations 
in  order  to  maintain  a  stable  net  asset  value  per  unit 
or  minimize  principal  volatility  for  investors.  See 
Form  PF;  Glossaiy  of  Terms. 

’533  See  Proposing  Release,  supra  note  25,  at 
section  I. 

’534  See,  e.g.,  Goldman  Sachs  Gomment  Letter;  ICI 
Comment  Letter;  Oppenheimer  Comment  Letter. 

’535  See  SSGA  Comment  Letter. 
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amendments  we  are  making  to  Form  N- 
MFP. 

We  adopted  Form  PF,  as  required  by 
the  Dodd-Frank  Act,^^^®  to  assist  in  the 
monitoring  and  assessment  of  systemic 
risk;  to  provide  information  for  FSOC’s 
use  in  determining  whether  and  how  to 
deploy  its  regulatory  tools;  and  to 
collect  data  for  use  in  our  own 
regulatory  program. As  discussed  in 
more  detail  below,  the  Commission  and 
FSOC  have  recognized  the  potentially 
increased  significance  of  cash 
management  products  other  than  money 
market  funds,  including  liquidity  funds, 
after  the  money  market  fund  reforms  we 
are  adopting  today  are  effective. 
Therefore,  to  enhance  the  ability  to 
monitor  and  assess  the  short-term 
financing  markets  and  to  facilitate  our 
oversight  of  those  markets  and  their 
participants,  we  are  today  requiring 
large  liquidity  fund  advisers — registered 
advisers  with  $1  billion  or  more  in 
combined  money  market  fund  and 
liquidity  fund  assets — to  file  virtually 
the  same  information  with  respect  to 
their  liquidity  funds’  portfolio  holdings 
on  Form  PF  as  money  market  funds  are 
required  to  file  on  Form  N-MFP.^^ao 


1530  See  Reporting  by  Investment  Advisers  to 
l^rivate  Funds  and  Certain  Commodity  Pool 
Operators  and  Commodity  Trading  Advisors  on 
Form  PF,  Investment  Advisers  Act  Release  No.  3308 
(Oct.  31,  2011)  (76  FR  71128  (Nov.  16,  2011)] 

(“Form  PF  Adopting  Release”)  at  section  1.  Form  PF 
is  a  joint  form  between  the  Commission  and  the 
CFTC  only  with  respect  to  sections  1  and  2  of  the 
Form;  section  3,  which  we  are  amending  today,  and 
section  4  were  adopted  only  by  the  Commission.  Id. 

’537j^l(hQugh  Form  PF  is  primarily  intended  to 
assist  FSOC  in  its  monitoring  obligations  under  the 
Dodd-Frank  Act,  we  also  may  use  information 
collected  on  Form  PF  in  our  regulatory  program, 
including  examinations,  investigations,  and 
investor  protection  efforts  relating  to  private  fund 
advisers.  See  Form  PF  Adopting  Release,  supra  note 
1536,  at  sections  II  and  VI. A. 

■>538  See  infra  note  1565  and  accompanying  text. 

3539  As  we  proposed,  we  are  incorporating  in  a 
new  Question  63  in  section  3  of  Form  PF  the 
substance  of  virtually  all  of  the  questions  on  Part 
C  of  Form  N-MFP  as  amended,  except  that  we  have 
modified  the  questions  where  appropriate  to  reflect 
that  liquidity  funds  are  not  subject  to  rule  2a-7 
(although  some  liquidity  funds  have  a  policy  of 
complying  with  rule  2a-7’s  risk-limiting 
conditions)  and  have  not  added  questions  that 
would  parallel  Items  C.7  and  C.9  of  amended  Form 
N-MFP.  As  we  proposed,  we  are  not  including  a 
question  that  would  parallel  Item  C.7  because  that 
item  relates  to  whether  a  money  market  fund  is 
treating  the  acquisition  of  a  repurchase  agreement 
as  the  acquisition  of  the  collateral  for  purposes  of 
rule  2a-7’s  diversification  testing;  liquidity  funds, 
in  contrast,  are  not  subject  to  rule  2a-7’s 
diversification  limitations,  and  the  information  on 
repurchase  agreement  collateral  we  are  collecting 
through  new  Question  63(g)  on  Form  PF  would 
allow  us  to  better  understand  liquidity  funds’  use 
of  repurchase  agreements  and  their  collateral.  Item 
C.9  asks  whether  a  portfolio  security  is  a  rated  first 
tier  security,  rated  second  tier  security,  or  no  longer 
an  eligible  security.  As  we  proposed,  we  are  not 
including  a  parallel  question  in  Form  PF  because 
these  concepts  would  not  necessarily  apply  to 


As  discussed  in  the  Proposing 
Release,  we  share  the  concern  expressed 
by  some  commenters  that,  if  the  money 
market  fund  reforms  we  are  adopting 
today  cause  investors  to  seek 
alternatives  to  money  market  funds, 
including  private  funds  that  seek  to 
maintain  a  stable  NAV  but  that  are  not 
registered  with  the  Commission,  this 
shift  could  increase  risk  by  reducing 
transparency  of  the  potential  purchasers 
of  short-term  debt  instruments.^ S'*®  We 
discuss  in  detail  the  potential  for  money 
market  fund  investors  to  reallocate  their 
assets  to  alternative  investments  in 
section  III.A.l.c.iv  above. 

The  amendments  that  we  are  adopting 
to  Form  PF  today  are  designed  to 
achieve  two  primary  goals.  First,  they 
are  designed  to  ensure  to  the  extent 
possible  that  any  further  money  market 
fund  reforms  do  not  decrease 
transparency  in  the  short-term  financing 
markets,  which  will  better  enable  FSOC 
to  monitor  and  address  any  related 
systemic  risks  and  better  enable  us  to 
develop  effective  regulatory  policy 
responses  to  any  shift  in  investor  assets. 
Second,  the  amendments  to  Form  PF  are 
designed  to  enable  more  effective 
administration  of  relevant  regulatory 
programs  even  if  investors  do  not  shift 
their  assets  as  a  result  the  amendments 
we  are  adopting  today,  as  the  increased 
transparency  concerning  liquidity 
funds,  combined  with  information  we 
already  collect  on  Form  N-MFP,  will 
provide  a  more  complete  picture  of  the 
short-term  financing  markets  in  which 
liquidity  funds  and  money  market  funds 
both  invest. 

1.  Overview  of  Proposed  Amendments 
to  Form  PF 

Our  Form  PF  amendments  apply  only 
to  large  liquidity  fund  advisers,  which 
generally  are  SEC-registered  investment 
advisers  that  advise  at  least  one 
liquidity  fund  and  manage,  collectively 
with  their  related  persons,  at  least  $1 
billion  in  combined  liquidity  fund  and 
money  market  fund  assets.*®^*  Large 


liquidity  funds,  and  we  believe  the  additional 
questions  on  Form  PF  would  provide  sufficient 
information  about  a  portfolio  security’s  credit 
quality  and  the  large  liquidity  fund  adviser’s  use  of 
credit  ratings. 

3540 5ee  Proposing  Release,  supra  note  25,  n.803. 

3  543  adviser  is  a  large  liquidity  fund  adviser 
if  it  has  at  least  SI  billion  combined  liquidity  fund 
and  money  market  fund  assets  under  management 
as  of  the  last  day  of  any  month  in  the  fiscal  quarter 
immediately  preceding  its  most  recently  completed 
fiscal  quarter.  See  Form  PF:  Instruction  3  and 
Section  3.  This  SI  billion  threshold  includes  assets 
managed  by  the  adviser’s  related  persons,  except 
that  an  adviser  is  not  required  to  include  the  assets 
managed  by  a  related  person  that  is  separately 
operated  from  the  adviser.  Id.  An  adviser’s  related 
persons  include  persons  directly  or  indirectly 
controlling,  controlled  by,  or  under  common 


liquidity  fund  advisers  today  are 
required  to  file  information  on  Form  PF 
quarterly,  including  certain  information 
about  each  liquidity  fund  they 
manage. Under  our  final 
amendments,  for  each  liquidity  fund  it 
manages,  a  large  liquidity  fund  adviser 
would  be  required  to  provide,  quarterly 
and  with  respect  to  each  portfolio 
security,  the  following  information  for 
each  month  of  the  reporting  period:* 

•  The  name  of  the  issuer; 

•  the  title  of  the  issue; 

•  certain  security  identifiers; 

•  the  category  of  investment*®'*'*  [e.g., 
Treasury  debt,  U.S.  government  agency 
debt,  asset-backed  commercial  paper, 
certificate  of  deposit,  repurchase 
agreement  *545). 

•  if  the  rating  assigned  by  a  credit 
rating  agency  played  a  substantial  role 
in  the  liquidity  fund’s  (or  its  adviser’s) 


control  with  the  investment  adviser.  See  Form  PF: 
Glossary  of  Terms  (defining  the  term  “related 
person”  by  reference  to  Form  ADV).  Generally,  a 
person  is  separately  operated  from  an  investment 
adviser  if  the  adviser:  (1)  Has  no  business  dealings 
with  the  related  person  in  connection  with  advisory 
serv'ices  the  adviser  provides  to  its  clients:  (2)  does 
not  conduct  shared  operations  with  the  related 
person;  (3)  does  not  refer  clients  or  business  to  the 
related  person,  and  the  related  person  does  not  refer 
prospective  clients  or  business  to  the  adviser;  (4) 
does  not  share  supervised  persons  or  premises  with 
the  related  person;  and  (5)  has  no  reason  to  believe 
that  its  relationship  with  the  related  person 
otherwise  creates  a  conflict  of  interest  with  the 
adviser’s  clients.  See  Form  PF:  Glossary  of  Terms 
(defining  the  term  by  reference  to  Form  ADV). 

3542  See  Form  PF  Instruction  3  and  section  3.  This 
in  contrast  to  Form  N-MFP,  which  is  filed  on  a 
monthly  basis.  As  discussed  below,  we  currently 
believe  that  quarterly  filing  of  this  information  most 
appropriately  balances  our  need  for  this 
information  with  the  burdens  of  filing  the  data, 
especially  considering  that  large  liquidity  fund 
advisers  file  information  quarterly  already  about  the 
funds  they  advise,  but  do  not  currently  file  portfolio 
information  about  those  funds. 

3543  See  Form  PF  Question  63.  Advisers  will  be 
required  to  file  this  information  with  their  quarterly 
liquidity  fund  filings  with  data  for  the  quarter 
broken  down  by  month.  Advisers  will  not  be 
required  to  file  information  on  Form  PF  more 
frequently  as  a  result  of  today’s  proposal  because 
large  liquidity  fund  advisers  already  are  required  to 
file  information  each  quarter  on  Form  PF.  See  Form 
PF  Instruction  9. 

3  544  As  under  amended  Form  N-MFP,  we  are 
revising  the  investment  categories  form  the 
proposal  in  the  same  way  to  more  accurately  reflect 
the  investment  categories  commonly  used  today. 

See  supra  section  III.G.2.g. 

3  545  Pqj.  repurchase  agreements  we  are  also 
requiring  large  liquidity  fund  advisers  to  provide 
additional  information  regarding  the  underlying 
collateral  and  whether  the  repurchase  agreement  is 
“open”  (j.e.,  whether  the  repurchase  agreement  has 
no  specified  end  date  and,  by  its  terms,  will  be 
extended  or  “rolled”  each  business  day  (or  at 
another  specified  period)  unless  the  Investor 
chooses  to  terminate  it).  As  under  amended  Form 
N-MFP,  we  are  not  adopting  the  proposed  CUSIP 
reporting  requirement,  and  we  are  amending  the 
proposed  repurchase  agreement  collateral 
investment  categories  to  better  align  with  the 
categories  used  by  the  NY  Fed.  See  supra  section 
III.G.3. 
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evaluation  of  the  quality,  maturity  or 
liquidity  of  the  security,  the  name  of 
each  credit  rating  agency  and  the  rating 
each  credit  rating  agency  assigned  to  the 
security; 

•  the  maturity  date  used  to  calculate 
weighted  average  maturity; 

•  the  maturity  date  used  to  calculate 
weighted  average  life; 

•  the  ultimate  legal  maturity  date; 

•  whether  the  instrument  is  subject  to 
a  demand  feature,  guarantee,  or  other 
enhancements,  and  information  about 
any  of  these  features  and  their 
providers; 

•  the  value  of  the  fund’s  position  in 
the  security  and,  if  the  fund  uses  the 
amortized  cost  method  of  valuation,  the 
amortized  cost  value,  in  both  cases  with 
and  without  any  sponsor  support; 

•  the  percentage  of  the  liquidity 
fund’s  assets  invested  in  the  security; 

•  whether  the  security  is  categorized 
as  a  level  3  asset  or  liability  on  Form 

pp.  1547 

•  whether  the  security  is  an  illiquid 
security,  a  daily  liquid  asset,  and/or  a 
weekly  liquid  asset,  as  defined  in  rule 
2a-7;  and 

•  any  explanatory  notes. 

These  amended  reporting 

requirements  are  largely  the  same  as  the 
reporting  requirements  for  registered 
money  market  funds  under  amended 
Form  N-MFP,  with  some  modifications 
to  better  tailor  the  reporting  to  private 
liquidity  funds.  As  we  proposed,  the 
final  amendments  will  also  remove 
current  Questions  56  and  57  on  Form 
PF.  These  questions  generally  require 
large  liquidity  fund  advisers  to  provide 
information  about  their  liquidity  funds’ 
portfolio  holdings  broken  out  by  asset 
class  (rather  than  security  by  security). 
We  will  be  able  to  derive  the 
information  currently  reported  in 
response  to  those  questions  from  the 
new  portfolio  holdings  information  we 
propose  to  require  advisers  to  provide. 
The  amendments  will  also  require,  as 
proposed,  large  liquidity  fund  advisers 
to  identify  any  money  market  fund 
advised  by  the  adviser  or  its  related 
persons  that  pursues  substantially  the 
same  investment  objective  and  strategy 
and  invests  side  by  side  in  substantially 


1546  \Ye  are  changing  this  from  "final”  as 
proposed  to  “ultimate”  for  the  same  reasons  we  are 
making  this  change  in  Form  N-MFP.  See  supra  note 
1503. 

See  Form  PF  Question  14.  See  also  infra 
notes  1466-1470  and  accompanying  and  following 
text. 

i548\V0  aj-e  also  defining  the  following  terms  in 
Form  PF,  as  proposed:  conditional  demand  feature: 
credit  rating  agency;  demand  feature;  guarantee; 
guarantor;  and  illiquid  security.  See  Form  PF: 
Glossary  of  Terms. 


the  same  positions  as  a  liquidity  fund 
the  adviser  reports  on  Form  PF.1549 

After  considering  the  comments 
received  and  the  importance  and  utility 
of  the  information  that  would  be 
reported  on  amended  Form  PF  (as 
discussed  further  below),  we  are  today 
adopting  the  Form  PF  amendments 
substantially  as  proposed.  As  noted 
above,  most  comment ers  who  discussed 
the  Form  PF  amendments  generally 
supported  them,^^®^  although  one 
commenter  objected,  suggesting  that  the 
costs  of  compliance  would  outweigh  the 
benefits. We  have  made  a  number  of 
modifications  to  the  Form  PF  reporting 
requirement,  such  as  removing  lot  level 
purchase  and  sale  reporting,  that  should 
help  minimize  costs  and  ease  the 
burden.  Nonetheless,  we  recognize  that 
there  are  costs  to  filing  this  information 
with  us  which  are  discussed  in  detail 
below,  and  believe  that  they  are  justified 
by  the  significant  benefits  to  FSOC  and 
the  Commission  in  better  enabling 
tracking  and  responding  to  potential 
shifts  in  assets  from  registered  money 
market  funds  into  unregistered 
alternatives. 

Another  commenter  suggested  that  we 
reorganize  and  consolidate  the 
questions  in  the  proposed  form 
amendments  to  minimize  the  system 
changes  necessary  to  file  the  form. 

We  agree  with  this  commenter  and  the 
final  amendments  have  been  organized 
to  minimize  system  changes  and  costs 
as  much  as  possible. 

Consistent  with  our  proposed 
amendments  to  Form  N-MFP,  we 
proposed  to  require  large  liquidity  fund 
advisers  to  provide  lot  level  information 
about  any  securities  purchased  or  sold 
by  their  liquidity  funds  during  the 
reporting  period,  including  sale  and 
purchase  prices.^ As  discussed  in 
section  I11.G.2.C  above,  we  have  been 
persuaded  by  commenters  that  the  costs 


:>549  See  Form  PF  Question  64.  This  question  is 
based  on  the  current  definition  of  a  “parallel  fund 
structure”  in  Form  PF.  See  Form  PF;  Glossary  of 
Terms  (defining  a  “parallel  fund  structure”  as  “|al 
structure  in  which  one  or  more  private  funds  (each, 
a  ‘parallel  fxmd')  pursues  substantially  the  same 
investment  objective  and  strategy  and  invests  side 
by  side  in  substantially  the  same  positions  as 
another  private  fund”). 

■>550  5ee_  e  g  _  Goldman  Sachs  Comment  Letter;  ICI 
Comment  Letter;  Oppenheimer  Comment  Letter. 

’551 SSGA  Comment  Letter. 

1552  Comment  Letter  of  Axiom  SL  (Aug.  28,  2013) 
(“Axiom  Comment  Letter”). 

1553  By  eliminating  lot  level  sale  data  reporting 
(proposed  question  64  of  Form  PF)  and  accordingly 
renumbering  proposed  question  65  (parallel  funds) 
as  question  64,  we  have  restructured  the 
amendments  to  Form  PF  so  that  the  amendments 
keep  the  same  numbering  range  as  the  current  form 
like  the  commenter  suggested.  See  Form  PF 
Question  64. 

1554  See  proposed  Form  PF  Question  64.  See  also 
supra  notes  1474-1475  and  accompanying  text. 


of  such  reporting  do  not  justify  the 
potential  benefits  at  this  time,  and  that 
the  data  may  be  better  collected  on  a 
more  systematic  market  wide  basis. 
Accordingly,  we  are  not  today  adopting 
the  proposed  lot  level  reporting  for 
Form  PF.1555 

One  commenter  suggested  that  Form 
PF  be  filed  monthly  like  N-MFP,  rather 
than  on  a  quarterly  basis,  to  better  align 
the  information  in  the  two  forms, 
although  another  comment  opposed 

such  a  monthly  filing  requirement.  ^  557 

We  are  not  requiring  monthly  filing  of 
Form  PF  at  this  time  because  we  believe 
the  ongoing  costs  and  system  changes 
necessary  for  large  liquidity  funds  to 
make  such  a  monthly  filing  would  not 
be  justified  by  the  utility  of  more 
frequent  filing,  especially  in  light  of  the 
fact  that  these  funds  currently  file  Form 
PF  on  a  quarterly  basis  and  these 
amendments  are  an  enhancement  to  that 
filing.  To  require  large  liquidity  advisers 
to  move  to  a  monthly  reporting  schedule 
would  impose  significant  new  costs, 
over  and  above  the  costs  associated  with 
the  Form  PF  amendments  we  are 
adopting  today,  requiring  these  advisers 
to  change  systems  and  processes 
designed  for  quarterly  reporting  to  a 
monthly  schedule.  As  noted  above, 
several  reporting  requirements  do  ask 
for  information  on  a  monthly  basis 
within  the  quarterly  filed  Form  PF, 
which  should  allow  an  effective 
comparison  of  the  data  to  the 
information  collected  on  Form  N-MFP 
and  will  allow  for  effective  oversight  of 
investment  activities  of  large  liquidity 
advisers. 

Another  commenter  asked  that  we 
exempt  unregistered  money  market 
funds  from  filing  the  Form  PF 
amendments  if  the  unregistered  money 
market  fund  is  exclusively  owned  by 
registered  funds  investing  in  an 
unregistered  fund  pursuant  to  rule 
12dl-l  under  the  Investment  Company 


’555  5ee  supra  note  1476  and  accompanj'ing  text. 
Although  as  discussed  above,  we  are  not  adopting 
the  lot  level  reporting  requirements  generally,  we 
are  adopting  a  requirement  to  report  the  coupon  or 
yield  of  the  security  as  of  the  reporting  date.  We 
proposed  to  include  this  reporting  requirement  with 
the  other  lot  level  reporting  questions.  See  proposed 
Form  PF  Question  63(o).  Reporting  this  information 
would  not  require  the  use  of  lot  level  data,  and  thus 
should  not  pose  the  same  difficulties  as  the  other 
reporting  requirements  we  are  not  adopting.  Much 
like  under  the  final  amendments  to  Form  N-MFP, 
the  final  Form  PF  amendments  would  include 
reporting  of  the  coupon  in  the  title  of  the  issue  but 
information  about  yield  would  be  in  a  standalone 
question.  See  proposed  Form  PF  Questions  63(c) 
and  63(o).  As  a  result  of  not  adopting  question  64 
about  lot  level  sales,  we  are  also  renumbering 
proposed  question  65  on  parallel  funds  as  question 
64  and  relabeling  the  Item  as  F  rather  than  Item  G. 
See  Form  PF  Item  F,  Question  64. 

’556  jci  Comment  Letter. 

’557  Oppenheimer  Comment  Letter. 
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Act. Rule  12dl-l  permits  a 
registered  fund  to  invest  in  an 
unregistered  money  market  fund  in 
excess  of  the  limits  of  section  12(d)(1) 
of  the  Act,  provided,  among  other 
things,  that  the  unregistered  fund 
operates  in  compliance  with  rule  2a-7 
of  the  Act.  The  commenter  argued  that 
because  these  funds  are  exclusively 
owned  hy  registered  funds,  any  shift  in 
assets  to  these  unregistered  money 
market  funds  would  not  represent  the 
kind  of  shift  that  the  Form  PF 
amendments  are  designed  to  monitor, 
and  thus  such  12dl-l  funds  should  not 
he  required  to  hear  the  burdens  of  filing 
the  Form  PF  amendments.  Our 
amendments  to  Form  PF  are  designed, 
in  part,  to  allow  better  monitoring  of 
risks  associated  with  investments  in 
money  market  instruments  and  to 
generally  track  and  monitor  money 
market  asset  flows.  Exempting  such 
funds  from  filing  amended  Form  PF 
would  not  be  consistent  with  this  goal, 
and  could  leave  a  significant  gap  in  our 
ability  to  monitor  and  track  money 
market  instrument  holdings.  In  the 
absence  of  the  Form  PF  portfolio 
security  reporting  requirements,  if  there 
was  a  shift  in  assets  from  registered 
money  market  funds  that  file  portfolio 
holdings  reports  under  Form  N-MFP  to 
unregistered  12dl-l  funds  that  do  not 
file  such  information  about  their 
holdings,  we  and  FSOC  would  lose 
significant  transparency  and  monitoring 
ability.  Accordingly,  we  are  not 
adopting  such  an  exemption. 

2.  Utility  of  New  Information,  Including 
Benefits,  Costs,  and  Economic 
Implications 

As  discussed  in  the  2013  Proposing 
Release,  the  information  that  advisers 
must  report  on  Form  PF  (both  currently 
and  under  the  final  amendments) 
concerning  their  liquidity  funds  is 
designed  to  assist  FSOC  in  assessing  the 
risks  undertaken  by  liquidity  funds, 
their  susceptibility  to  runs,  and  how 
their  investments  might  pose  systemic 
risks  either  among  liquidity  funds  or 
through  contagion  to  registered  money 
market  funds.  ^  559  information  that 

advisers  must  report  is  intended  to  aid 
FSOC  in  its  determination  of  whether 
and  how  address  issues  related  to 
systemic  risk.i56o  Finally,  the 
information  that  advisers  must  report  is 
designed  to  assist  FSOC  and  the 
Commission  in  assessing  the  extent  to 
which  a  liquidity  fund  is  being  managed 
consistent  with  restrictions  imposed  on 

i55B5gg  Wells  Fargo  Comment  Letter. 

1559  5eg  Form  PF  Adopting  Release,  supra  note 
1536,  at  section  11.C.3. 

1560  ](] 


registered  money  market  funds  that 
might  mitigate  their  likelihood  of  posing 
systemic  risk. 

We  believe,  based  on  our  staffs 
consultations  with  staff  representing  the 
members  of  FSOC,  that  the  additional 
information  we  are  requiring  advisers  to 
report  on  Form  PF  will  assist  FSOC  in 
carrying  out  these  responsibilities. 
Several  commenters  agreed  that  the 
Form  PF  amendments  will  assist  FSOC 
and  the  Commission  in  these 

responsibilities.  ^561  FSOC  and  the 

Commission  have  recognized  the  risks 
that  may  be  posed  by  cash  management 
products  other  than  money  market 
funds,  including  liquidity  funds,  and 
the  potentially  increased  significance  of 
such  products  after  we  adopt  the  money 
market  fund  reforms  we  are  making 
today. ^562  FSOC  has  also  stated  that  it 
and  its  members  “intend  to  use  their 
authorities,  where  appropriate  and 
within  their  jurisdictions,  to  address 
any  risks  to  financial  stability  that  may 
arise  from  various  products  within  the 
cash  management  industry  in  a 
consistent  manner,”  as  “[s]uch 
consistency  would  be  designed  to 
reduce  or  eliminate  any  regulatory  gaps 
that  could  result  in  risks  to  financial 
stability  if  cash  management  products 
with  similar  risks  are  subject  to 

’561  See  Goldman  Sachs  Comment  Letter  (the  PF 
amendments  will  .  .  assist  the  Financial 
Stability  Oversight  Council  in  fulfilling  its 
responsibilities  and  better  enable  the  Commission 
to  develop  effective  regulatory  policy  responses  to 
any  shift  in  investor  assets  from  money  funds  to 
private  liquidity  funds.”);  ICI  Comment  Letter. 

’50’’  See  Proposed  Recommendations  Regarding 
Money  Market  Mutual  Fund  Reform,  Financial 
Stability  Oversight  Council  [77  FT?  69455  (Nov.  19, 
2012)]  (the  "FSOC  Proposed  Recommendations”), 
at  7  ("The  Council  recognizes  that  regulated  and 
unregulated  or  less-regulated  cash  management 
products  (such  as  unregistered  private  liquidity 
funds)  other  than  MMFs  may  pose  risks  that  are 
similar  to  those  posed  by  MMFs,  and  that  further 
MMF  reforms  could  increase  demand  for  non-MMF 
cash  management  products.  The  Council  seeks 
comment  on  other  possible  reforms  that  would 
address  risks  that  might  arise  from  a  migration  to 
non-MMF  cash  management  products.”)  We,  too, 
have  recognized  that  "Illiquidity  funds  and 
registered  money  market  funds  often  pursue  similar 
strategies,  invest  in  the  same  securities  and  present 
similar  risks.”  See  Form  PF  Adopting  Release, 
supra  note  1536,  at  section  II. A. 4.  See  also 
Reporting  by  Investment  Advisers  to  Private  Funds 
and  Certain  Commodity  Pool  Operators  and 
Commodity  Trading  Advisors  on  Form  PF, 
Investment  Advisers  Act  Release  No.  3145  (Jan.  26, 
2011)  [76  FR  8068  (Feb.  11,2011)]  ("Form  PF 
Proposing  Release”),  at  note  68  and  accompanying 
text  (explaining  that,  "|d]uring  the  financial  crisis, 
several  sponsors  of 'enhanced  cash  funds,’  a  type 
of  liquidity  fund,  committed  capital  to  those  funds 
to  prevent  investors  from  realizing  losses  in  the 
funds,”  and  noting  that  ‘‘|t]he  fact  that  sponsors  of 
certain  liquidity  funds  felt  the  need  to  support  the 
stable  value  of  those  funds  suggests  that  they  may 
be  susceptible  to  runs  like  registered  money  market 
funds”). 


dissimilar  standards. ”^563  yyg  expect, 

therefore,  that  requiring  advisers  to 
provide  additional  information  on  Form 
PF  will  enhance  the  ability  to  monitor 
and  assess  risk  in  the  short-term 
financing  markets. 

We  are  requiring  only  large  liquidity 
fund  advisers  to  report  this  additional 
information  for  the  same  reason  that  we 
previously  determined  to  require  only 
larger  private  fund  advisers  to  provide 
more  comprehensive  information  on 
their  respective  industries  on  Form  PF: 
because  a  relatively  small  group  of 
advisers  represents  a  substantial  portion 
of  the  assets. ’564  Based  on  information 
filed  on  Form  PF  and  Form  ADV,  as  of 
the  end  of  2013,  we  estimate  that  there 
were  approximately  24  large  liquidity 
fund  advisers  (out  of  43  total  advisers 
that  advise  at  least  one  liquidity  fund), 
with  their  aggregate  liquidity  fund 
assets  under  management  representing 
approximately  91%  of  liquidity  fund 
assets  managed  by  all  advisers 
registered  with  the  Commission. 

This  threshold  also  should  minimize 
the  costs  of  our  amendments  because 
large  liquidity  fund  advisers  already  are 
required  to  make  quarterly  reports  on 
Form  PF  and,  as  of  the  end  of  2013, 
virtually  all  either  advise  a  money 
market  fund  or  have  a  related  person 
that  advises  a  money  market  fund. 
Requiring  large  liquidity  fund  advisers 
to  provide  substantially  the  same 
information  required  by  Form  N-MFP 
therefore  may  reduce  the  burdens 
associated  with  our  amendments,  which 
we  discuss  below,  because  large 
liquidity  fund  advisers  generally  already 
have  (or  may  be  able  to  readily  obtain 
access  to)  the  systems,  service 
providers,  and/or  staff  necessary  to 
capture  and  report  the  same  types  of 
information  for  reporting  on  Form  N- 
MFP.  These  same  systems,  service 
providers,  and/or  staff  may  allow  large 
liquidity  fund  advisers  to  comply  with 
our  changes  to  Form  PF  more  efficiently 
and  at  a  reduced  cost  than  if  we  were 
to  require  advisers  to  report  information 
that  differed  materially  from  that  which 
the  advisers  must  file  on  Form  N-MFP. 

’563  FSOC  Proposed  Recommendations,  supra 
note  1562,  at  7.  The  President’s  Working  Group  on 
Financial  Markets  reached  a  similar  conclusion, 
noting  that  because  vehicles  such  as  liquidity  funds 
“can  take  on  more  risks  than  MMFs,  but  such  risks 
are  not  necessarily  transparent  to  investors  .  .  ., 
unregistered  funds  may  pose  even  greater  systemic 
risks  than  MMFs,  particularly  if  new  restrictions  on 
MMFs  prompt  substantial  growth  in  unregistered 
funds.”  See  PWG  Report,  supra  note  506,  at  21.  The 
potentially  increased  risks  posed  by  liquidity  funds 
were  of  further  concern  because  these  risks  “are 
difficult  to  monitor,  since  [unregistered  cash 
management  products  like  liquidity  funds]  provide 
far  less  market  transparency  than  MMFs.”  Id.  at  35. 

’564  Sge  Form  PF  Adopting  Release,  supra  note 
1536,  at  n.88  and  accompanying  text. 
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In  addition  to  our  concerns  about  the 
ability  to  assess  risks  associated  with 
money  market  fund  investments,  we 
also  are  concerned  about  losing 
transparency  regarding  money  market 
fund  investments  that  may  shift  into 
liquidity  funds  as  a  result  of  the  other 
reforms  we  are  adopting  today  and  our 
ability  effectively  to  formulate  policy 
responses  to  such  a  shift  in  investor 
assets.  We  noted  in  the  proposal  that 
a  run  on  liquidity  funds  could  spread  to 
money  market  funds  because,  for 
example,  both  types  of  funds  often 
invest  in  the  same  securities  as  noted 
above. Our  ability  to  formulate  a 
policy  response  to  address  this  risk 
could  be  diminished  if  we  had  less 
transparency  concerning  the  portfolio 
holdings  of  liquidity  funds  as  compared 
to  money  market  fimds,  and  thus  were 
not  able  as  effectively  to  assess  the 
degree  of  correlation  between  various 
funds  or  groups  of  funds  that  invest  in 
the  short-term  financing  markets,  or  if 
we  were  unable  proactively  to  identify 
funds  that  own  distressed  securities. 
Several  commenters  agreed  that  the 
Form  PF  amendments  would  reduce  the 
chance  that  these  reforms  will  diminish 
transparency  in  the  short-term  financing 
markets.^  ®®^  Indeed,  Form  PF,  by 


■>5^5  5gg_  g  g  _  DERA  Study,  supra  note  24,  at 
section  4.C  (analysis  of  investment  alternatives  to 
money  market  funds,  considering,  among  other 
issues,  the  potential  for  investors  to  shift  their 
assets  to  money  market  fund  alternatives,  including 
liquidity  funds,  in  response  to  further  money 
market  fund  reforms  and  certain  implications  of  a 
shift  in  investor  assets). 

1566  Liquidity  funds  may  generally  have  a  higher 
percentage  of  institutional  shareholders  than  money 
market  funds  because  liquidity  funds  rely  on 
exclusions  from  the  Investment  Company  Act’s 
definition  of  “investment  company”  provided  by 
section  3(c)(1)  or  3(c)(7)  of  that  Act.  See  section 
202(a)(29)  of  the  Advisers  Act  (defining  the  term 
“private  fund”  to  mean  an  issuer  that  would  be  an 
investment  company,  as  defined  in  section  3,  but 
for  section  3(c)(1)  or  3(c)(7)  of  that  Act).  Funds 
relj’ing  on  those  exclusions  sell  their  shares  in 
private  offerings  which  in  many  cases  are  restricted 
to  investors  who  are  “accredited  investors”  as 
defined  in  rule  501(a)  under  the  Securities  Act. 
Investors  in  funds  relying  on  section  3(c)(7),  in 
addition,  generally  must  be  “qualified  purchasers” 
as  defined  in  section  2(a)(51)  of  the  Investment 
Company  Act.  Having  a  larger  institutional 
shareholder  base  may  increase  the  potential  for  a 
run  to  develop  at  a  liquidity  fund.  As  discussed  in 
greater  detail  in  section  II. C  of  this  Release, 
redemption  data  from  the  financial  crisis  suggest 
that  some  institutional  money  market  fund 
investors  are  likely  to  redeem  from  distressed 
money  market  funds  more  quickly  than  other 
investors  and  to  redeem  a  greater  percentage  of  their 
holdings.  This  may  be  indicative  of  the  way 
institutional  investors  in  liquidity  funds  w'ould 
behave,  particularly  liquidity  funds  that  more 
closely  resemble  money  market  funds. 

’667  5gg_  g  g_^  Goldman  Sachs  Comment  Letter 
(“Finally,  GSAM  generally  supports  the 
amendments  to  Form  PF,  which  will  ensure  that 
further  money  market  fund  reforms  do  not  decrease 
transparency  in  the  short-term  financing  markets 
.  .  .’);  ICI  Comment  Letter. 


defining  large  liquidity  fund  advisers 
subject  to  more  comprehensive 
reporting  requirements  as  advisers  with 
$1  billion  in  combined  money  market 
fund  and  liquidity  fund  assets  under 
management  today  reflects  the 
similarities  between  money  market 
funds  and  liquidity  funds  and  the  need 
for  comprehensive  information 
concerning  advisers’  management  of 
large  amounts  of  short-term  assets 
through  either  type  of  fund.  The  need 
for  this  comprehensive  data  will  be 
heightened  if  money  market  fund 
investors  shift  their  assets  to  liquidity 
funds  in  response  to  the  amendments 
we  are  adopting  today. 

Finally,  this  increased  information  on 
liquidity  funds  managed  by  large 
liquidity  fund  advisers  also  will  be 
useful  even  absent  a  shift  in  money 
market  fund  investor  assets  resulting 
from  these  reforms.  Collecting  this 
information  about  these  liquidity  funds 
will,  when  combined  with  information 
collected  on  Form  N-MFP,  provides  a 
more  complete  picture  of  the  short-term 
financing  markets,  allowing  the  SEC  and 
FSOC  to  more  effectively  fulfill  our 
respective  statutory  mandates.  For 
example,  we  discuss  the  contagion  risk 
above.  But  it  may  be  difficult  to  assess 
this  risk  fully  today  without  more 
detailed  information  about  the  portfolio 
holdings  of  the  liquidity  funds  managed 
by  adwsers  who  manage  substantial 
amounts  of  short-term  investments  and 
the  ability  to  combine  that  data  with  the 
information  we  collect  on  Form  N-MFP. 

For  example,  if  a  particular  security  or 
issuer  were  to  come  under  stress, 
without  these  amendments,  our  staff 
would  be  unable  to  determine  which 
liquidity  funds,  if  any,  held  that 
security,  much  like  before  we  adopted 
Form  N-MFP  for  registered  money 
market  funds.  This  is  because  advisers 
currently  are  required  only  to  provide 
information  about  the  types  of  assets 
their  liquidity  funds  hold,  rather  than 
the  individual  positions.^®®®  Our  staff 
could  see  the  aggregate  value  of  all  of  a 
liquidity  fund’s  positions  in  unsecured 
commercial  paper  issued  by  non-U. S. 
financial  institutions,  for  example,  but 
could  not  tell  whether  the  fund  owned 
commercial  paper  issued  by  any 
particular  non-U. S.  financial  institution. 
If  a  particular  institution  were  to  come 
under  stress,  the  aggregated  information 
available  today  would  not  allow  us  or 
our  staff  to  determine  the  extent  to 


’668SeePoi-ni  PF  Question  56  (requiring  advisers 
to  provide  exposures  and  maturity  information,  by 
asset  class,  for  liquidity  fund  assets  under 
management);  Form  PF  Question  57  (requiring 
advisers  to  provide  the  asset  class  and  percent  of 
the  fund’s  NAV  for  each  open  position  that 
represents  5%  or  more  of  the  fund’s  NAV). 


which  liquidity  funds  were  exposed  to 
the  financial  institution;  lacking  this 
information,  neither  we  nor  our  staff 
would  be  able  as  effectively  to  assess  the 
risks  across  the  liquidity  fund  industry 
and,  by  extension,  the  short-term 
financing  markets. 

Position  level  information  for 
liquidity  funds  managed  by  large 
liquidity  fund  advisers  also  will  allow 
our  staff  more  efficiently  and  effectively 
to  identify  longer-term  trends  in  the 
industry  and  at  particular  liquidity 
funds  or  advisers.  The  aggregated 
position  information  that  advisers 
provide  today  may  obscure  the  level  of 
risk  in  the  industry  or  at  particular 
advisers  or  liquidity  funds  that,  if  more 
fully  understood  by  our  staff,  could 
allow  the  staff  to  more  efficiently  and 
effectively  target  our  examinations 
efforts  of  these  advisers,  and  could 
better  inform  the  staff’s  policy 
recommendations. 

As  we  discussed  in  the  proposal,  our 
experience  with  the  portfolio 
information  money  market  funds  report 
on  Form  N-MFP — which  was  limited  at 
the  time  we  adopted  Form  PF — has 
proved  useful  in  om:  regulation  of 
money  market  funds  in  these  and  other 
ways  and  has  informed  the  amendments 
we  are  adopting  today. ^®®®  During  the 
2011  Eurozone  debt  crisis,  for  example, 
we  and  our  staff  benefitted  from  the 
ability  to  determine  which  money 
market  funds  had  exposure  to  specific 
financial  institutions  (and  other 
positions)  and  from  the  ability  to  see 
how  funds  changed  their  holdings  as  the 
crisis  unfolded.  This  information  was 
useful  in  assessing  risk  across  the 
industry  and  at  particular  money  market 
funds.  Given  the  similarities  between 
money  market  funds  and  liquidity  funds 
and  the  possibility  for  risk  to  spread 
between  the  types  of  funds,  our 
experience  with  portfolio  information 
filed  on  Form  N-MFP  suggests  that 
receiving  virtually  the  same  information 
for  liquidity  funds  managed  by  large 
liquidity  fund  advisers  will  provide 
significant  benefits  to  oversight  efforts. 

For  all  of  these  reasons  and  as 
discussed  above,  we  expect  that 
requiring  large  liquidity  fund  advisers  to 
report  their  liquidity  funds’  portfolio 
information  on  Form  PF  as  we  are 
requiring  today  will  provide  substantial 
benefits  for  us  and  FSOC,  including 
positive  effects  on  efficiency  and  capital 


1569  Money  market  funds  were  required  to  begin 
filing  information  on  Form  N-MFP  by  December  7, 
2010.  See  2010  Adopting  Release,  supra  note  17  at 
n.340  and  accompanying  text.  Form  PF  was 
proposed  shortly  thereafter  on  )anuary  26,  2011, 
and  adopted  on  October  31,  2011.  See  Form  PF 
Proposing  Release,  supra  note  1562;  Form  PF 
Adopting  Release,  supra  note  1536. 
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formation.  As  we  explained  in  more 
detail  when  we  initially  adopted  Form 
PF,  requiring  advisers  to  report  on  Form 
PF  is  intended  to  positively  affect 
efficiency  and  capital  formation,  in  part 
by  enhancing  our  ability  to  evaluate  and 
develop  regulatory  policies  and  to  more 
effectively  and  efficiently  protect 
investors  and  maintain  fair,  orderly,  and 
efficient  markets. 

The  additional  information  on  Form 
PF  should  better  inform  our 
understanding  of  the  activities  of 
liquidity  funds  and  their  advisers  and 
the  operation  of  the  short-term  financing 
markets,  including  risks  that  may  arise 
in  liquidity  funds  and  harm  other 
participants  in  those  markets  or  those 
who  rely  on  them — including  money 
market  funds  and  their  shareholders  and 
the  companies  and  governments  that 
seek  financing  in  the  short-term 
financing  markets.  The  additional 
information  that  advisers  will  report  on 
Form  PF,  particularly  when  combined 
with  similar  data  reported  on  Form  N- 
MFP,  therefore  should  enhance  our 
ability  to  evaluate  and  develop 
regulatory  policies  and  enable  us  to 
more  effectively  and  efficiently  protect 
investors  and  maintain  fair,  orderly,  and 
efficient  markets. 

As  discussed  in  detail  in  the  proposal, 
we  recognize  that  large  liquidity  fund 
advisers  may  have  concerns  about 
reporting  information  about  their 
liquidity  funds’  portfolio  holdings  and 
may  regard  this  as  commercially 
sensitive  information,  but  noted  that 
such  data  may  be  not  be  as  sensitive  in 
this  context  when  compared  to  other 
private  funds,  largely  because  of  the 
types  of  securities  that  liquidity  funds 
invest  in. No  commenters  on  the 
proposed  Form  PF  amendments 
objected  to  the  amendments  on  the  basis 
of  the  information  being  sensitive  or 

generally  Form  PF  Adopting  Release, 
supra  note  1536,  at  section  V.A  (explaining  that,  in 
addition  to  assisting  FSOC  fulfill  its  mission,  “we 
expect  this  information  to  enhance  [our]  ability  to 
evaluate  and  develop  regulatory  policies  and 
improve  the  efficiency  and  effectiveness  of  our 
efforts  to  protect  investors  and  maintain  fair, 
orderly,  and  efficient  markets”).  We  explained,  for 
example,  that  Form  PF  data  was  designed  to  allow 
us  to  more  efficiently  and  effectively  target  our 
examination  programs  and,  with  the  benefit  of  Form 
PF  data,  to  better  anticipate  regulatory  problems 
and  the  implications  of  our  regulatory  actions,  and 
thereby  to  increase  investor  protection.  See  id.  We 
also  explained  that  Form  PF  data  could  have  a 
positive  effect  on  capital  formation  because,  as  a 
result  of  the  increased  transparency  to  regulators 
made  possible  by  Form  PF,  private  fund  advisers 
might  assess  more  carefully  the  risks  associated 
with  particular  investments  and,  in  the  aggregate, 
allocate  capital  to  investments  with  a  higher  value 
to  the  economy  as  a  whole.  See  id.  at  text 
accompanying  and  following  n.494. 

See  Proposing  Release,  supra  note  25,  at 
Section  1.2. 


proprietary.  As  we  discussed  in  the 
Form  PF  Adopting  Release,  we  do  not 
intend  to  make  public  Form  PF 
information  identifiable  to  any 
particular  adviser  or  private  fund,  and 
indeed,  the  Dodd-Frank  Act  amended 
the  Advisers  Act  to  preclude  us  from 
being  compelled  to  reveal  this 
information  except  in  very  limited 
circumstances. 

We  note  that  although  the  increased 
transparency  to  regulators  provided  by 
our  amendments  could  positively  affect 
capital  formation  as  discussed  above, 
increased  transparency,  as  we  observed 
when  adopting  Form  PF,  also  may  have 
a  negative  effect  on  capital  formation  if 
it  increases  advisers’  aversion  to  risk 
and,  as  a  result,  reduces  investment  in 
enterprises  that  may  expose  the  fund  to 
more  risk  but  be  beneficial  to  the 
economy  as  a  whole. ^573  Nevertheless, 
the  information  collected  generally  will 
be  non-public,  it  should  not  affect  large 
liquidity  fund  advisers’  ability  to  raise 
capital.  To  the  extent  that  our 
amendments  were  to  cause  changes  in 
investment  allocations  that  lead  to 
reduced  economic  outcomes  in  the 
aggregate,  our  amendments  may  result 
in  a  negative  effect  on  capital  available 
for  investment. 

We  also  do  not  believe  that  our 
amendments  to  Form  PF  will  have  a 
significant  effect  on  competition 
because  the  information  that  advisers 
report  on  Form  PF,  including  the  new 
information  we  are  requiring,  generally 
will  be  non-public  and  similar  types  of 
advisers  will  have  comparable  burdens 
under  the  form  as  we  propose  to  amend 
it  1574  \/\jq  [Jo  not  believe  the 
amendments’  effect  on  capital  formation 
discussed  above  will  be  significant, 
again  because  the  information  collected 
generally  will  be  non-public  and, 
therefore,  should  not  affect  large 
liquidity  fund  advisers’  ability  to  raise 

capital. 1575 

j.  Alternatives  Considered 

We  considered  whether  we  and  FSOC 
would  be  able  as  effectively  to  carry  out 
our  respective  missions  as  discussed 
above  using  the  information  large 
liquidity  fund  advisers  currently  must 
file  on  Form  PF.  But  as  we  discuss 
above,  we  expect  that  requiring  large 
liquidity  funds  advisers  to  provide 
portfolio  holdings  information  will 
provide  a  number  of  benefits  and  will 
allow  better  understanding  of  the 

’572  See  Form  PF  Adopting  Release,  supra  note 
1536,  at  section  II.D. 

See  id.  at  text  accompanj'ing  and  following 

n.537. 

’574  See  id.  at  text  accompanying  and  following 
n.535. 

’575  See  id. 


activities  of  large  liquidity  fund  advisers 
and  their  liquidity  funds  than  would  be 
possible  with  the  higher  level,  aggregate 
information  that  advisers  file  today  on 
Form  PF  (e.g.,  the  ability  to  determine 
which  liquidity  funds  own  a  distressed 
security). 

For  the  reasons  discussed  above  we 
also  considered,  but  ultimately  chose 
not  to  adopt,  changes  requiring  advisers 
to  file  portfolio  information  about  their 
liquidity  funds  that  differs  from  the 
information  money  market  funds  are 
required  to  file  on  Form  N-MFP. 
Generally,  given  our  experience  with 
Form  N-MFP  data,  we  believe  that  not 
only  could  different  portfolio  holdings 
information  be  less  useful  than  that 
required  by  Form  N-MFP,  it  also  could 
be  more  difficult  to  combine  with  Form 
N-MFP  data.  Requiring  advisers  to  file 
on  Form  PF  virtually  the  same 
information  money  market  funds  file  on 
Form  N-MFP  also  should  be  more 
efficient  for  advisers  and  reduce  the 
costs  of  reporting  from  a  systems 
standpoint,  because  many  large 
liquidity  advisers  also  manage  money 
market  funds  and  already  have  the 
systems  in  place  to  report  the  data. 

Finally,  we  considered  whether  to 
require  large  liquidity  fund  advisers  to 
provide  their  liquidity  funds’  portfolio 
information  more  frequently  than 
quarterly,  but  as  discussed  in  greater 
detail  above,  chose  not  to  adopt  this 

requirement.’ 576  Monthly  filings,  for 

example,  would  provide  more  current 
data  and  could  facilitate  our  combining 
the  new  information  with  the 
information  money  market  funds  file  on 
Form  N-MFP  (which  money  market 
funds  file  each  month).  We  balanced  the 
potential  benefits  of  more  frequent 
reporting  against  the  costs  it  would 
impose  and  believe,  at  this  time,  that 
quarterly  reporting  is  more 

appropriate.’577 

k.  Operational  Costs 

We  recognize,  however,  that  our 
amendments  to  Form  PF,  while  limited 
to  large  liquidity  fund  advisers,  will 
create  some  costs  for  those  advisers,  and 
also  could  affect  competition,  efficiency, 
and  capital  formation.  We  continue  to 
expect  that  the  operational  costs  to 
advisers  to  report  the  new  information 
will  be  the  same  costs  we  discuss  in  the 
Paperwork  Reduction  Act  analysis  in 
section  IV.H.3  below,  as  reduced  by  the 
lower  costs  associated  with  the  changes 

’576  See  supra  note  1556. 

’577  Large  liquidity'  fund  advisers  already  are 
required  to  make  quarterly  filings  on  Form  PF.  See 
Form  PF  Instruction  9.  Requiring  large  liquidity 
fund  advisers  to  provide  the  new  portfolio  holdings 
information  on  a  quarterly  basis  should  therefore  be 
more  cost  effective  for  the  advisers. 
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we  are  making  from  the  proposal 
discussed  in  that  section.  As  discussed 
in  more  detail  in  that  section,  we 
estimate  that  our  amendments  to  Form 
PF  would  result  in  an  annual  aggregate 
additional  burden  per  large  liquidity 
fund  adviser  of  298  burden  hours,  at  a 
total  time  cost  of  $79,566,  and  external 
costs  of  $17,104.  This  will  result  in 
increased  aggregate  burden  hours  across 
all  large  liquidity  fund  advisers  of  8,344 
burden  hours, ^^78  g  time  cost  of 

$2,227,848,  and  $478,912  in  external 

costs. ^579 

These  estimates  are  based  on  our 
estimates  of  the  paperwork  burdens 
associated  with  our  final  amendments  to 
Form  N-MFP  because  advisers  will  be 
required  to  file  on  Form  PF  virtually  the 
same  information  about  their  large 
liquidity  funds  as  money  market  funds 
will  be  required  to  file  on  Form  N-MFP 
as  we  are  amending  it.  We  therefore 
expect  that  the  papei^vork  burdens 
associated  with  Form  N-MFP  (as  we  are 
amending  it)  are  representative  of  the 
costs  that  large  liquidity  fund  advisers 
will  incur  as  a  result  of  our  amendments 
to  Form  PF.  We  note,  however,  that  this 
is  a  conservative  approach  for  several 
reasons.  Large  liquidity  fund  advisers 
may  experience  economies  of  scale 
because,  as  discussed  above,  virtually 
all  of  them  advise  a  money  market  fund 
or  have  a  related  person  that  advises  a 
money  market  fund.  Large  liquidity 
fund  adwsers  therefore  likely  will  pay  a 
combined  licensing  fee  or  fee  to  retain 
the  services  of  a  third  party  that  covers 
filings  on  both  Forms  PF  and  Form  N- 
MFP.  We  expect  that  this  combined  fee 
likely  will  be  less  than  the  combined 
estimated  Paperwork  Reduction  Act 
costs  associated  with  Forms  PF  and 
Form  N-MFP. 

I.  Diversification 

We  are  amending  the  rule  2a-7 
diversification  provisions  as  proposed, 
with  certain  modifications  as  discussed 
below.  Under  the  current  rule,  money 
market  funds  generally  must  limit  their 
investments  in:  (i)  The  securities  of  any 
one  issuer  of  a  first  tier  security  (other 
than  with  respect  to  government 
securities  and  securities  subject  to  a 
guarantee  issued  by  a  non-controlled 
person)  to  no  more  than  5%  of  fund 
assets;  and  (ii)  securities  subject  to  a 
demand  feature  or  a  guarantee  to  no 
more  than  10%  of  fund  assets  from  any 
one  pro\dder.^^®°  Under  our 


1578  This  estimate  is  based  on  the  following 
calculation:  298  estimated  additional  burden  hours 
per  large  liquidity  fund  adviser  x  28  large  liquidity 
fund  advisers  =  8,344. 

^579 See  infra  section  IV. H. 3. 

1580  See  current  rules  2a-7(c)(4)(i)  and  (c)(4){iii). 
The  current  rule  also  provides  a  "twenty-five 


diversification  amendments,  we  are 
requiring  that  money  market  funds  treat 
certain  entities  that  are  affiliated  with 
each  other  as  single  issuers  when 
applying  rule  2a-7’s  5%  issuer 
diversification  limit. As  discussed 
further  below,  the  amended 
diversification  provisions  exclude 
certain  majority  equity  owners  of  asset- 
backed  commercial  paper  (“ABCP”) 
conduits  from  the  requirement  to 
aggregate  affiliates  for  purposes  of  the 
5%  issuer  diversification  limit.  The 
diversification  provisions  that  we  are 
adopting  today  also  require  that  a 
money  market  fund  treat  the  sponsors  of 
asset-backed  securities  (“ABS”)  as 
guarantors  subject  to  rule  2a-7’s  10% 
diversification  limit  applicable  to 
guarantees  and  demand  features,  unless 
the  fund’s  board  makes  certain 
findings. Lastly,  we  have  decided  to 
adopt  (i)  as  proposed,  the  removal  of  the 
twenty-five  percent  basket,  under  which 
as  much  as  25%  of  the  value  of 
securities  held  in  a  money  market 
fund’s  portfolio  may  be  subject  to 
guarantees  or  demand  features  from  a 
single  institution  for  money  market 
funds  other  than  tax-exempt  money 
market  funds,  and  (ii)  the  reduction  to 
15%,  rather  than  the  elimination  of,  the 
twenty-five  percent  basket  for  tax- 
exempt  money  market  funds,  including 
single  state  money  market  funds.  Under 
our  amendments,  up  to  15%  (as 
compared  to  10%,  which  was  proposed) 
of  the  value  of  securities  held  in  a  tax- 
exempt  money  market  fund’s  portfolio 
may  be  subject  to  guarantees  or  demand 
features  from  a  single  institution. ^^83 

1.  Treatment  of  Certain  Affiliates  for 
Purposes  of  Rule  2a-7’s  Five  Percent 
Issuer  Diversification  Requirement 

As  noted  above,  today  we  are 
amending  rule  2a-7’s  diversification 
provisions  to  provide  that  money 
market  funds  limit  their  exposure  to 
affiliated  groups,  rather  than  to  discrete 


percent  basket,”  under  which  as  much  as  25%  of 
the  value  of  securities  held  in  a  fund’s  portfolio 
may  be  subject  to  guarantees  or  demand  features 
from  a  single  institution.  See  current  rule  2a- 
7(c)(4)(iii).  A  money  market  fund  may  currently  use 
a  twenty-five  percent  basket  to  invest  in  demand 
features  or  guarantees  that  are  first  tier  securities 
issued  by  non-controlled  persons.  See  id. 

See  rule  2a-7{d)(3)(ii)(F). 

1582  See  rule  2a-7(a)(18)(ii)  (definition  of 
guarantee). 

1583  See  rule  2a-7(d)(3)(iii)(B).  We  note  that 
amended  rule  2a-7(d)(3)(iii)(B),  which  provides  a 
basket  for  tax-exempt  money  market  funds,  has 
been  revised  from  current  rule  2a-7(c)(4)(ili).  The 
revised  rule  text  is  intended  to  be  a  clarifying 
change  from  the  current  rule  text  and  is  not 
designed  to  have  any  substantive  effect  other  than 
to  reduce  the  twenty-five  percent  basket  to  a  fifteen 
percent  basket  for  tax-exempt  funds. 


issuers. ^584  discussed  in  the 

Proposing  Release,  financial  distress  at 
an  issuer  can  quickly  spread  to  affiliates 
and  the  valuations  and  creditworthiness 
of  the  issuer  may  depend,  in  large  part, 
on  the  financial  well-being  of  other 
firms  within  the  same  corporate 
family.’ By  requiring  diversification 
of  exposure  to  entities  that  are  affiliated 
with  each  other,  the  rule  mitigates  credit 
risk  to  a  money  market  fund  by  limiting 
the  fund  from  assuming  a  concentrated 
amount  of  risk  in  a  single  economic 
enterprise.  Commenters  generally 
supported  the  proposal  to  treat  certain 
entities  that  are  affiliated  with  each 
other  as  single  issuers  when  applying 
rule  2a-7’s  5%  issuer  diversification 
limit. Commenters  also  confirmed 
our  understanding  that  money  market 
funds  today  generally  attempt  to 
identify  and  measure  their  exposure  to 
entities  that  are  affiliated  with  each 
other  as  part  of  their  risk  management 
processes.’ Based  on  the  comments 
we  received,  we  continue  to  believe  that 
requiring  diversification  of  exposure  to 
affiliated  entities  will  mitigate  a  money 
market  fund’s  credit  risk. 

a.  Definition  of  Control 

We  are  adopting  as  proposed  that,  for 
purposes  of  appljdng  the  amended  rule, 
entities  are  affiliated  with  one  another 
if  one  controls  the  other  entity  or  is 
controlled  by  it  or  is  under  common 
control  with  it.’^®®  For  this  purpose 
only,  control  is  defined  to  mean 
ownership  of  more  than  50%  of  an 
entity’s  voting  securities.’®®^  By  using  a 
more  than  50%  test  [i.e.,  majority 
ownership),  we  continue  to  believe  the 
alignment  of  economic  interests  and 
risks  of  the  affiliated  entities  is 
sufficient  to  justify  aggregating  their 


1584  discussed  below,  entities  are  “affiliated” 
with  one  another  if  one  controls  the  other  entity  or 
is  controlled  by  it  or  is  under  common  control  with 
it.  “Control”  for  this  purpose,  is  defined  to  mean 
ownership  of  more  than  50%  of  an  entity’s  voting 
securities.  Rule  2a-7(d)(3)(ii)(F)(l).  We  note  that  we 
are  not  amending  rule  2a-7’s  diversification 
requirements  to  require  that  money  market  funds 
treat  affiliates  as  a  single  entity  for  purposes  of  the 
10%  diversification  limit  on  investments  in 
securities  subject  to  a  demand  feature  or  guarantee. 

1585  See  Proposing  Release  supra  note  25,  at 
section  IlI.J.l. 

’580  See,  e.g.,  ICl  Comment  Letter;  U.S.  Bancorp 
Comment  Letter;  Goldman  Sachs  Comment  Letter; 
Dreyfus  Comment  Letter;  Wells  Fargo  Comment 
Letter;  Vanguard  Comment  Letter. 

’587  See,  e.g.,  ICI  Comment  Letter;  U.S.  Bancorp 
Comment  Letter;  Goldman  Sachs  Comment  Letter; 
Dreyfus  Comment  Letter;  Vanguard  Comment 
Letter;  Federated  II  Comment  Letter. 

’588  See  rule  2a-7(d)(3)(li)(F). 

’589  See  id.  We  note  that  the  definition  of  control 
we  are  adopting  today  with  respect  to  the  treatment 
of  affiliates  for  purposes  of  issuer  diversification 
imder  rule  2a-7  is  not  the  same  as  the  definition 
of  control  in  section  2(a)(9)  of  the  Investment 
Company  Act. 
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exposures  for  purposes  of  rule  2a-7’s 
5%  issuer  diversification  limit.  As 
discussed  in  the  Proposing  Release,  we 
considered  several  alternative 
approaches  to  delineating  a  group  of 
affiliates.  We  requested  comment  as  to 
whether  we  should  use  any  of  these 
alternative  approaches  or  whether  there 
are  other  approaches  we  should 
consider.  A  number  of  commenters 
supported  the  proposed  majority 
ownership  test.^^®°  Some  commenters 
also  agreed  with  us  that  other 
approaches  to  defining  control  could 
limit  a  money  market  fund’s  investment 
flexibility  unnecessarily.’ One 
commenter  noted  that  while  the 
proposed  definition  of  control  would 
not  generally  limit  money  market  funds’ 
investment  flexibility  or  be  difficult  to 
apply,  incorporating  the  definition  of  a 
“majority-owned  subsidiary’’  from 
section  2(a)(24)  of  the  Investment 
Company  Act,  rather  than  introducing  a 
new  definition  of  control,  would  be 
more  desirable. ’^92  Under  the  section 
2(a)(24)  definition,  a  “majority-owned 
subsidiary”  of  a  person  means  a 
company  50%  or  more  of  the 
outstanding  voting  securities  of  which 
are  owned  by  such  person,  or  by  a 
company  which  is  a  majority-owned 
subsidiary  of  such  person. \/\Jq  note 
however,  that  the  section  2(a)(24) 
definition  is  not  in  itself  a  definition  of 
control  and  only  includes  the 
circumstances  in  which  an  entity  is  a 
majority-owned  subsidiary  of  another 
entity.  Although  we  requested  comment 
as  to  whether  we  should  incorporate  the 
section  2(a)(24)  definition  of  majority- 
owned  subsidiaries  into  our  definition 
of  control,  we  believe  that  a  more  than 
50%  test  is  indicative  of  circumstances 
in  which  an  entity  controls  another 
entity  or  is  controlled  by  it  as  opposed 
to  circumstances  in  which  an  entity 
owns  half  of  another  entity’s  voting 
securities.  The  definition  of  control  we 
are  adopting  today  is  used  to  define 
entities  that  are  required  to  be 
consolidated  for  purposes  of  our 
diversification  requirements.  Therefore, 
we  believe  it  is  appropriate  to  look  at 
the  circumstances  in  which  entities 
generally  are  required  to  be 

1590  g  g  ^  ABA  Business  Law  Section 
Comment  Letter;  Wells  Fargo  Comment  Letter. 

’591  See  ICI  Comment  Letter  (stating  that  a 
definition  of  control  that  would  include  more 
attenuated  relationships  or  lower  ownership  levels 
could  limit  a  money  market  fund’s  investment 
opportunities  to  issuers  whose  risks  are  not 
necessarily  correlated  to  the  issuer’s  parents).  See 
also  Wells  Fargo  Comment  Letter  (supporting  the 
decision  to  not  require  money  market  funds  to  treat 
as  affiliates  all  entities  that  must  be  consolidated  on 
a  balance  sheet). 

’592  5gg  ICI  Comment  Letter. 

’593  See  Section  2(a)(24). 


consolidated  because  they  represent 
exposure  to  a  single  economic  entity. 
We  continue  to  believe  that  the 
approach  we  are  adopting  today  is 
preferable  because  it  is  consistent  with 
various  circumstances  under  which 
affiliated  entities  must  be  consolidated 
on  financial  statements  prepared  in 
accordance  with  GAAP,  under  which  a 
parent  generally  must  consolidate  its 
majority-owned  subsidiaries. These 
majority-owned  subsidiaries  generally 
must  be  consolidated  under  GAAP 
because  the  operations  of  the  group  are 
sufficiently  related  such  that  they  are 
presented  under  GAAP  as  if  they  “were 
a  single  economic  entity.” 

b.  Majority  Equity  Owners  of  Asset- 
Backed  Gommercial  Paper  Gonduits 

We  requested  comment  as  to  whether 
the  exposures  to  risks  of  issuers  that 
would  be  treated  as  affiliated  under  our 
proposal  would  be  highly  correlated  and 
whether  our  proposed  approach  to 
delineating  affiliates  was  too  broad  or 
too  narrow. After  further 
consideration,  based  on  the  comments 
we  received  in  response  to  our  proposal, 
we  recognize  that  the  majority 
ownership  definition  of  control  that  we 
proposed  may  encompass  certain 
affiliated  parties  that  are  not  part  of  the 
same  economic  enterprise  and  therefore 
should  be  excluded  from  the  definition. 
Accordingly,  as  discussed  further 
below,  the  majority  ownership 
definition  of  control  that  we  are 
adopting  today  excludes  certain  equity 
owners  of  ABCP  conduits  from  the 
requirement  to  aggregate  affiliates  for 
purposes  of  the  5%  issuer 
diversification  limit. ’506 

Without  an  exclusion  from  the 
amended  rule,  money  market  funds 
would  be  required  to  aggregate  their 
exposure  to  the  ABGP  conduits  and  to 
the  equity  owners  of  ABGP  conduits  for 

’594  See,  e.g.,  FASB  ASC,  supra  note  425,  at 
paragraph  810-10-15-8  (‘‘The  usual  condition  for 
a  controlling  financial  interest  is  ownership  of  a 
majority  voting  interest,  and,  therefore,  as  a  general 
rule  ownership  by  one  reporting  entity,  directly  or 
indirectly,  of  more  than  50  percent  of  the 
outstanding  voting  shares  of  another  entity  is  a 
condition  pointing  toward  consolidation.”). 

’595  5ee  Proposing  Release,  supra  note  25,  at 
section  lll.j.l. 

’59eQne  commenter  suggested  that  we  also 
exclude  TOBs  from  the  amended  rule,  noting  that 
under  certain  circumstances  liquidity  providers 
may  own  more  than  50  percent  of  the  securities 
issued  by  a  TOB  but  may  not  be  part  of  the  same 
corporate  family.  See  SIFMA  Comment  Letter.  We 
believe  that  excluding  TOBs  from  the  amended  rule 
is  unnecessary  in  light  of  the  fact  that  an  owner  of 
TOB-issued  securities  would  not  likely  have  voting 
rights  in  a  TOB  trust  and  therefore  would  not  fall 
under  the  definition  of  affiliate  for  purposes  of  the 
5%  issuer  diversification  limit.  We  note  that  the 
Volcker  Rule  may  likely  have  an  impact  on  TOB 
program  structures. 


purposes  of  the  5%  issuer 
diversification  limit.  One  commenter 
argued  that  we  should  exclude  equity 
owners  of  ABCP  conduits  from  the 
proposed  affiliate  aggregation  rule  to 
allow  money  market  funds  to  treat  each 
special  purpose  entity  (“SPE”)  issuing 
ABCP  as  a  separate  issuer  for  purposes 
of  issuer  diversification,  even  if  the 
same  entity  or  affiliate  group  controls 
the  voting  equity  of  multiple  ABCP 
conduits. ’507  This  commenter  noted 
that  voting  equity  of  an  ABCP  conduit 
is  typically  almost  entirely  owned  by  an 
otherwise  unaffiliated  third  party  that  is 
in  the  business  of  owning  such  entities 
and  providing  management  and 
administrative  services,  and  not  by  the 
ABCP  conduit  sponsor,  and  that 
requiring  money  market  funds  to 
aggregate  conduits  on  the  basis  of 
common  equity  ownership  would 
unnecessarily  restrict  the  amount  of 
ABCP  available  for  purchase  by  money 
market  funds. ’500  We  agree  that  if 
certain  independent  equity  owners  are 
simply  providing  services  in  a 
management  and  administrative 
capacity  and  are  concentrated  in  the 
ABCP  industry,  failure  to  provide  an 
exception  to  those  equity  owners  could 
unnecessarily  limit  ABCP  investment  or 
reduce  economies  of  scale  in  ABCP 
administration  with  no  diversification 
benefit  to  money  market  funds. 

The  purpose  of  treating  affiliated 
parties  as  a  single  issuer  when  applying 
the  diversification  limit  is  to  mitigate 
risk  to  a  money  market  fund  by  limiting 
the  fund  from  assuming  a  concentrated 
amount  of  risk  in  a  single  economic 
enterprise,  not  to  limit  the  exposure  to 
entities  that  might  fall  under  the 
definition  of  “affiliated”  but  are 
otherwise  independent  and  not  part  of 
the  same  economic  enterprise.  In  light 
of  these  considerations,  we  have 
decided  to  provide  an  exception  from 
the  amended  rule  for  certain 
independent  equity  owners  of  ABCP 
conduits.  The  commenter  that  argued 
we  should  exclude  equity  owners  of 
ABCP  conduits  recommended  that  we 
provide  that  money  market  funds  need 
not  aggregate  an  ABCP  conduit  and  its 
independent  equity  owners  if  owning 
equity  interests  in  SPEs  is  a  primary  line 
of  business  of  such  owner. ’500  This 
commenter  also  noted  that  the  voting 
equity  of  an  ABCP  conduit  is  typically 
owned  by  an  unaffiliated  third  party 
that  provides  certain  management 
services  to  the  ABCP  conduit.  In 

’597  Comment  Letter  of  Structured  Finance 
Industry  Group  (Sept.  17,  2013)  (“SFIG  Gomment 
Letter”). 

1598 /(/ 
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addition,  this  commenter  suggested 
limiting  the  exception  to  those  equity 
owners  that  are  not  originating 
qualifying  assets  to  the  ABCP 
conduits. We  agree  with  the 
commenter’s  statements  above  and  we 
are  providing  an  exception,  which  we 
expect  addresses  the  concerns  regarding 
the  current  marketplace  organization  of 
ABCP  conduits.  Accordingly,  under  the 
exception,  money  market  funds  will  be 
subject  to  the  5%  issuer  diversification 
limit  on  the  ABCP  conduit  and  any  ten 
percent  obligors, but  need  not 
aggregate  an  ABCP  conduit  and  its 
independent  equity  owners  for  purposes 
of  the  5%  issuer  diversification  limit 
provided  that  a  primary  line  of  business 
of  those  independent  equity  owners  is 
owning  equity  interests  in  SPEs  and 
providing  services  to  SPEs,  the 
independent  equity  owmers’  activities 
with  respect  to  the  SPEs  are  limited  to 
providing  management  or 
administrative  services,  and  no 
qualifying  assets  of  the  ABCP  conduit 
were  originated  by  the  equity 
owners. Subject  to  the  exception  for 
certain  majority  equity  owmers  of  ABCP 
conduits,  wm  continue  to  believe  that 
the  majority  owmership  test 
appropriately  requires  a  money  market 
fund  to  limit  its  exposure  to  particular 
economic  enterprises  without 
unnecessarily  limiting  a  fund’s 
investments. 

c.  Treatment  of  Affiliates  for  Ten 
Percent  Obligor  Determinations 

One  commenter  expressed  concern 
regarding  the  impact  of  the  proposed 
diversification  amendments  on  the 
treatment  of  ten  percent  obligors  for 
ABS.^^O'*  The  commenter  noted  that 
currently  each  ABS  issued  by  a  separate 
entity  is  analyzed  separately,  and  an 
ABCP  conduit  typically  represents  to 
money  market  funds  that  it  does  not 
intend  to  purchase  any  ABS  w'hich 
wmuld  result  in  a  ten  percent 


1600  ](j 

’‘*01  See  infra  note  1603  (definition  of  ten  percent 
obligor). 

’002  See  rule  2a-7(d)(3)(ii)(F)(2). 

’003  Generally,  ABS  acquired  by  a  money  market 
fund  (“primaiy'  ABS”)  are  deemed  to  be  issued  by 
the  SPE  that  issued  the  ABS  (e.g.,  the  trust, 
corporation,  entity  organized  for  sole  purpose  of 
issuing  the  ABS).  See  rule  2a-7(d)(3)(li)(D)(l). 
However,  if  obligations  of  any  issuer  constitute  10% 
or  more  of  the  qualifying  assets  of  the  primary  ABS, 
that  issuer  will  be  deemed  to  be  the  issuer  of  that 
portion  of  the  primarj'  ABS  that  is  comprised  of  its 
obligations  (“ten  percent  obligor”).  See  rule  2a- 
7(d)(3)(ii)(D)(l)(i). 

See  SFIG  Comment  Letter.  See  also 
Memorandum  from  the  Division  of  Investment 
Management  regarding  a  September  10,  2013 
meeting  with  representatives  of  the  Structured 
Finance  Industry  Group. 


obligor. The  commenter  expressed 
concern  that,  if  the  proposed  treatment 
of  affiliates  is  made  applicable  to  the  ten 
percent  obligor,  it  is  likely  that  some  of 
the  ABS  held  by  an  ABCP  conduit  wdll 
need  to  be  aggregated,  resulting  in  ten 
percent  obligors. This  commenter 
argued  that  such  a  result  may  create 
legal  and  practical  issues  for  sponsors, 
given  confidentiality  restrictions  that 
may  prevent  funds  from  determining 
which  obligors  are  affiliated,  and  may 
not  reflect  actual  risks  if  such  obligors 
are  not  part  of  the  same  economic 
enterprise. In  addition,  this 
commenter  noted  that  conduits  may 
restructure  their  programs  to  avoid 
having  consolidated  affiliate  ten  percent 
obligors,  which  w’ould  potentially 
reduce  funding  capacity  to  those 
obligors. 

We  acknowledge  that  the  application 
of  our  diversification  amendments  on 
the  treatment  of  ten  percent  obligors 
may  cause  certain  sponsors  to  conduct 
additional  due  diligence  and  also  may 
mean  that  some  conduits  wmuld  have  to 
restructure  their  programs,  which  could 
result  in  reduced  funding  capacity  from 
money  market  funds.  However,  wm 
understand  that  these  affiliated  obligors 
generally  represent  exposure  to  the 
same  economic  enterprise.  Therefore, 
after  further  consideration,  we  continue 
to  believe  that  requiring  aggregation  of 
obligors  in  determining  whether  an 
obligor  is  a  ten  percent  obligor  reflects 
our  objective. We  continue  to 
believe  that  by  using  a  more  than  50% 
test,  the  alignment  of  economic  interests 
and  risks  of  affiliated  obligors  is 
sufficient  to  justify  aggregating  their 
exposures  for  purposes  of  applying  rule 
2a-7’s  5%  issuer  diversification  limit. 
Requiring  aggregation  of  obligors  in 
determining  ten  percent  obligors  will 
require  diversification  of  exposure  to 
obligors  that  are  affiliated  wdth  each 
other,  thereby  mitigating  the  credit  risk 
to  a  money  market  fund  w’hen  taking  a 
highly  concentrated  position  in  ABS 
with  affiliated  obligors. 

d.  Issuers  of  Secmities  Subject  to  a 
Guarantee  Issued  by  a  Non-Controlled 
Person 

Under  current  rule  2a-7,  a  money 
market  fund  is  not  required  to  be 
diversified  wdth  respect  to  issuers  of 
securities  that  are  subject  to  a  guarantee 
issued  by  a  non-controlled  person. 


1605/^ 

1606 
1607 /c/ 

1608/£f 

’609  5gg  pule  2a-7(d)(3)(ii)(F)(3). 

’“’‘’Current  rule  2a-7(a)(18).  A  guarantee  issued 
by  a  non-controlled  person  means  a  guarantee 
issued  by;  (i)  a  person  that,  directly  or  indirectly. 


Under  our  proposed  rule  2a-7 
amendments,  non-ABS  that  are  subject 
to  a  guarantee  by  a  non-controlled 
person  would  be  subject  to  rule  2a-7’s 
10%  diversification  limit  applicable  to 
guarantees  and  demand  features  but 
wmuld  continue  to  have  no  issuer 
diversification  limit.  However,  we 
proposed  that  a  presumed  guarantee 
issued  by  a  sponsor  of  an  SPE  with 
respect  to  ABS  would  no  longer  qualify 
as  a  guarantee  issued  by  a  non- 
controlled  person,  thereby  creating  a 
disparity  between  treatment  because 
ABS  and  non-ABS  would  be  treated 
differently  under  the  proposal. 
Therefore,  as  proposed,  ABS  would  be 
subject  to  both  a  5%  issuer 
diversification  limit  on  the  SPE  and  any 
ten  percent  obligors,  and  a  10%  limit  on 
the  sponsor  as  the  presumed  guarantor. 
One  commenter  mentioned  this 
potential  discrepancy  and  argued  that 
the  portion  of  ABS  presumed  to  be 
guaranteed  by  the  sponsor  should  not  be 
subject  to  the  issuer  diversification 
limitations  and  thus  treated  parallel 
wdth  other  money  market  fund  portfolio 
securities  subject  to  a  guarantee  issued 
by  a  non-controlled  person. 2  After 
further  consideration  of  this  disparity  in 
treatment,  we  preliminarily  believe  that 
the  approach  that  most  advances  our 
diversification  reform  goal  of  limiting 
concentrated  exposure  of  money  market 
funds  to  particular  economic  enterprises 
is  to  eliminate  the  exclusion  from  the 
5%  issuer  diversification  requirement 
for  both  ABS  and  non-ABS  that  are 
subject  to  a  guarantee  by  a  non- 
controlled  person.  Therefore,  instead  of 
creating  a  disparity  in  treatment 
between  ABS  and  non-ABS  by  adopting 
the  proposed  definition  of  a  guarantee 
issued  by  a  non-controlled  person,  we 
are  retaining  the  current  definition  of  a 
guarantee  issued  by  a  non-controlled 
person,  and  we  are  proposing  in  our 
Release  issued  today  regarding 
removing  references  to  credit  ratings  in 
rule  2a-7  that  the  5%  issuer 
diversification  limit  be  imposed  on  all 


does  not  control,  and  is  not  controlled  by  or  under 
common  control  with  the  issuer  of  the  security 
subject  to  the  guarantee  (control  for  these  purposes 
means  “control”  as  defined  in  section  2(a)(9);  or  (ii) 
a  sponsor  of  an  SPE  with  respect  to  ABS.  Current 
rule  2a-7(a)(18)(i)  and  (ii). 

See  proposed  (Fees  and  Gates)  rule  2a- 
7(a)(l  7).  Under  the  proposed  rule,  ABS  that  are 
subject  to  a  guarantee  by  a  non-controlled  person 
that  meets  the  definition  in  current  rule  2a- 
7(a)(18)(i)  would  continue  to  have  no  issuer 
diversification  limit. 

i6’2  Memorandum  from  the  Division  of 
Investment  Management  regarding  a  September  10, 
2013  meeting  with  representatives  of  the  Structured 
Finance  Industry  Group. 
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securities  with  a  guarantee  by  a  non- 

controlled  person. 

e.  Additional  Economic  Analysis 

As  discussed  in  the  Proposing 
Release,  these  amendments  are  intended 
to  more  efficiently  achieve  the 
diversification  of  risk  contemplated  by 
the  rule’s  current  5%  issuer 
diversification  limit.  The  treatment  of 
affiliates  for  purposes  of  rule  2a-7’s  5% 
issuer  diversification  limit,  and  our 
diversification  amendments 
collectively,  are  designed  to  diversify 
the  risks  to  which  money  market  funds 
may  be  exposed  and  thereby  reduce  the 
impact  of  any  single  issuer’s  (or 
guarantor’s  or  demand  feature 
provider’s)  financial  distress  on  a  fund. 
Except  to  the  extent  that  money  market 
funds  choose  to  reinvest  some  or  all  of 
their  excess  exposure  in  securities  of 
higher  risk,  requiring  money  market 
funds  to  more  broadly  diversify  against 
credit  risk  should  reduce  the  volatility 
of  fund  returns  (and  hence  NAVs)  and 
limit  the  impact  of  an  issuer’s  distress 
on  fund  liquidity,  which  should 
mitigate  the  risk  of  heavy  shareholder 
redemptions  from  money  market  funds 
in  times  of  financial  distress  and  may 
promote  capital  formation  by  making 
money  market  funds  a  more  stable 
source  of  financing  for  issuers  of  short¬ 
term  credit  instruments.  Reducing 
money  market  funds’  volatility  and 
making  their  liquidity  levels  more 
resilient  also  could  cause  money  market 
funds  to  attract  further  investments, 
increasing  their  role  as  a  source  of 
capital  in  the  short-term  financing 
markets  for  issuers.  We  are  not  able  to 
quantify  these  benefits  (although  we  do 
provide  quantitative  information 
concerning  certain  impacts),  primarily 
because  we  continue  to  believe  it  is 
impractical,  if  not  impossible,  to 
identify  with  sufficient  precision  the 
marginal  decrease  in  risk  and  increase 
in  stability  we  expect  these 
diversification  amendments  to  provide. 
We  received  no  comments  providing 
quantification  of  benefits. 

More  fundamentally,  as  discussed  in 
the  Proposing  Release,  these 
amendments  are  designed  to  more 
effectively  achieve  the  diversification  of 
risk  contemplated  by  the  rule’s  current 
5%  issuer  diversification  limit.  As 
discussed  in  the  Proposing  Release,  we 
explained  that  “[djiversification  limits 
investment  risk  to  a  fund  by  spreading 
the  risk  of  loss  among  a  number  of 

’“’3  See  Removal  of  Certain  References  to  Credit 
Ratings  and  Amendment  to  the  Issuer 
Diversification  Requirement  in  the  Money  Market 
Fund  Rule,  Investment  Company  Act  Release 
No. _ (July  23,  2014). 


securities.”  Requiring  funds  to 
purchase  ‘‘a  number  of  securities” 
rather  than  a  smaller  number  of 
concentrated  investments  will  only 
“spread  .  .  .  the  risk  of  loss”  if  the 
performance  of  those  securities  is  not 
highly  correlated.  That  is,  a  fund’s 
investments  in  Issuers  A,  B  and  C  are  no 
less  risky  (or  only  marginally  so)  than  a 
single  investment  in  Issuer  A  if  Issuers 
A,  B,  and  C  are  likely  to  experience 
declines  in  value  simultaneously  and  to 
approximately  the  same  extent.  This 
may  indeed  be  likely  if  Issuers  A,  B  and 
C  are  affiliated  with  each  other.  In 
addition,  if  Issuers  A,  B  and  C  are 
affiliated  with  each  other,  they  likely 
would  share  financial  resources  in  the 
event  of  a  crisis,  which  would  make  it 
more  likely  that  they  would  experience 
declines  in  value  simultaneously  and  to 
approximately  the  same  extent.  Prime 
money  market  funds’  concentrated 
exposures  to  financial  institutions 
increase  these  concerns  because  prime 
money  market  funds’  portfolios  already 
appear  correlated  to  some  extent. 

As  discussed  in  the  Proposing 
Release,  we  recognize,  however,  that  the 
amendments  could  impose  costs  on 
money  market  funds  and  could  affect 
competition,  efficiency,  and  capital 
formation.  We  expect  that  the 
requirement  to  aggregate  affiliates  for 
purposes  of  the  5%  issuer 
diversification  limit  will  increase  the 
diversification  of  at  least  some  money 
market  funds. A  money  market  fund 
that  had  invested  more  than  5%  of  its 
assets  in  a  parent  or  corporate  group 
would,  when  those  investments 
matured,  have  to  reinvest  some  of  the 
proceeds  in  a  different  parent  or 
corporate  group  (or  in  unrelated 

See  Proposing  Release,  supra  note  25,  at 
section  III.J.l. 

See  Proposing  Release,  supra  note  25,  nn.66- 
67  and  accompanying  text. 

loiBSeeThe  Exposure  Money  Market  Funds  Have 
to  the  Parents  of  Issuers  ("DERA  Diversification 
Memo”)  (July  10,  2013),  available  at  http:// 
\\'wvi'.sec.gov/comments/s7-03-13/s703 13-20.pdf. 
The  Division  of  Risk,  Strategy,  and  Financial 
Innovation  (“RSFI”)  is  now'  known  as  the  Division 
of  Economic  and  Risk  Analysis  (“DERA”),  and 
accordingly  we  are  no  longer  referring  to  this  study 
as  the  “RSFI  Diversification  Memo”  as  we  did  in 
the  Proposing  Release,  but  instead  as  the  “DERA 
Diversification  Memo.”  The  DERA  Diversification 
Memo  shows,  among  other  things,  that  some  money 
market  funds  invested  more  than  5%  of  their  assets 
in  the  issuances  of  specific  corporate  groups,  or 
“parents”  (as  defined  in  the  DERA  Diversification 
Memo)  between  November  2010  and  November 
201 2.  For  example,  our  staff’s  analysis  shows  that 
30  mone)'  market  funds,  on  average,  invest  at  least 
5%  of  their  portfolios  in  the  issuances  of  the  largest 
parent.  Our  staffs  analysis  also  shows  that  the 
largest  fund-level  exposure  of  at  least  7%  to  the 
issuances  of  one  parent  is  14  while  the  largest 
average  fund-level  exposure  of  at  least  10%  of  the 
issuances  of  one  parent  is  3. 


issuers).^®’ ^  We  requested  comment  on 
how  the  amendment  would  affect 
competition,  efficiency  and  capital 
formation,  and  the  ways  in  which 
money  market  funds  may  invest  in 
response  to  the  amendment.  One 
commenter  stated  that  the  requirement 
to  treat  affiliates  as  a  single  issuer  for 
purposes  of  the  5%  issuer 
diversification  limit  could  impede  a 
money  market  fund’s  ability  to  purchase 
high  quality  securities,  and  that,  as  a 
result,  money  market  funds  could  be 
forced  to  purchase  securities  of  issuers 
with  credit  ratings  lower  than  those  of 
the  affiliated  issuers.’ As  noted  above 
and  discussed  further  below,  we  believe 
that  any  effect  caused  by  a  money 
market  fund  investing  in  securities  with 
higher  credit  risk  will  be  minimal  due 
to  the  substantial  risk-limiting 
provisions  of  rule  2a-7.’®’® 

As  discussed  above,  we  acknowledge 
that  the  application  of  our 
diversification  amendments  on  the 
treatment  of  ten  percent  obligors  may 
cause  certain  sponsors  to  conduct 
additional  due  diligence  and  also  may 
mean  that  some  conduits  would  have  to 
restructure  their  programs,  particularly 
if  information  regarding  the  identity  of 
obligors  is  unavailable,  which  could 
result  in  reduced  funding  capacity  from 
money  market  funds.  To  the  extent 
ABCP  conduits  may  decide  to 
restructure  their  programs,  we  expect 
that  the  ABCP  conduits  might  incur 
costs  associated  with  the  restructuring, 
although  we  are  unable  to  quantify  any 
such  costs  as  we  do  not  know  to  what 
extent  ABCP  conduits  will  decide  to 
restructure,  and  we  also  did  not  receive 
any  comments  regarding  costs  that 
ABCP  conduits  may  incur. 

We  acknowledge  that,  as  a  result  of 
our  amendments,  it  is  possible  that 
some  money  market  funds  may 
purchase  securities  of  issuers  with 
lower  credit  quality,  although  we  note 
that  money  market  funds  will  continue 
to  be  required  to  meet  the  minimum 
credit  risk  standards  set  forth  in  rule  2a- 
7  1620  also  seems  reasonable  to  expect 
that  a  divestment  by  one  money  market 
fund  (because  its  exposure  to  a 
particular  group  of  affiliates  is  too  great) 
might  become  a  purchasing  opportunity 

161 7  Money  market  funds  will  not  be  required  to 
sell  any  of  their  portfolio  securities  as  a  result  of 
any  of  our  diversification  amendments  because  rule 
2a-7’s  diversification  limits  are  measured  at 
acquisition. 

^Bia  Schwab  Comment  Letter.  See  also  Dechert 
Comment  Letter  (arguing  that  our  diversification 
amendments,  in  combination,  may  have  the  effect 
of  reducing  a  money  market  fund’s  ability  to  invest 
in  high  quality  securities). 

iBiaSee  supra  notes  10  and  11  and  accompanying 
text. 

wosee  rule  2a-7(d)(2)  (portfolio  quality). 
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for  another  money  market  fund  whose 
holdings  in  that  affiliated  group  does 
not  constrain  it.  If  the  credit  qualities  of 
the  investments  were  similar,  there 
should  be  no  net  effect  on  fund  risk  and 
yield,  although  we  discuss  below  how 
fund  risk  and  yield  may  be  affected  if 
money  market  funds  choose  to  invest  in 
securities  of  higher  or  lower  credit  risk 
than  they  do  currently.  In  the  Proposing 
Release  we  discussed  ways  in  which  a 
money  market  fund  may  reallocate  its 
investments  under  our  amendments  to 
the  diversification  provisions  of  rule  2a- 
7  as  well  as  possible  ways  in  which  the 
amendment  might  affect  capital 
formation.  We  discuss  above  that 
requiring  money  market  funds  to  more 
broadly  diversify  against  credit  risk  may 
promote  capital  formation  by  making 
money  market  funds  a  more  stable 
source  of  financing  for  issuers  of  short¬ 
term  investments.  However,  the  rule 
amendment  could  also  reduce  capital 
formation  if  money  market  funds  choose 
to  reinvest  some  or  all  of  their  excess 
exposure  in  securities  of  higher  risk.  In 
these  instances,  a  money  market  fund’s 
portfolio  risk  would  increase,  its  NAV 
and  fund  liquidity  may  become  more 
volatile  and  yields  would  rise.  Money 
market  funds  in  this  scenario  could 
become  less  stable  than  they  are  today, 
investor  demand  for  the  funds  could  fall 
(to  the  extent  increased  volatility  in 
money  market  funds  is  not  outweighed 
by  any  increase  in  fund  yield),  and 
capital  formation  could  be  reduced. 
Alternatively,  money  market  funds 
might  choose  to  reinvest  excess 
exposme  in  securities  of  lower  risk.  In 
these  instances,  portfolio  risk  (e.g., 
credit  risk,  counterparty  risk)  would 
decrease,  fimd  NAVs  and  liquidity 
would  likely  become  less  volatile  and 
yields  would  fall.  In  this  scenario, 
money  market  funds  would  become 
more  stable  than  they  are  today,  investor 
demand  for  the  funds  could  rise  (to  the 
extent  increased  stability  in  money 
market  funds  is  not  outweighed  by  any 
decrease  in  fund  yield),  and  capital 
formation  might  be  enhanced. 

As  stated  in  the  Proposing  Release,  we 
cannot  predict  how  money  market  funds 
will  invest  in  response  to  our 
amendments  and  we  thus  do  not  have 
a  basis  for  determining  money  market 
funds’  likely  reinvestment  strategies.  We 
also  did  not  receive  comment  on  this 
issue.  We  note  that  money  market 
funds’  current  exposures  in  excess  of 
what  our  amendments  will  permit  may 
reflect  the  overall  risk  preferences  of 
their  managers.  To  the  extent  that  these 
amendments  reduce  the  concentration 
of  issuer  risk,  fund  managers  that  have 
particular  risk  tolerances  or  preferences 


may  shift  their  funds’  remaining 
portfolio  assets,  within  rule  2a-7’s 

minimal  credit  risk  requirements, 

higher  risk  assets.  If  so,  portfolio  risk, 
although  more  diversified,  would 
increase  (or  remain  constant),  and  we 
would  expect  portfolio  yields  to  rise  (or 
to  remain  constant).  If  yields  were  to 
rise,  money  market  funds  might  be  able 
to  compete  more  favorably  with  other 
short-term  investment  products  (to  the 
extent  the  increased  yield  is  not 
outweighed  by  any  increased  volatility). 

We  continue  to  l3e  unable  to  predict 
or  quantify  the  precise  effects  this 
amendment  will  have  on  competition, 
efficiency,  or  capital  formation  and  did 
not  receive  comments  addressing  the 
precise  effects.  The  effects  depend  on 
how  money  market  funds,  their 
investors,  and  companies  that  issue 
securities  to  money  market  funds  will 
adjust  on  a  long-term  basis  to  our 
amendment.  The  ways  in  which  these 
groups  could  adjust,  and  the  associated 
effects,  are  too  complex  and  interrelated 
to  allow  us  to  predict  them  with 
specificity  or  to  quantify  them.  For 
example,  if  a  money  market  fund  must 
reallocate  its  investments  under  our 
amendment,  whether  that  will  affect 
capital  formation  depends  on  whether 
there  are  available  alternative 
investments  the  money  market  fund 
could  choose  and  the  nature  of  any 
alternatives.  Assuming  there  are 
alternative  investments,  the  effects  on 
capital  formation  will  depend  on  the 
amount  of  yield  the  issuers  of  the 
alternative  investments  will  be  required 
to  pay  as  compared  to  the  amount  they 
would  have  paid  absent  our 
amendments.  For  example,  our 
amendment  could  cause  money  market 
funds  to  seek  alternative  investments 
and  this  increased  demand  could  allow 
their  issuers  to  pay  a  lower  yield  than 
the}'  would  absent  this  increase  in 
demand.  This  would  decrease  issuers’ 
financing  costs,  enhancing  capital 
formation.  But  it  also  could  decrease  the 
yield  the  money  market  fund  paid  to  its 
shareholders,  potentially  making  money 
market  fimds  less  attractive  and  leading 
to  reduced  aggregate  investments  by  the 
money  market  fund  which,  in  turn, 
could  increase  financing  costs  for 
issuers  of  short-term  debt. 

The  availability  of  alternative 
investments  and  the  ease  with  which 
they  could  be  identified  could  affect 
efficiency,  in  that  money  market  funds 
might  find  their  investment  process  less 
efficient  if  they  were  required  to  expend 
additional  effort  identifying  alternative 
investments.  These  same  factors  could 
affect  competition  if  more  effort  is 


required  to  identify  alternative 
investments  under  our  amendments  and 
larger  money  market  funds  are  better 
positioned  to  expend  this  additional 
effort  or  to  do  so  at  a  lower  marginal 
cost  than  smaller  money  market  funds. 
These  factors  also  could  affect  capital 
formation  in  other  ways,  in  that  money 
market  funds  could  choose  to  invest  in 
lower  quality  securities  under  our 
proposal  if  they  are  not  able  to  identify 
alternative  investments  with  levels  of 
risk  equivalent  to  the  funds’  current 
investments. 

As  discussed  in  the  Proposing 
Release,  the  amendments  could  require 
money  market  funds  to  update  the 
systems  they  use  to  monitor  their 
compliance  with  rule  2a-7’s  5%  issuer 
diversification  limit  in  order  to 
aggregate  exposures  to  affiliates. 
Although  we  understand,  as  discussed 
above,  that  most  money  market  funds 
today  consider  their  exposures  to 
entities  that  are  affiliated  with  each 
other  for  risk  management  purposes, 
any  systems  money  market  funds 
currently  have  in  place  for  this  purpose 
may  not  be  suitable  for  monitoring 
compliance  with  a  diversification 
requirement,  as  opposed  to  a  risk 
management  evaluation  (which  may 
entail  less  regular  or  episodic 
monitoring). 

We  requested  comment  as  to  whether 
funds  expect  that  they  would  incur 
operational  costs  in  addition  to,  or  that 
differ  from  the  costs  estimated  in  the 
Proposing  Release.  We  did  not  receive 
comments  regarding  specific  costs, 
although  one  commenter  stated  that  it 
did  not  believe  that  the  amendments 
would  have  a  significant  impact  on  the 
operations  of  most  money  market 
funds. Another  commenter  stated 
that  additional  time  and  data  costs  may 
be  required  to  determine  issuer 
affiliations,  but  also  stated  that  it  did 
not  see  a  significant  increase  in  costs 
related  to  complying  with  our  amended 

issuer  diversification  requirements. ^^^3 

Based  on  the  activities  typically 
involved  in  making  systems 
modifications,  and  recognizing  that 
money  market  funds’  existing  systems 
currently  have  varying  degrees  of 
functionality,  we  estimated  in  the 
Proposing  Release,  and  continue  to 
estimate,  that  the  one-time  systems 
modifications  costs  (including 
modifications  to  related  procedmes  and 
controls)  for  a  money  market  fund 
associated  with  these  amendments 
would  range  from  approximately 


1BZ2IQ  Comment  Letter. 

’“23  State  Street  Comment  Letter. 
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$600,000  to  $1,200,000.1624  As  we 
stated  in  the  Proposing  Release,  we  do 
not  expect  that  money  market  funds  will 
incur  material  ongoing  costs  to  maintain 
and  modify  their  systems  as  a  result  of 
this  amendment  because  we  expect 
modifications  required  by  this 
amendment  will  be  incremental  changes 
to  existing  systems  that  already  perform 
similar  functions  (track  exposures  for 
purposes  of  monitoring  compliance 
with  rule  2a-7’s  5%  issuer 
diversification  limit). 

Although  we  have  estimated  the  costs 
that  a  single  money  market  fund  could 
incur  as  a  result  of  this  amendment,  we 
expect  that  these  costs  will  be  shared 
among  various  money  market  funds  in 
a  complex.  As  discussed  in  the 
Proposing  Release,  we  do  not  expect 
that  money  market  funds  will  be 
required  to  spend  additional  time 
determining  affiliations  under  our 
amendments,  or  if  an  additional  time 
commitment  is  required,  we  expect  that 
it  would  be  minimal.  We  estimated  in 
the  Proposing  Release  that  the  costs  of 
this  minimal  additional  time 
commitment  to  a  money  market  fund,  if 
it  were  to  occur,  will  range  from 
approximately  $5,000  to  $105,000 

annually. ^625  \\iq  fjjf]  ^ot  receive 

Staff  estimates  that  these  costs  will  be 
attributable  to  the  following  activities:  (i)  Planning, 
coding,  testing,  and  installing  system  modifications; 
(ii)  drafting,  integrating,  and  implementing  related 
procedures  and  controls:  and  (iii)  preparing  training 
materials  and  administering  training  sessions  for 
staff  in  affected  areas.  See  also  supra  section 
III.A.5.a. 

1625  In  arriving  at  this  estimate  in  the  Proposing 
Release,  we  expected  that  any  required  additional 
work  generally  would  be  conducted  each  time  a 
money  market  fund  determined  whether  to  add  a 
new  issuer  to  the  approved  list  of  issuers  in  which 
the  fund  may  invest.  The  frequency  with  which  a 
money  market  fund  makes  these  determinations 
would  depend  on  its  size  and  investment  strategy. 

To  be  conservative,  and  based  on  Form  N-MFP  data 
concerning  the  munber  of  securities  held  in  money 
market  fimds’  portfolios,  we  estimated  that  a  money 
market  fund  could  be  required  to  make  such  a 
determination  between  33  and  339  times  each  year. 
This  was  based  on  our  staffs  review  of  data  filed 
on  Form  N-MFP  as  of  February  28,  2013,  which 
showed  that  the  10  smallest  money  market  funds 
by  assets  had  an  average  of  33  investments  and  the 
10  largest  money  market  funds  by  assets  had  an 
average  of  339  investments.  The  number  of  a  money 
market  fund’s  investments  should  be  a  rough  proxy 
for  the  number  of  times  each  year  that  a  money 
market  fund  could  add  an  issuer  to  its  approved 
list,  although  this  will  overstate  the  frequency  of 
these  determinations  [e.g.,  a  fund  may  have  a 
number  of  separate  investments  in  a  single  issuer). 
We  estimated  that  the  additional  time  commitment 
imposed  by  our  amendments,  if  any,  would  be  an 
additional  1-2  hours  of  an  analyst’s  time  each  time 
the  fund  determined  whether  to  add  an  issuer  to  its 
approved  list.  The  estimated  range  of  costs, 
therefore,  was  calculated  as  follows;  (33  Evaluations 
X  1  hour  of  a  junior  business  analyst’s  time  at  SI  55 
per  hour  =  S5,115)  to  (339  evaluations  x  2  hours  of 
a  junior  business  analyst’s  time  at  SI  55  per  hour  = 
S105,090).  Finally,  we  recognize  that  some  money 
market  funds  do  not  use  an  approved  list,  but 


comments  on  these  particular  estimates, 
although  we  have  updated  our  estimates 
based  on  more  recent  data,  and  now 
estimate  that  the  costs  of  this  minimal 
additional  time  commitment  to  a  money 
market  fund,  if  it  were  to  occur,  will 
range  from  approximately  $6,700  to 

$109,500  annually. ^626 

instead  evaluate  each  investment  separately.  We 
believe  that  the  number  of  a  money  market  fund’s 
investments  also  should  be  a  rough  proxy  for  the 
number  of  times  such  a  money  market  fund  would 
evaluate  each  investment.  Such  funds  may  be  on 
the  higher  end  of  the  range,  however,  because  the 
extent  to  which  a  fund’s  average  number  of 
investments  reflects  the  number  of  times  such  a 
fund  purchases  securities  would  depend  on  the  rate 
of  the  fund’s  portfolio  turnover.  Whether  any 
additional  analysis  would  be  required  as  a  result  of 
our  amendments  for  such  a  fund  also  would  depend 
on  whether  the  fund  invested  proceeds  from 
maturing  securities  in  issuers  for  which  a  new 
credit  risk  analysis  was  required  or  in  issuers  of 
securities  owned  by  the  fund  for  which  the  analj'sis 
may  already  have  been  done. 

1626  In  arriving  at  this  estimate,  we  expect  that 
any  required  additional  work  generally  will  be 
conducted  each  time  a  money  market  fund 
determined  whether  to  add  a  new  issuer  to  the 
approved  list  of  issuers  in  which  the  fund  may 
invest.  The  frequency  with  which  a  money  market 
fund  will  make  these  determinations  would  depend 
on  its  size  and  investment  strategy.  To  be 
consen'ative,  and  based  on  Form  N-MFP  data 
concerning  the  number  of  securities  held  in  money 
market  funds’  portfolios,  we  estimate  that  a  money 
market  fund  could  be  required  to  make  such  a 
determination  between  42  and  342  times  each  year. 
This  is  based  on  our  staffs  review  of  data  filed  on 
Form  N-MFP  as  of  February  28,  2014,  which 
showed  that  the  10  smallest  money  market  funds 
(not  including  government  or  Treasury  funds)  by 
assets  had  an  average  of  42  investments  and  the  10 
largest  money  market  funds  (not  including 
government  or  Treasury  funds)  by  assets  had  an 
average  of  342  investments.  The  number  of  a  money 
market  fund’s  investments  should  be  a  rough  proxy 
for  the  number  of  times  each  year  that  a  money 
market  fund  could  add  an  issuer  to  its  approved 
list,  although  this  will  overstate  the  frequency  of 
these  determinations  (e.g.,  a  fund  may  have  a 
number  of  separate  investments  in  a  single  issuer). 
We  estimate  that  the  additional  time  commitment 
imposed  by  our  amendments,  if  any,  will  be  an 
additional  1-2  hours  of  an  analyst’s  time  each  time 
the  fund  determined  whether  to  add  an  issuer  to  its 
approved  list.  The  estimated  range  of  costs, 
therefore,  is  calculated  as  follows:  (42  Evaluations 
X  1  hour  of  a  junior  business  analyst’s  time  at  SI 60 
per  hour  =  S6,720)  to  (342  evaluations  x  2  hours  of 
a  junior  business  analyst’s  time  at  S160  per  hour  = 
8109,440).  Finally,  we  recognize  that  some  money 
market  funds  do  not  use  an  approved  list,  but 
instead  evaluate  each  investment  separately.  We 
believe  that  the  number  of  a  money  market  fund’s 
investments  also  should  be  a  rough  proxy  for  the 
number  of  times  such  a  money  market  fund  would 
evaluate  each  investment.  Such  funds  may  be  on 
the  higher  end  of  the  rMge,  however,  because  the 
extent  to  which  a  fund’s  average  number  of 
investments  reflects  the  number  of  times  such  a 
fund  purchases  securities  would  depend  on  the  rate 
of  the  fund’s  portfolio  turnover.  Whether  any 
additional  analysis  would  be  required  as  a  result  of 
our  amendments  for  such  a  fund  also  would  depend 
on  whether  the  fund  invested  proceeds  from 
maturing  securities  in  issuers  for  which  a  new 
credit  risk  analysis  was  required  or  in  issuers  of 
securities  owned  by  the  fund  for  which  the  analysis 
may  already  have  been  done. 


2.  ABS — Sponsors  Treated  as 
Guarantors 

We  are  amending  rule  2a-7,  as 
proposed,  to  require  that  money  market 
funds  treat  the  sponsors  of  ABS  as 
guarantors  subject  to  rule  2a-7’s  10% 
diversification  limit  applicable  to 
guarantees  and  demand  features,  unless 
the  money  market  fund’s  board  of 
directors  (or  its  delegate)  determines 
that  the  fund  is  not  relying  on  the 
sponsor’s  financial  strength  or  its  ability 
or  willingness  to  provide  liquidity, 
credit  or  other  support  to  determine  the 
ABS’s  quality  or  liquidity. '‘627  As 
discussed  in  the  Proposing  Release, 
money  market  funds’  reliance  on  and 
exposure  to  sponsors  of  ABCP,  a  type  of 
ABS,  specifically  during  2007,  suggests 
that  current  rule  2a-7  potentially 
permits  money  market  funds  to  become 
overexposed  to  ABCP  sponsors. ^628 

amendments  today  therefore  provide 
that,  subject  to  an  exception,  money 
market  funds  investing  in  ABS  rely  on 
the  sponsor’s  financial  strength  or  its 
ability  or  willingness  to  provide 
liquidity,  credit,  or  other  support  to  the 
ABS,  and  require  diversification  against 
such  reliance  and  exposure  to  ABS 

sponsors. ■‘629 

A  number  of  commenters  generally 
supported  the  requirement  to  treat 

sponsors  of  ABS  as  guarantors. ppp 

’027  As  a  result,  subject  to  an  exception,  a  money 
market  fund  cannot  invest  in  ABS,  if  immediately 
after  the  investment  it  would  have  invested  more 
than  10%  of  its  total  assets  in  securities  issued  by 
or  subject  to  demand  features  or  guarantees  from 
the  ABS  sponsor.  See  rule  2a-7(a)(18)(ii)  and  rule 
2a-7(d)(3)(iii).  Current  rule  2a-7  applies  a  10% 
diversification  limitation  on  demand  features  and 
guarantees  to  75%  of  money  market  funds’  total 
assets.  As  discussed  in  infra  section  III. 1.3,  we  are 
amending  rule  2a-7  to  apply  the  10% 
diversification  limitation  to  85%  of  a  tax-exempt 
money  market  fund’s  assets  and  to  100%  of  a  fund’s 
assets  for  money  market  funds  other  than  tax- 
exempt  funds. 

’'’78  5gg  Proposing  Release,  supra  note  25,  at 
section  III.]. 2. 

1629  Under  the  amended  rule,  the  sponsor  of  an 
ABS  will  be  deemed  to  guarantee  the  entire 
principal  amount  of  those  ABS,  except  that  the 
sponsor  will  not  be  deemed  to  have  provided  such 
a  guarantee  for  purposes  of  the  following 
paragraphs  of  rule  2a-7;  (a)(12)(iii)  (Definition  of 
eligible  security);  (d)(2)(iii)  (credit  substitution); 
(d)(3)(iv)(A)  (fractional  guarantees);  and  (e) 
(guarantees  not  relied  on).  We  also  are  adopting  a 
number  of  conforming  amendments  to  other 
provisions  of  rule  2a-7  to  implement  the  treatment 
of  ABS  sponsors  as  guarantors.  See  rule  2a- 
7(f)(4)(iii)  (defining  defaults  for  purposes  of  rule  2a- 
7(f)(2)  and  (3)  as  applied  to  guarantees  issued  by 
ABS  sponsors);  rule  2a-7(g)(7)  (requiring  periodic 
re-evaluations  of  any  finding  that  the  fund  is  not 
relying  on  the  sponsor’s  financial  strength  or  ability 
or  willingness  to  provide  support  in  determining 
the  quality  or  liquidity  of  ABS);  and  rule  2a-7(h)(6) 
(recordkeeping  requirements  for  the  periodic  re- 
evaluations). 

1630  5gg_  e.g.,  Goldman  Sachs  Comment  Letter; 
Schwab  Comment  Letter;  U.S.  Bancorp  Comment 
Letter;  Vanguard  Comment  Letter;  BlackRock  II 
Comment  Letter;  Wells  Fargo  Comment  Letter. 
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example,  one  commenter  noted  that 
ABS  sponsors  have  provided  explicit  as 
well  as  implicit  credit  and  liquidity 
support  for  the  vehicles  they  have 
sponsored  and  that  it  is  therefore 
appropriate  that  such  support  be 
presumed  for  purposes  of  applying  rule 
2a-7  diversification  limitations. 

Several  commenters  however,  generally 

opposed  the  proposed  requirement.  ^ 632 

Some  of  these  commenters  argued  that 
the  requirement  to  treat  sponsors  of  ABS 
as  guarantors  is  not  consistent  with  the 
current  practice  of  money  market 
funds. ’633  por  example,  one  commenter 
stated  that  while  money  market  funds 
cannot  usually  review  information 
about  the  particular  assets  underlying 
ABS, ’634  money  market  funds 
nevertheless  base  their  credit  decisions 
on  a  multitude  of  factors  other  than  the 
sponsor’s  financial  strength. ’635  Some 
commenters  also  argued  that  money 
market  funds  look  to  the  legal 
requirement  for  a  sponsor  to  provide  a 
guarantee  rather  than  relying  on  an 
implicit  guarantee  by  the  sponsor,’ 636 
and  that  partial  or  incidental  reliance  on 
the  financial  strength  of  an  ABS  sponsor 
should  not  require  treatment  of  the 
sponsor  as  a  100%  guarantor  of  the 
ABS. ’637  Another  commenter  argued 


Goldman  Sachs  Comment  Letter. 

■>a32  See,  e.g;  SSGA  Comment  Letter;  Federated  II 
Comment  Letter.  See  also  ICI  Comment  Letter 
(arguing  that  the  amendment  could  result  in  a 
reduction  of  the  supply  of  secinities  to  money 
market  funds  without  any  increase  in  investor 
protection). 

^633  See,  e.g..  Federated  VIII  Comment  Letter; 
SSGA  Comment  Letter;  ICI  Comment  Letter. 

’<534  See  Proposing  Release,  supra  note  25, 
nn. 870-872  and  accompanying  text  (discussing  that 
an  asset-liabilitj’  mismatch  in  ABCP  conduits 
causes  ABCP  investors  to  analyze  the  structure  of 
the  ABCP  conduits  more  so  than  underlying  asset 
level  information). 

io35pg(jerated  II  Comment  Letter  (describing 
information  it  reviews,  including  pool  level 
information  about  the  underlying  assets).  See  also 
Federated  VIII  Comment  Letter  (discussing  its 
evaluation  of  ABCP  before  investing,  noting  that 
only  a  portion  of  their  analysis  is  based  on  the 
sponsor,  and  that  significant  emphasis  is  placed  on 
the  qualifying  assets);  SSGA  Comment  Letter 
(stating  that  it  believes  credit  analysis  with  regard 
to  ABS  should  not  solely  rely  upon  sponsor 
support). 

je36See,  e.g..  Federated  II  Comment  Letter;  ICI 
Comment  Letter  (arguing  that  because  the  proposed 
requirement  would  treat  a  sponsor  as  a  guarantor 
of  the  entire  amount  of  the  ABS  even  when  the 
sponsor  has  no  legal  obligation  to  support  its  ABS, 
the  amendment  seems  to  endorse  the  practice  of 
relying  on  an  “implicit”  guarantee  when  assessing 
the  credit  risk  of  ABS).  See  also  Federated  VIII 
(arguing  that  the  amendment  would  encourage 
investors  that  are  assessing  the  credit  risk  of  ABS 
to  rely  on  an  unproven  assumption  that  a  sponsor 
will  voluntarily  assume  losses  on  its  financial 
products,  and  that  because  such  “implicit 
guarantees”  are  not  reliable,  endorsing  this  practice 
would  only  increase  risks  to  money  market  funds 
that  invest  in  ABS.) 

See,  e.g.,  ICI  Comment  Letter;  Federated  VIII 
Comment  Letter. 


that  the  requirement  to  treat  the  sponsor 
of  an  SPE  issuing  ABS  as  a  guarantor  of 
ABS  would  require  money  market  funds 
to  expand  diversification  of  ABS 
sponsors  at  the  same  time  many  of  these 
sponsors  are  exiting  the  market. ’638 
While  we  recognize  that  in  many  cases 
a  money  market  fund  is  not  basing  its 
investment  decision  solely  on  the 
financial  strength  of  the  sponsor  or  on 
an  implicit  guarantee  by  the  sponsor,  we 
understand,  as  discussed  in  the 
Proposing  Release,  that  money  market 
funds  often  make  investment  decisions 
based,  at  least  in  part,  on  the 
presumption  that  the  sponsor  will  take 
steps  to  prevent  the  ABS  from 
defaulting. ’639  However,  money  market 
funds  are  generally  not  required  to 
diversify  against  ABS  sponsors  because 
the  support  that  ABS  sponsors  provide, 
implicitly  or  explicitly,  which  money 
market  funds  often  rely  on,  typically 
does  not  meet  the  current  rule’s 
definition  of  “guarantee”  or  “demand 
feature.”  ’64o 

We  acknowledge  that  if  sponsor 
supply  were  to  become  limited,  it  may 
be  more  difficult  for  money  market 
funds  to  obtain  ABS.  However,  after 
further  consideration,  we  continue  to 
believe  it  is  appropriate  to  amend  rule 
2a-7  to  require  diversification  against 
such  support  to  limit  a  money  market 
fund’s  concentration  in  a  single  sponsor 
because  a  fund  could  seek  to  rely  on 
liquidity  or  capital  support  from  that 
sponsor,  if  necessary.  When  a  money 
market  fund  is  determining  the  ABS’s 
quality  or  liquidity  based,  at  least  in 
part,  on  the  ABS  sponsor’s  financial 
strength  or  its  ability  or  willingness  to 
provide  liquidity,  credit  or  other 
support,  limiting  a  money  market  fund’s 
concentration  in  that  sponsor  mitigates 
the  risk  that  a  money  market  fund 
would  face  in  the  case  where  such  ABS 


leaejnvesco  Comment  Letter. 

Comment  Letter  of  the  American 
Securitization  Forum  (Aug.  2,  2010)  (available  in 
File  No.  S7-08-10)  (“ASF  August  2010  Comment 
Letter”).  (“[T]he  liquidity  and  credit  support  for  the 
vast  majority  of  ABCP  conduits  are  provided  by 
their  financial  institution  sponsors.”).  But  see  SFIG 
Comment  Letter  (describing  that  a  subset  of  ABCP 
conduits  are  administered  by  entities  that  are  not 
financial  institutions  and  that  credit  or  liquidity 
support  to  the  ABCP  conduit  is  provided  by 
financial  institutions  that  are  not  affiliated  with  the 
administrator);  ICI  Comment  Letter  (suggesting  that 
there  is  no  reason  to  require  diversification  against 
sponsors  as  opposed  to  other  service  providers  such 
as  ser\'icers  and  liquidity  providers).  Although 
persons  other  than  the  sponsor,  such  as  servicers 
and  liquidity  providers,  could  support  ABS,  we 
understand  that,  to  the  extent  ABS  have  explicit 
support,  it  tj'pically  is  provided  by  the  sponsor.  We 
also  understand  that  investors  in  ABS  without 
explicit  support  may  view  the  sponsor  as  providing 
implicit  support.  See,  e.g.,  Goldman  Sachs 
Comment  Letter. 

”*40  See  Proposing  Release,  supra  note  25,  n.868 
and  accompanying  text. 


sponsor  would  be  unable  to  support  the 
value  of  the  fund’s  investments  in  times 
of  severe  market  stress  because  it 
reduces  the  amount  of  a  money  market 
fund’s  investments  that  would  be 
impacted  by  the  inability  of  the  sponsor 
to  support  the  value  of  those 
investments. 

As  discussed  further  below,  we 
recognize  that  in  certain  cases  an  ABS 
sponsor  should  not  be  deemed  to 
guarantee  the  ABS.  An  ABS  sponsor 
therefore  will  not  be  deemed  to 
guarantee  tbe  ABS  if  the  money  market 
fund’s  board  of  directors  (or  its  delegate) 
determines  that  the  fund  is  not  relying 
on  the  ABS  sponsor’s  financial  strength 
or  its  ability  or  willingness  to  provide 
liquidity,  credit,  or  other  support  to 
determine  the  ABS’s  quality  or 
liquidity.  We  also  discuss  below  that  an 
ABS  sponsor  will  not  be  deemed  to 
guarantee  the  full  amount  of  ABS  in 
cases  of  firactional  guarantees. 

Commenters  noted  that  under  current 
rule  2a-7,  if  a  company  guarantees  or 
provides  a  demand  feature  of  a  portion 
of  the  qualifying  assets,  only  that 
portion  of  the  ABS  is  counted  towards 
the  diversification  limit. ’641  These 
commenters  expressed  concern  that 
amended  rule  2a-7  would  change  this 
result  by  treating  a  company  that 
sponsors  ABS  as  a  guarantor  of  the 
entire  amount  held  by  a  fund,  even  if 
the  company’s  guarantee  or  demand 
feature  is  limited  to  a  smaller 
amount. ’642  As  proposed,  in  cases 
where  a  security  is  subject  to  a 
fractional  demand  feature  or  guarantee 
by  the  sponsor,  as  defined  in  rule  2a- 
7,  a  money  market  fund  may  count  the 
fractional  demand  feature  or  guarantee 
in  place  of  deeming  the  sponsor  as  a 
guarantor  of  the  entire  principal  amount 
of  the  ABS. ’643  However,  in  cases  where 
a  money  market  fund  is  partially  or 
incidentally  relying  on  the  financial 
strength  of  the  ABS  sponsor,  but  such 
partial  or  incidental  reliance  does  not 
fall  under  the  definition  of  a  fractional 
guarantee,  the  money  market  fund  will 
be  required  to  treat  the  sponsor  as  a 
guarantor  of  the  entire  principal  amount 
of  the  ABS.  In  this  case,  even  though  a 
sponsor  may  not  be  providing  a  full 
guarantee,  the  fund  would  not  be  able 


’“41  See,  e.g.,  ICI  Comment  Letter;  Memorandum 
from  the  Division  of  Investment  Management 
regarding  a  September  10,  2013  meeting  with 
representatives  of  the  Structured  Finance  Industry 
Group. 

’“42 /d. 

’“43  See  rule  2a-7(d)(3)(iv)(A)  (calculation  of 
fractional  demand  features  or  guarantees)  and  rule 
2a-7(a)(18)(ii)  (providing  an  exception  from  the 
requirement  to  deem  a  sponsor  of  an  SPE  as 
providing  a  guarantee  with  respect  to  the  entire 
principal  amount  of  ABS  in  the  case  of  fractional 
guarantees). 
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to  readily  determine  the  actual  portion 
of  assets  for  which  the  guarantor  is 
providing  structural  support.  Therefore, 
except  in  cases  of  fractional  guarantees 
as  discussed  above,  we  continue  to 
believe  that,  unless  the  board  of 
directors  determines  that  the  fund  is  not 
relying  on  the  financial  strength  of  the 
sponsor,  it  is  appropriate  to  require 
diversification  against  such  sponsor 
with  respect  to  all  the  qualifying  assets 
in  order  to  mitigate  the  risk  that  an  ABS 
sponsor  would  be  unable  to  support  the 
value  of  a  money  market  fund’s 
investments  in  times  of  severe  market 
stress. 

One  commenter  suggested  that 
explicit  support  would  not  always  be 
dispositive  in  determining  the  sponsor’s 
identity  and  that  treating  certain  entities 
as  sponsors  would  not  reflect  actual 
economic  risks  to  the  fund.^®"*^  This 
commenter  also  recommended  that  we 
define  the  term  sponsor  in  our  final 
amendments,  noting  that  otherwise  it 
may  be  difficult  for  certain  money 
market  funds  to  determine  the  entity 
that  is  providing  the  deemed 
guarantee. 1®“*®  Although  providing  a 
specific  definition  of  ABS  sponsor  may 
exclude  certain  entities  that  should 
otherwise  be  treated  as  a  sponsor,  and 
may  not  allow  for  future  flexibility  with 
regards  to  new  types  of  ABS  structures, 
we  understand  that  determining  the 
ABS  sponsor  in  certain  cases  may 
present  difficulties.  We  recognize  that  in 
some  cases  where  the  administrator  of 
an  ABCP  conduit,  which  may  otherwise 
be  commonly  thought  of  as  the  sponsor, 
is  not  providing  liquidity  or  credit 
support,  the  administrator  would  not 
appropriately  be  defined  as  a  sponsor 
for  pm-poses  of  our  amended 
diversification  requirements.  In  this 
case,  requiring  diversification  against 
entities  that  do  not,  or  could  not, 
provide  liquidity,  credit  or  other 
support  to  the  ABCP  conduit  would  not 
reflect  the  actual  risks  of  a  fund’s 
exposure  to  such  an  entity.  For  ABCP, 
we  believe  that  the  sponsor  will 
typically  be  the  financial  institution  that 
provides  explicit  liquidity  and/or  credit 
support  and  also  provides 
administrative  services  to  the  ABCP 
conduit. ''®‘^®  The  amended 


1644  SFIG  Comment  Letter  (recommending  that  we 
define  a  provider  of  credit  and  liquidity  support  to 
an  ABCP  conduit  that  equals  or  exceeds  fifty 
percent  of  the  outstanding  face  amount  of  the  ABCP 
of  such  conduit  as  the  sponsor). 

1045 /c/. 

1046  For  TOB  programs  in  which  the  liquidity 
provider  for  the  TOB  program  or  its  affiliate  holds 
the  residual  interest  in  the  TOB  trust,  we  believe 
the  entity  that  provides  both  the  liquidity  support 
and  holds  the  residual  interest  typically  will  be  the 
sponsor.  For  TOB  programs  in  which  the  liquidity 
provider  or  its  affiliate  does  not  also  own  the 


diversification  requirements  we  are 
adopting  today  aim  to  diversify  against 
the  risks  of  concentration  of  exposure  to 
entities  that  a  fund  may  be  relying  on, 
whether  explicitly  or  implicitly,  in 
determining  the  AbS’s  quality  or 
liquidity.  Therefore,  if  a  money  market 
fund  is  relying  on  an  entity’s  financial 
strength  or  its  ability  or  willingness  to 
provide  liquidity,  credit,  or  other  types 
of  support  to  determine  the  ABS’s 
quality  or  liquidity,  such  entity  would 
appropriately  be  defined  as  a  sponsor 
for  purposes  of  our  amended 
diversification  requirements. 

As  proposed,  om  amended  rule 
requires  that,  unless  the  board  (or  its 
delegate)  determines  otherwise,  all  ABS 
sponsors  are  deemed  to  guarantee  their 
ABS.  We  are  applying  this  requirement 
to  all  ABS  sponsors  because  we  are 
concerned  that  applying  the 
requirement  only  to  sponsors  of  certain 
types  of  ABS  could  become  obsolete  as 
new  forms  of  ABS  are  introduced. 
Because  we  recognize  that  it  may  not  be 
appropriate  to  require  money  market 
funds  to  treat  ABS  sponsors  as 
guarantors  in  all  cases,  under  amended 
rule  2a-7,  an  ABS  sponsor  would  not  be 
deemed  to  guarantee  the  ABS  if  the 
money  market  fund’s  board  of  directors 
(or  its  delegate)  determines  that  the  fund 
is  not  relying  on  the  ABS  sponsor’s 
financial  strength  or  its  ability  or 
willingness  to  provide  liquidity,  credit, 
or  other  support  to  determine  the  ABS’s 
quality  or  liquidity. 1®“*^  In  determining 
whether  a  money  market  fund  is  relying 
on  the  ABS  sponsor’s  financial  strength 
or  its  ability  or  willingness  to  provide 
liquidity,  credit,  or  other  support,  the 
money  market  fund  board  of  directors 
may  want  to  consider,  among  other 
things,  whether  the  fund  considers  the 
ABS  sponsor’s  financial  strength  or  its 
ability  or  willingness  to  provide 
liquidity,  credit,  or  other  support  as  a 
factor  when  determining  the  ABS’s 
quality  or  liquidity. 

While  one  commenter  specifically 
supported  the  exception  to  the  ABS 
sponsor  designation  through  money 
market  fund  board  of  directors  (or 
delegate)  action,’®^®  other  commenters 
expressed  concern  that  overseeing 
determinations  that  a  money  market 
fund  is  not  relying  on  ABS  sponsors 
would  impose  further  burdens  on 


residual  interest  in  the  TOB  trust,  we  believe  the 
financial  institution  that  sets  up  the  TOB  program, 
markets  and  remarkets  the  TOBs,  transfers  the 
municipal  security  into  the  TOB  trust  and/or 
provides  liquidity  typically  will  be  the  sponsor. 

i(>47Rule  2a-7{a)(18)(ii).  This  determination  must 
be  documented  and  retained  by  the  money  market 
fund.  See  rule  2a-7(g)(7)  and  rule  2a-7(h)(6). 

Goldman  Sachs  Comment  Letter. 


money  market  fund  directors.^®'*® 
However,  a  board  can,  and  likely  will, 
delegate  this  responsibility.^®®®  While 
we  recognize  that  a  board  will,  at  a 
minimum,  need  to  provide  oversight 
and  establish  procedures  i®®"*  if  it 
delegates  its  responsibility,  we  believe 
that  any  incremental  burden  to  make  a 
determination  (by  the  board  or  its 
delegate)  regarding  reliance  on  an  ABS 
sponsor  should  be  minimal,  as  the 
money  market  fund  would  already  have 
analyzed  the  security’s  credit  quality 
and  liquidity  when  assessing  whether 
the  security  posed  minimal  credit  risks 
and  whether  the  fund  could  purchase 
the  security  consistent  with  rule  2a-7’s 
limits  on  investments  in  “illiquid 
securities.’’  ’®®2  One  commenter 
supported  a  board  exception  that 
applied  when  a  money  market  fund 
board  (or  its  delegate)  determines  that  a 
sponsor’s  financial  strength  or  its  ability 
or  willingness  to  provide  liquidity, 
credit  or  other  support  did  not  play  a 
substantial  role  in  the  money  market 
fund’s  assessment  of  the  ABS’s  quality 
or  liquidity.^®®®  On  balance  however, 
we  believe  that  even  when  a  money 
market  fund  board  of  directors  (or  its 
delegate)  determines  that  a  sponsor’s 
financial  strength  or  its  ability  or 
willingness  to  provide  liquidity,  credit 
or  other  support  plays  a  less  than 
substantial  role  in  the  money  market 
fund’s  assessment  of  the  ABS’s  quality 
or  liquidity,  it  is  beneficial  to  require 
diversification  against  such  sponsor 
because  it  limits  a  money  market  fund’s 
concentration  in  a  single  sponsor  on 
which  the  fund  could  still  seek  to  rely. 

In  addition,  requiring  diversification 
against  such  sponsor  also  mitigates  the 
possible  effect  of  an  ABS  sponsor  being 
unable  to  support  the  value  of  the  ABS 
because  a  money  market  fund  will  be 
required  to  diversify  against  its 
investments  in  ABS  with  such  sponsor. 
We  are  therefore  adopting  the  board 
exception  as  proposed. 

Several  commenters  argued  that  a 
board  should  not  have  to  make  a  finding 
in  certain  situations  where  the  ABS  is 
fully  supported  by  a  guarantee  or 
demand  feature  provided  by  a  third 
party.  ^®®^  One  of  these  commenters 
argued  that  if  an  issuance  of  ABS  has  a 


1649  Federated  VlII  Comment  Letter;  ICI  Comment 
Letter;  Fidelity  Comment  Letter. 

1**50  5ee  rule  2a-7(j)  (providing  a  money  market 
hind’s  board  of  directors  the  ability  to  delegate  to 
the  fund’s  adviser  or  officers  the  responsibility  to 
make  certain  determinations  required  to  be  made  by 
the  board  of  directors  under  rule  2a-7). 
i*‘5i  See  rule  2a-7(j)(l)  and  (2). 

1052  Rule  2a-7(a}(12)  (definition  of  “eligible 
security’’)  and  rule  2a-7(d)(4)  (portfolio  liquidity). 
io53invesco  Comment  Letter. 

See,  e.g.,  ICI  Comment  Letter;  Fidelity 
Comment  Letter;  Wells  Fargo  Comment  Letter. 
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contractual  guarantee  of  support  by  a 
third  party,  we  should  require  money 
market  funds  to  count  the  third-party 
guarantor,  rather  than  the  sponsor,  for 
purposes  of  the  diversification  limit.^®^^ 
This  commenter  noted  that  for  ABS  that 
carry  contractual  guarantees  of  support 
by  third  parties,  a  fund  manager  often 
looks  to  financial  strength  and 
creditworthiness  of  the  third-party 
guarantor  to  evaluate  the 
creditworthiness  or  liquidity  of  the 

We  recognize  that  in  certain 
cases,  ABS  may  be  fully  supported  by  a 
guarantee  or  demand  feature  provided 
by  a  third  party  where  the  board  (or  its 
delegate)  would  determine  that  the 
money  market  fund  is  not  relying  on  the 
ABS  sponsor’s  financial  strength  or  its 
ability  or  willingness  to  provide 
liquidity,  credit,  or  other  support  to 
determine  the  ABS’  quality  or  liquidity. 
However,  some  money  market  funds 
may  view  the  third-party  guarantee  as  a 
“layered  guarantee’’  on  top  of  the 
sponsor’s  guarantee,  which  today  are 
both  subject  to  a  10%  diversification 
limit  under  rule  2a-7.  We  believe  it  is 
appropriate  to  allow  for  instances  of 
layered  guarantees  when  a  third-party 
guarantor  is  present,  and  therefore 
believe  that  in  cases  where  a  money 
market  fund  is  relying  only  on  the  third- 
party  guarantor  the  board  (or  its 
delegate)  can  determine  that  it  is  not 
relying  on  the  sponsor,  and  in  cases 
where  a  money  market  fund  views  the 
third-party  guarantor  as  providing  a 
layered  guarantee,  the  amended  rule 
will  provide  that  the  money  market 
fund  treat  the  guarantee  by  the  sponsor 
and  the  guarantee  by  the  third-party 
guarantor  as  layered  guarantees. 

Commenters  also  argued  that  the 
board  should  not  have  to  make  the 
required  findings  for  certain  types  of 
ABS,  such  as  TOBs.  Commenters  argued 
that  diversification  from  TOB  sponsors 
is  unnecessary  because  TOBs  have 
dedicated  liquidity  providers  and 
frequently  have  credit  enhancement, 
and  the  TOB  sponsor  may  not 
necessarily  be  the  provider  of  either.iss? 
Commenters  also  stated  that  tax-exempt 
money  market  funds  in  particular  would 
suffer  if  TOBs  were  not  excluded 
because  the  amended  diversification 
requirements  would  further  restrict  a 
money  market  fund’s  ability  to  hold 
TOBs.^®5®  One  commenter 
recommended  excluding  sponsors  of  all 
types  of  ABS  (other  than  ABCP)  from 

1655  Wells  Fargo  Comment  Letter. 

1656 

’•*57  See,  e.g.,  Vanguard  Comment  Letter.  See  also 
SIFMA  Comment  Letter. 

1658  See,  e.g..  Fidelity  Comment  Letter;  SIFMA 
Comment  Letter  (noting  that  TOBs  already  have  a 
limited  number  of  sponsors). 


the  proposed  ABS  sponsor  rule,  noting 
that  sponsors  of  non- ABCP  ABS  do  not 
typically  provide  explicit  credit  or 
liquidity  support.’®^®  We  recognize  that 
in  some  cases  diversification  from  non- 
ABCP  ABS  sponsors,  including  TOB 
sponsors  may  be  unnecessary  if  the  fund 
is  not  relying  on  the  sponsor’s  financial 
strength  or  its  ability  or  willingness  to 
provide  liquidity,  credit  or  other 
support  to  determine  the  ABS’s  quality 
or  liquidity. 

Although  commenters  suggested 
providing  an  exclusion  from  the 
amended  rule,  we  believe  that  non- 
ABCP  ABS,  including  TOBs,  are  more 
appropriately  addressed  through  the 
board  exception  to  the  diversification 
requirement.  Because  at  least  in  some 
instances  a  fund  may  be  looking  to  the 
sponsor’s  financial  strength  or  its  ability 
or  willingness  to  provide  liquidity, 
credit  or  other  support  to  determine  the 
ABS’s  quality  or  liquidity,  we  have 
decided  to  retain  the  presumption  for 
ABS  generally.  In  addition,  we  believe 
that  it  would  be  inefficient  to  attempt  to 
anticipate  every  type  of  ABS  sponsor 
that  should  be  excluded  now  or  in  the 
future,  and  designating  particular 
exclusions  in  the  amended  rule  may  not 
provide  for  innovation  of  new  types  of 
ABS  over  time.  The  rebuttable 
presumption  we  are  adopting  today 
however,  does  allow  for  flexibility  in 
instances  where  the  fund  is  not  looking 
to  the  sponsor,  irrespective  of  the  actual 
type  of  ABS,  where  the  board  of 
directors  determines  that  the  fund  is  not 
relying  on  the  sponsor  to  make 
determinations  about  quality  or 
liquidity. 

3.  The  Twenty-Five  Percent  Basket 

We  proposed  amending  rule  2a-7  to 
eliminate  the  “twenty-five  percent 
basket,’’  under  which  as  much  as  25% 
of  the  value  of  securities  held  in  a 
money  market  fund’s  portfolio  may  be 
subject  to  guarantees  or  demand  features 
from  a  single  institution.’ After 


1659SFIG  Comment  Letter. 
i66ocurrent  rule  2a-7  applies  a  10% 
diversification  limit  on  guarantees  and  demand 
features  only  to  75%  of  a  money  market  fund’s  total 
assets.  See  current  rule  2a-7(c)(4)(iii)(A).  A  money 
market  fund,  however,  may  only  use  the  twenty-five 
percent  basket  to  invest  in  demand  features  or 
guarantees  that  are  first  tier  securities  issued  by 
non-controlled  persons.  See  rules  2a-7(c)(4)(iii)(B) 
and  (C).  Although  we  proposed  to  delete  current 
rule  2a-7(a){10)  (definition  of  demand  feature 
issued  by  a  non-controlled  person)  because  the  term 
is  used  only  in  connection  with  the  twenty-five 
percent  basket,  we  are  retaining  the  definition 
because  our  amendments  provide  a  fifteen  percent 
basket  for  tax-exempt  money  market  funds.  See  rule 
2a-7(a)(10).  We  also  are  adopting  certain 
amendments  to  clarify  that  a  fund  must  comply 
with  this  10%  diversification  limit  immediately 
after  it  acquires  a  security  directly  issued  by,  or 
subject  to  guarantees  or  demand  features  provided 


further  consideration,  and  in  light  of  the 
comments  received,  our  final 
amendments  (i)  remove  the  twenty-five 
percent  basket  for  money  market  funds 
other  than  tax-exempt  money  market 
funds,  and  (ii)  reduce  to  15%,  rather 
than  eliminate,  the  twenty-five  percent 
basket  for  tax-exempt  money  market 
funds,  including  single  state  money 
market  funds.’®®’ 

As  discussed  in  the  Proposing 
Release,  a  number  of  recent  events  have 
highlighted  the  risks  to  money  market 
funds  caused  by  their  substantial 
exposure  to  providers  of  demand 
features  and  guarantees. ’®®2  For 
example,  during  the  financial  crisis, 
many  funds  were  heavily  exposed  to 
bond  insurers  and  a  few  major  financial 
institutions  that  served  as  liquidity 
providers.  This  concentration  led  to 
considerable  stress  in  the  municipal 
markets  when  some  of  these  bond 
insurers  and  financial  institutions  came 
under  pressure  during  the  financial 
crisis.  We  continue  to  believe  that 
tightening  diversification  requirements 
with  respect  to  a  money  market  fund’s 
exposure  to  securities  subject  to 
guarantees  or  demand  features  from  a 
single  guarantor  or  demand  feature 
provider  will  reduce  this  risk.  However, 
we  are  concerned  that  removing  the 
twenty-five  percent  basket  entirely  for 
tax-exempt  money  market  funds  would 
inhibit  the  ability  of  these  funds  to  be 


by,  the  institution  that  issued  the  security  or 
provided  the  demand  feature  or  guarantee.  See  rules 
2a-7(d)(3)(i)  and  (iii).  We  believe  this  amendment 
reflects  funds’  current  practices  and  is  consistent 
with  rule  2a-7’s  current  requirements. 

1661  We  note  that  Investment  Company  Act  rule 
12d3-l  also  refers  to  a  twenty-five  percent  basket. 
See  rule  12d3-l(d)(7)(v).  That  rule  generally 
permits  investment  companies  to  purchase  certain 
securities  issued  by  companies  engaged  in 
securities-related  activities  notwithstanding  section 
]  2(d)(3)’s  limitations  on  these  kinds  of  transactions. 
Among  other  things,  rule  12d3-l  provides  that  the 
acquisition  of  a  demand  feature  or  guarantee  as 
defined  in  rule  2a-7  will  not  be  deemed  to  be  an 
acquisition  of  the  securities  of  a  securities-related 
business  provided  that  "immediately  after  the 
acquisition  of  any  Demand  Feature  or  Guarantee, 
the  company  will  not,  with  respect  to  75  percent 
of  the  total  value  of  its  assets,  have  invested  more 
than  10  percent  of  the  total  value  of  its  assets  in 
securities  underlying  Demand  Features  or 
Guarantees  from  the  same  institution.”  We 
requested  comment  as  to  whether  we  should  revise 
rule  12d3-l  to  apply  this  diversification 
requirement  with  respect  to  all  of  an  investment 
company’s  total  assets,  rather  than  just  75%  of 
assets,  for  consistency  with  the  proposed 
elimination  of  the  twenty-five  percent  basket  in  rule 
2a-7.  We  received  no  comments  regarding  rule 
1 2d3-l .  At  this  time  we  are  not  amending  rule 
12d3-l  to  reflect  our  amendments  to  rule  2a-7’s 
diversification  provisions  because  although  rule 
12d3-l  provides  a  twenty-five  percent  basket  for 
purposes  of  section  12(d)(3)  limitations,  this 
twenty-five  percent  basket  is  not  directly  associated 
with  the  twenfy’-five  percent  basket  in  rule  2a-7. 

ui62  Sge  Proposing  Release,  supra  note  25,  at 
section  III.). 3. 
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fully  invested  in  securities  subject  to 
guarantees  or  demand  features  or  may 
force  them  to  invest  in  securities  that 
have  weaker  credit  than  the  securities 
they  might  otherwise  purchase,  due  to 
the  more  limited  availability  of 
guarantors  and  demand  feature 
providers  for  tax-exempt  money  market 
funds  as  compared  to  non-tax-exempt 
money  market  funds. Accordingly, 
under  our  amendments,  as  much  as 
15%  of  the  value  of  securities  held  in 
a  tax-exempt  money  market  fund’s 


portfolio  may  be  subject  to  guarantees  or 
demand  features  from  a  single 
institution.^®®"* 

a.  Use  of  Twenty-Five  Percent  Basket  by 
Money  Market  Funds 

i.  Non-Tax-Exempt  Money  Market 
Funds 

To  help  us  evaluate  the  possible 
effects  of  removing  the  twenty-five 
percent  basket  on  non-tax-exempt 
money  market  funds,  DERA  staff 
analyzed  the  exposure  that  money 


market  funds  have  to  guarantors,  as 
described  in  detail  in  the  DERA 
Guarantor  Diversification  Memo.*®®®  As 
demonstrated  below,  DERA  staff  found 
that  the  majority  of  money  market  funds 
do  not  use  the  twenty-five  percent 
basket. 

As  presented  in  the  figure  below, 
DERA  staff  examined  the  number  of 
money  market  funds  for  which 
guarantors  compose  more  than  10%, 
15%  and  20%  of  their  portfolios, 
respectively.*®®® 


As  shown  in  the  figure  below,  DERA 
staff  also  examined  the  percent  of  all 


1003  As  discussed  in  more  detail  below,  this 
concern  primarily  applies  to  tax-exempt  funds,  the 
largest  users  of  the  basket,  as  they  face  a 
significantly  more  constrained  supply  of  investable 
securities  than  other  types  of  money  market  funds. 

See  rule  2a-7(d)(3)(iii)(B)  and  rule  2a- 
7(a)(28).  See  also  supra  note  1583. 


money  market  funds  for  which 
guarantors  compose  more  than  10%, 


1 005  Municipal  Money  Market  Funds 
Exposure  to  Parents  of  Guarantors  (“DERA 
Guarantor  Diversification  Memo”)  (March  17, 
2014),  available  at  http://w'ww.scc.gov/cominents/ 
s7-03-J3/s7031 3-323.pdf.  In  the  DERA  Guarantor 
Diversification  Memo,  the  term  “guarantors”  is 
used  to  refer  both  to  the  ultimate  parent  of  issuers 
of  guarantees  and  issuers  of  demand  feature,  and 


15%,  and  20%  of  their  portfolios, 
respectively.*®®*’ 


the  term  “guarantees”  is  used  to  refer  both  to 
guarantees  and  demand  features. 

ineejd.  The  DERA  Guarantor  Diversification 
Memo  also  provides  information  regarding  tax- 
exempt  money  market  funds,  which  we  discuss 
below. 

1BB7  Id, 
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In  addition,  as  illustrated  in  the  figure  funds  have  above  the  10%,  15%,  and 
below,  DERA  staff  examined  the  amount  20%  thresholds,  respectively.’®®® 
of  excess  exposure  that  money  market 


DERA  staff  also  found,  as  illustrated  the  entire  money  market  fund  industry  excess  of  the  10%,  15%,  and  20% 

below,  that  only  a  small  percentage  of  assets  are  exposed  to  guarantors  in  thresholds.’®®® 


1668  ](j 


1660  Jfj 
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In  addition  to  showing  that  the 
majority  of  money  market  funds  do  not 
use  the  basket,  the  data  analyzed  in  the 
DERA  Guarantor  Diversification  Memo 
also  shows  that  money  market  funds 
that  do  use  the  twenty-five  percent 
basket  use  the  basket  to  a  limited  extent 
for  purposes  of  gaining  a  high  level  of 
exposure  to  any  one  particular  guarantor 
or  demand  feature  provider.’ 
commenters  noted  that  although  a 
money  market  fund  may  use  the  full 
twenty-five  percent  basket  to  gain 
exposure  to  one  guarantor  or  demand 
feature,  money  market  funds  will  often 
use  the  twenty-five  percent  basket  to 
gain  a  smaller  amount  of  exposure  to 
two  guarantors  or  demand  feature 
providers  above  the  10%  diversification 
limit,  for  a  total  of  up  to  twenty-five 
percent.’®’’’ 

As  noted  by  commenters,  currently,  a 
money  market  fund  can  use  the  twenty- 
five  percent  basket  in  two  ways.  First, 
a  money  market  fund  can  apply  the 
basket  to  one  guarantor  where  the 
guarantor  can  account  for  as  much  as 
25%  of  the  portfolio’s  guarantees.  The 
figures  above  show  that  $260  million  or 
0.01%  of  the  industry  dollars  are  above 
the  20%  threshold  as  of  November  2012 
and  $740  million  or  0.03%  of  the 


The  DERA  Guarantor  Diversification 
Memo  shows  that  money  market  funds’  exposure  in 
excess  of  the  15%  diversification  threshold  is 
relatively  small,  amounting  to  0.03%  of  the  assets 
in  the  entire  money  market  fund  industry  as  of 
November  2012. 

See,  e.g..  Wells  Fargo  DERA  Comment  Letter; 
Comment  Letter  of  Federated  Investors,  Inc. 
(Municipal  Money  Market  Funds)  (Apr.  23,  2014) 
(“Federated  DERA  III  Comment  Letter”);  SIFMA 
DERA  Comment  Letter.  For  example,  money  market 
funds  may  use  the  twenty-five  percent  basket  to 
obtain  exposure  for  two  demand  feature  providers 
or  guarantors  above  the  10%  diversification  limit, 
in  which  case  the  exposure  to  any  one  demand 
feature  provider  or  guarantor  would  have  to  be  less 
than  15%,  and  the  average  exposure  to  any  one 
demand  feature  provider  or  guarantor  could  not 
exceed  12.5%.  See  Federated  DERA  III  Comment 
Letter. 


industry  dollars  are  above  the  15% 
threshold  as  of  November  2012, 
suggesting  that  few  funds  are  using  the 
basket  this  way.  Second,  a  money 
market  fund  can  apply  the  basket  to  two 
guarantors  where  each  guarantor  has 
between  10%  and  15%  of  the  portfolio 
guarantees  and  the  sum  equals  25%  or 
less.  The  difference  between  the  15% 
and  the  10%  threshold  amounts  in  the 
above  illustrations  represents  the  usage 
under  this  scenario.  As  of  November 
2012,  $6.02  billion  or  0.2%  of  the 
industry  dollars  are  used  this  way, 
suggesting  that  most  funds  use  the 
twenty-five  percent  basket  divided  up 
among  two  guarantors  with  exposures 
up  to  15%.’®’’^  If  we  assume  an  even 
split  of  12.5%  between  two  guarantors, 
then  instead  of  having  to  reduce 
exposure  from  25%  to  10%  for  one 
guarantor,  most  money  market  funds 
will  be  required  to  reduce  exposure 
from  12.5%  to  10%  for  two  guarantors. 
Thus,  because  most  money  market 
funds  are  not  today  using  the  twenty- 
five  percent  basket  to  gain  high  levels  of 
exposure  to  any  one  particular  guarantor 
or  demand  feature  provider,  we  believe 
that  any  negative  effects  for  these  money 
market  funds  that  would  be  associated 
with  reducing  exposure  to  guarantors 
would  generally  be  minimal. 

One  commenter  suggested  that  the 
figures  we  provided  in  the  Proposing 
Release  (which  were  derived  from 
monthly  Form  N-MFP  filings)  only 
captured  the  funds  that  used  the  twenty- 
five  percent  basket  on  one  particular 
day,  but  that  the  basket  is  regularly 
relied  upon  during  the  course  of  the 
fund’s  operations. ’®’^3  The  DERA 


As  discussed  below,  the  DERA  analysis 
further  shows  that  the  usage  of  the  twentj'-five 
percent  basket  is  predominantly  used  by  tax-exempt 
money  market  funds. 

’<*73  BlackRock  II  Comment  Letter.  See  also 
Federated  II  Comment  Letter  (stating  that  tax- 
exempt  money  market  funds  regularly  rely  on  the 


Guarantor  Diversification  Memo 
addresses  the  commenter’s  concern  by 
reviewing  the  use  of  the  twenty-five 
percent  basket  over  a  period  of  two 
years.’®’’"’  After  further  review,  our  staff 
found  that  the  data  we  provided  in  the 
Proposing  Release  is  comparable  with 
the  use  of  the  twenty-five  percent  basket 
when  we  analyze  money  market  funds’ 
use  over  two  years. ’®7®  Therefore, 
although  commenters  suggest  that  the 
use  of  the  twenty-five  percent  basket 
may  vary  considerably  during  the 
course  of  operation,  and  commenters 
did  not  provide  any  specific  data 
suggesting  otherwise,  our  staff  found 
that  the  use  of  the  twenty-five  percent 
basket  over  a  longer  period  was  in  fact 
relatively  constant. 

The  data  and  figures  provided  above, 
which  show  that  most  funds  that  are 
using  the  basket  are  using  the  basket 
between  the  15%  and  10%  thresholds, 
suggest  that  eliminating  the  basket  for 
all  money  market  funds  (other  than  tax- 
exempt  money  market  funds),  as 
opposed  to  providing  a  fifteen  percent 
basket,  most  effectively  addresses  our 
concerns  about  a  money  market  fund’s 
exposure  to  a  single  guarantor  or 
demand  feature  provider  because 
eliminating  the  basket  provides  a 
significant  mitigation  of  the  risks  to 
money  market  funds  caused  by  their 
substantial  exposure  to  these  providers. 
After  further  consideration,  we  continue 
to  believe  that  removing  the  twenty-five 
percent  basket  for  money  market  funds 
(other  than  tax-exempt  money  market 
funds)  instead  of  providing  a  fifteen 
percent  basket  (or  other  size  basket). 


twenty-five  percent  basket  during  the  course  of 
their  operations  and  that  three  quarters  of  its  tax- 
exempt  money  market  funds  and  all  but  two  of  its 
14  single  state  funds  ciurently  hold  securities  in 
their  twenty-five  percent  basket). 

See  DERA  Guarantor  Diversification  Memo, 
supra  note  1665. 

1675 /c/ 
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more  appropriately  addresses  the  risk 
that  a  fund  faces  when  it  is  heavily 
exposed  to  a  single  guarantor  or  demand 
feature  provider. 

ii.  Tax-Exempt  Money  Market  Funds 

As  discussed  in  greater  detail  in  the 
DERA  Guarantor  Diversification  Memo, 


and  as  discussed  further  below,  DERA 
staff  also  analyzed  data  and  figures 
regarding  the  use  of  the  twenty-five 
percent  basket  by  tax-exempt  money 
market  funds.  DERA  staff  found  that  tax- 
exempt  money  market  funds  in  general, 
and  single  state  money  market  funds  in 
particular,  use  the  twenty-five  percent 


basket  to  a  higher  degree  than  money 
market  funds  as  a  whole.  As  set  forth 
below,  DERA  staff  examined  the  number 
of  other  tax-exempt  funds  and  single 
state  funds  for  which  guarantors 
compose  more  than  10%,  15%,  and 
20%  of  their  portfolios,  respectively. 


As  illustrated  below,  DERA  staff  also 
examined  the  percent  of  other  tax- 


exempt  funds  and  single  state  funds  for 
which  guarantors  compose  more  than 


10%,  15%,  and  20%  of  their  portfolios, 
respectively.’®’’^ 


The  DERA  Guarantor  Diversification  municipal  money  market  funds  on  Form  N-MFP 

Memo  divides  municipal  money  market  funds  into  (Item  10),  “single  state  funds”  and  “other  tax- 
two  categories,  consistent  with  the  tw'o  types  of  exempt  funds.” 
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In  addition,  DERA  staff  examined  the  have  in  assets  above  the  10%,  15%,  and 
amount  of  excess  exposure  that  other  20%  thresholds,  respectively.’®^” 
tax-exempt  funds  and  single  state  funds 


Lastly,  as  illustrated  below,  DERA 
staff  found  that  only  a  small  percentage 


of  the  entire  other  tax-exempt  fund  and 
single  state  fund  industry  assets  are 


exposed  to  guarantors  in  excess  of  the 
10%,  15%,  and  20%  thresholds.’®’'® 


DERA  staff  analyzed,  among  other 
things:  (i)  The  percentage  of  tax-exempt 
money  market  fund  assets  exposed  to 
guarantors  above  the  10%  threshold, 
which  shows  the  percentage  of  assets 
that  would  need  to  be  reinvested  if  we 
eliminated  the  twenty-five  percent 
basket,  as  proposed;  and  (ii)  the 
percentage  of  tax-exempt  money  market 


fund  assets  exposed  to  guarantors  above 
the  15%  threshold,  which  shows  the 
percentage  of  assets  that  will  need  to  be 
reinvested  as  a  result  of  the  fifteen 
percent  basket  that  we  are  adopting 
today  for  tax-exempt  money  market 
funds.  We  believe  that  our  staff’s 
analysis  of  the  percentage  of  assets 
invested  in  securities  subject  to  demand 


features  or  guarantees  in  excess  of  the 
10%  and  15%  guarantor  diversification 
limits,  respectively,  provides  an 
accurate  reflection  of  the  potential 
impact  that  elimination  or  reduction  of 
the  twenty-five  percent  basket  would 
have  on  other  tax-exempt  funds  and 
single  state  funds.  We  also  believe  that 
looking  to  the  percentage  of  assets,  as 


Ki78  7c/ 
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opposed  to  the  number  of  funds  or 
excess  amount  of  assets  in  dollars 
(which  only  show  absolute  numbers), 
most  accurately  shows  the 
corresponding  level  of  assets  that  will 
need  to  be  reinvested. 

The  above  data  shows  that  the 
percentage  of  other  tax-exempt  funds 
and  single  state  fund  assets  exposed  to 
guarantors  above  the  10%  and  15% 
guarantor  diversification  limits  are 
relatively  small  when  compared  to  other 
municipal  money  market  funds  and  the 
money  market  fund  industry  as  a  whole, 
although  the  data  also  shows  that  other 
tax-exempt  funds  and  single  state  funds 
use  the  basket  to  a  greater  extent  than 
money  market  funds  generally.  In 
addition  to  acknowledging  that  the 
proposed  elimination  of  the  basket 
would  have  a  greater  effect  on  tax- 
exempt  money  market  funds  because  of 
their  higher  use  of  the  basket,  we  have 
also  taken  into  account  commenters’ 
concerns,  as  discussed  below,  regarding 
the  limited  availability  of  guarantor  and 
demand  feature  providers  for  tax- 
exempt  money  market  funds  as  opposed 
to  non-tax-exempt  money  market  funds. 

b.  Additional  Considerations 

i.  Non-Tax -Exempt  Money  Market 
Funds 

Several  commenters  generally 
supported  the  removal  of  the  twenty- 
five  percent  basket. For  example, 
one  commenter  argued  that  eliminating 
the  twenty-five  percent  basket  for  all 
money  market  funds  would  be  an 
appropriate  step  to  further  reducing 
concentration  risk  in  money  market 
funds. Other  commenters,  however, 
opposed  the  removal  of  the  twenty-five 
percent  basket.  Commenters  argued 
that  the  elimination  of  the  twenty-five 
percent  basket  would  increase  money 
market  funds’  reliance  on  lower  quality 
investments  with  higher  credit  risk, 
particularly  due  to  the  limited  number 
of  providers  of  guarantees  and  demand 


1680  e.g.,  Barnard  Comment  Letter;  CFA 

Institute  Comment  Letter.  See  also  U.S.  Bancorp 
Comment  Letter  (supporting  the  removal  of  the 
twenty-five  percent  basket  for  all  money  market 
funds);  Wells  Fargo  Comment  Letter  (supporting  the 
removal  of  the  twenty-five  percent  basket  only  for 
taxable  money  market  funds);  Schwab  Comment 
Letter  (supporting  the  removal  of  the  twenty-five 
percent  basket,  but  recommending  that  state- 
specific  municipal  money  market  funds  be  allowed 
to  continue  using  the  basket  to  some  extent). 

U.S.  Bancorp  Comment  Letter. 

’£*82  g  SSGA  Comment  Letter;  ICI 
Comment  Letter;  Legg  Mason  &  Western  Asset 
Comment  Letter.  Most  of  the  commenters  that 
opposed  the  removal  of  the  twentj'-five  percent 
basket  focused  specifically  on  the  consequences  for 
tax-exempt  money  market  funds.  We  address  their 
particular  concerns  regarding  tax-exempt  money 
market  funds  below. 


features. One  commenter  argued  that 
since  the  financial  crisis,  fewer  issuers 
have  been  providing  guarantees  and 
other  credit  support  for  securities  to  be 
purchased  by  money  market  funds,  and 
that  removing  the  twenty-five  percent 
basket  could  force  managers  to  purchase 
paper  of  lower  quality  issuers  that  are 
unable  or  unwilling  to  obtain  third- 
party  demand  features.’®®"*  Another 
commenter  stated  that  consolidation  in 
the  banking  industry  has  substantially 
reduced  the  pool  of  high-quality 
demand  feature  and  guarantee 
providers,  and  increased  regulatory 
capital  requirements  will  likely  further 
reduce  the  number  of  available 
providers  in  coming  years.’®®® 

As  discussed  below,  we  do  not 
believe  that  the  removal  of  the  twenty- 
five  percent  basket  for  non-tax-exempt 
money  market  funds  will  cause  money 
market  funds  to  use  lower  credit  quality 
guarantors  and  demand  feature 
providers  or  potentially  reduce  liquidity 
and  flexibility  for  money  market  funds, 
and  if  any  such  impact  were  to  occur, 
we  expect  that  it  would  be  limited.  As 
noted  above,  the  data  analyzed  in  the 
DERA  Guarantor  Diversification  Memo 
shows,  among  other  things,  that  most 
funds,  especially  non-tax-exempt  money 
market  funds,  do  not  use  the  twenty-five 
percent  basket,  and  thus  we  believe  that 
most  money  market  funds  will  likely 
not  be  forced  to  use  lower  credit  quality 
guarantors  and  demand  feature 
providers.’®®®  Under  today’s 
amendments,  non-tax-exempt  monej’ 
market  funds  will  not  be  required  to 
include  more  than  10  guarantors  or 
demand  feature  providers  in  their 
portfolios  if  each  one  maximized  the 
10%  diversification  limit.  DERA  staff 
evaluated  the  exposure  to  guarantors 
and  found  that  the  top  five  guarantor 
parents  accounted  for  a  combined  total 
of  43%  of  the  exposure  across  all  money 
market  funds.  DERA  staff  measured  the 
credit  risk  for  each  guarantor  by  credit 
default  swap  (CDS)  spreads  and 
composite  credit  ratings  (NRSROs)  and 
found  that  the  credit  quality  of 
guarantors  among  the  top  twenty 


i683Qolclman  Sachs  Comment  Letter;  SIFMA 
Comment  Letter;  J.P.  Morgan  Comment  Letter;  ICI 
Comment  Letter;  Legg  Mason  &  Western  Asset 
Comment  Letter;  Vanguard  Comment  Letter. 

’“s^Legg  Mason  &  Western  Asset  Comment 
Letter.  See  also  ICI  Comment  Letter  (expressing 
concern  that  eliminating  the  twenty-five  percent 
basket  would  increase  rather  than  decrease  risk  by 
increasing  a  fund’s  reliance  on  less  creditworthy 
credit  support  providers,  noting  that  the  universe  of 
institutions  issuing  or  providing  guarantees  or 
liquidity  for  eligible  money  market  fund  securities 
has  become  limited). 

Morgan  Comment  Letter. 

1686  See  DERA  Guarantor  Diversification  Memo, 
supra  note  1665  and  accompanying  text. 


guarantors  is  similar  to  that  of  the  top 
five  guarantors. ’®®7  Thus,  we  believe 
that,  if  today’s  amendments  cause  non- 
tax-exempt  money  market  funds  to 
include  additional  guarantors  or 
demand  feature  providers  in  the  funds’ 
portfolios,  there  exists  a  supply  of 
guarantors  and  demand  feature 
providers  that  have  similar  credit 
quality  as  the  top  five  guarantors  used 
by  funds.  As  such,  we  believe  that,  for 
non-tax-exempt  money  market  funds 
that  are  currently  using  the  twenty-five 
percent  basket,  it  is  likely  that  these 
money  market  funds  would  be  able  to 
use  these  additional  guarantors  and 
demand  feature  providers  and  will  not 
be  forced  to  resort  to  low  credit  quality 
guarantors  or  demand  feature  providers 
because  of  the  amended  rule. 

A  few  commenters  argued  that 
composite  credit  ratings  from  NRSROs 
are  not  a  reliable  standalone  metric  to 
assess  credit  quality.’®®®  We  agree.  This 
is  why  the  DERA  memo  also  assessed 
credit  risk  through  CDS  spreads,  which 
are  the  market’s  current  assessment  of  a 
guarantor’s  future  financial  capacity  to 
provide  the  necessary  support.  A  few 
commenters  also  argued  that  money 
market  funds  analyze  the  credit  quality 
of  guarantors  using  a  variety  of  factors 
other  than  CDS  spreads  and  composite 
credit  ratings.’®®®  While  we  recognize 
that  money  market  funds’  internal 
analysis  of  the  credit  quality  of 
guarantors  and  demand  feature 
providers  might  be  different,  we  believe 
that  using  a  combination  of  the  objective 
factors,  CDS  spreads  and  composite 
credit  ratings,  for  the  purpose  of  our 
staffs  analysis  is  an  acceptable 
alternative  to  conducting  an  individual 
credit  risk  analysis  of  guarantors  and 
closely  approximates  the  credit  risk  of 
such  guarantors  and  demand  feature 
providers.  Thus,  after  further  review,  we 
believe  our  staffs  findings  support  the 
conclusion  that,  to  the  limited  extent  a 
money  market  fund  may  need  to  engage 
new  institutions  as  providers  of 
guarantees  and  demand  features,  there 
will  be  a  sufficient  supply  of  first  tier 
guarantors  in  the  market.  We  therefore 
believe  that,  even  with  a  10%  guarantor 
limit  for  non-tax-exempt  money  market 
funds,  any  increase  in  guarantor 
diversification  should  not  lead  to 
deterioration  in  credit  quality. 

ii.  Tax-Exempt  Money  Market  Funds 

Although  a  number  of  commenters 
opposed  the  removal  of  the  twenty-five 
percent  basket  generally,  many 


1687  7c/, 

1688  5ge,  g  g  _  Wells  Fargo  DERA  Comment  Letter. 
i68BSgg^  e.g..  Wells  Fargo  DERA  Comment  Letter; 

Dreyfus  DERA  Comment  Letter. 
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commenters  specifically  opposed  the 
removal  of  the  twenty-five  percent 
basket  for  tax-exempt  money  market 
funds,  and  single  state  money  market 
funds  in  particular.’ Some 
commenters  argued  that  the  twenty-five 
percent  basket  has  not  been  the  reason 
tax-exempt  money  market  funds  have 
experienced  credit  events  in  the 
past.’®9’  For  example,  one  commenter 
argued  that  the  twenty-five  percent 
basket  did  not  have  an  adverse  impact 
on  tax-exempt  money  market  funds  and 
their  shareholders  and  that  significant 
disruptions  should  not  justify  removal 
of  the  twenty-five  percent  basket  for  tax- 
exempt  money  market  funds. 

However,  as  we  discussed  in  the 
Proposing  Release,  in  2008,  the 
concentration  of  tax-exempt  money 
market  funds  in  guarantee  and  demand 
feature  providers  led  to  considerable 
stress  in  the  municipal  markets.’®®^ 
During  this  time  municipal  issuers  had 
to  quickly  find  substitutes  for  demand 
features  on  which  they  relied  to  shorten 
their  securities’  maturities.’®®^  In 
addition,  at  least  one  provider  of 
demand  features  and  guarantees  for 
many  municipal  securities  held  by 
money  market  funds  avoided 
bankruptcy  in  part  due  to  substantial 
support  received  from  various 
entities.’®®®  We  believe  the  risk  that  a 
money  market  fund  faces  in  cases  where 
the  guarantor  or  demand  feature 
provider  comes  under  significant  strain 
is  substantial  and  that  possible  external 
support  is  unreliable  in  cases  when 
guarantors  or  demand  feature  providers 
may  become  stressed.  We  therefore 
continue  to  believe  that  it  is  appropriate 
to  amend  rule  2a-7  to  enhance  the 
diversification  requirements  by 
reducing  the  twenty-five  percent  basket 
to  a  fifteen  percent  basket,  in  order  to 
limit  a  tax-exempt  money  market  fund’s 
exposure  to  any  one  guarantor  or 
demand  feature  provider,  thereby 
mitigating  the  risk  the  fund  faces  when 
it  heavily  relies  on  a  single  guarantor  or 
demand  feature  provider. 

As  discussed  above  and  in  the 
Proposing  Release,  when  evaluating 

ni9osge_  g  g  _  Federated  II  Comment  Letter; 

Dreyfus  Comment  Letter;  Wells  Fargo  Comment 
Letter;  Schwab  Comment  Letter;  Vanguard 
Comment  Letter;  BlackRock  II  Comment  Letter. 

■>00’  See,  e.g.,  Vanguard  Comment  Letter; 

Federated  II  Comment  Letter. 

iB‘j2  Federated  II  Comment  Letter.  See  also 
Federated  VII  Comment  Letter  (arguing  that  tax- 
exempt  money  market  funds  weathered  problems 
by  relying  on  the  credit  of  the  underlying  obligor 
or  working  with  the  obligor  to  substitute  another 
guarantor). 

1693  Proposing  Release,  supra  note  25,  section 

III.J.3. 
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money  market  funds  in  the  aggregate, 
most  money  market  funds  do  not  use 
the  twenty-five  percent  basket  and  those 
funds  that  do  use  the  twenty-five 
percent  basket  do  not  make  significant 
use  of  it.’®®®  Commenters,  however, 
argued  that  tax-exempt  money  market 
funds  in  particular  do  regularly  rely  on 
the  twenty-five  percent  basket.’®®^  For 
example,  one  commenter  stated  that  as 
of  June  30,  2013,  75%  of  municipal 
money  market  funds  made  use  of  the 
twenty-five  percent  basket.’®®®  Another 
commenter  noted  that  nine  of  the  top  10 
largest  tax-exempt  money  market  funds, 
which  represent  approximately  40%  of 
the  tax-exempt  money  market  fund 
assets,  use  the  twenty-five  percent 
basket.’®®®  As  previously  discussed, 
commenters  noted  that  besides  using  a 
single  guarantor  in  the  twenty-five 
percent  basket,  money  market  funds 
may  also  use  two  guarantors  to  fill  the 
twenty-five  percent  basket  by  having, 
for  example,  a  13%  exposure  to  one 
guarantor  and  a  12%  exposure  to 
another.’^®®  The  DERA  Guarantor 
Diversification  Memo  found,  as  shown 
above,  that  10.8%  and  2.6%  of  “single 
state  funds’’  and  “other  tax-exempt 
funds”  had  at  least  one  guarantor  above 
the  20%  threshold  as  of  November  2012, 
respectively.’^®’  The  DERA  Guarantor 
Diversification  Memo  also  found  that 
30.6%  and  7.7%  of  single  state  funds 
and  other  tax-exempt  funds  had  at  least 
one  guarantor  above  the  15%  threshold 
as  of  November  2012,  respectively.  In 
addition,  the  memo  shows  that  80.2% 
and  50.0%  of  single  state  and  other  tax- 
exempt  funds  had  at  least  one  guarantor 
above  the  10%  threshold  as  of 
November  2012,  respectively.’ DERA 
staff’s  findings  are  consistent  with  the 
data  provided  by  the  commenters  above, 
which  suggest  that  tax-exempt  money 
market  funds  use  the  twenty-five 
percent  basket  to  a  greater  extent  than 
non-tax-exempt  money  market  funds. 

One  commenter  argued  that  although 
the  DERA  staff  analysis  demonstrates 
that  most  tax-exempt  money  market 
funds  use  the  twenty-five  percent 
basket,  the  sample  period  (2010-2012) 
is  not  appropriate  because  there  were  no 

1696  Sge  Proposing  Release,  supra  note  25, 
nn. 892-893  and  accompanying  text. 

See,  e.g.,  SIFMA  Comment  Letter;  Fidelity 
Comment  Letter. 

1698  SIFMA  Comment  Letter. 
io99picj0iity  Comment  Letter  (noting  that  only 
one  of  those  nine  funds  was  over  15%  and 
recommending  a  fifteen  percent  basket  for  all 
money  market  funds). 

’  ^00  Sgg^  g  g  ^  Comment  Letter  of  Investment 
Company  Institute  DERA  (Apr.  22,  2014)  (“ICI 
DERA  Comment  Letter”). 

See  DERA  Guarantor  Diversification  Memo, 
supra  note  1665. 
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events  during  this  time  period  that 
caused  stress  on  money  market 
funds. ’^®®  We  note,  however,  that 
another  commenter  stated  that  it  was 
beneficial  for  money  market  funds  to 
have  the  flexibility  of  the  twenty-five 
percent  basket  during  the  Eurozone 
concerns  in  2011,’^®^  which  occurred 
during  our  sample  time  period.  As 
discussed  above,  the  data  analyzed  in 
the  DERA  Guarantor  Diversification 
Memo  shows  that  over  the  course  of  two 
years,  the  use  of  the  twenty-five  percent 
basket  remained  steady  and  there  was 
minimal  variability  in  the  use  of  the 
basket  over  time,  even  when  certain 
events  during  this  time  period  caused 
stress  on  money  market  funds. ’^®® 

Many  commenters  expressed  concern 
regarding  the  impact  of  the  proposed 
removal  of  the  twenty-five  percent 
basket  for  tax-exempt  money  market 
funds,  and  single  state  money  market 
funds  in  particular,  due  to  the  limited 
availability  of  demand  feature  providers 
and  guarantors  for  these  types  of  funds. 
Gommenters  argued  that  the  elimination 
of  the  twenty-five  percent  basket  would 
limit  a  tax-exempt  money  market  fund’s 
flexibility  to  obtain  greater  exposure  to 
strong  credit  sources  in  times  when  high 
credit  quality  may  be  scarce.”"®®  A 
number  of  commenters  also  argued  that 
the  removal  of  the  twenty-five  percent 
basket  will  make  it  difficult  for  tax- 
exempt  money  market  funds  to  acquire 
sufficient  liquid  assets.”"®^  Gommenters 
argued  that  there  is  a  relatively  narrow 
group  of  banks  and  other  financial 
institutions  that  provide  much  of  the 
liquidity  in  the  short-term  municipal 
and  TOB  markets,”"®®  and  that  single 
state  funds  in  particular  have  even 
fewer  issuers  available  to  them.’^®® 

One  commenter  stated  that  with  a 
constrained  supply  of  securities  with 
diverse  guarantors,  a  twenty-five 
percent  basket  may  actually  allow  a 
manager  to  reduce  risk  by  avoiding  or 
reducing  exposure  to  the  relatively 
weakest  guarantors.’^’®  Some 
commenters  also  argued  that  the  twenty- 
five  percent  basket  is  an  important  tool 

’703  5gg  Wells  Fargo  DERA  Comment  Letter. 

’704  Sgg  Fidelity  DERA  Comment  Letter. 

’705  5gg  DERA  Guarantor  Diversification  Memo, 
supra  note  1665. 

’706  Vanguard  Comment  Letter;  Invesco  Comment 
Letter;  BlackRock  11  Comment  Letter.  See  also 
Dreyfus  Comment  Letter;  ICI  Comment  Letter;  Legg 
Mason  &  Western  Asset  Comment  Letter;  Federated 
VII  Comment  Letter;  Federated  II  Comment  Letter. 

’707  Wells  Fargo  Comment  Letter;  Invesco 
Comment  Letter;  BlackRock  II  Comment  Letter; 
SIFMA  Comment  Letter;  Goldman  Sachs  Comment 
Letter;  Federated  11  Comment  Letter.  See  also 
Fidelity  Comment  Letter. 

170BIc], 

’709See^  BlackRock  II  Comment  Letter. 
’7’owells  Fargo  Comment  Letter. 
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that  money  market  funds  may  use  to 
accommodate  the  variability  and 
unpredictability  of  supply  and  demand 
in  the  municipal  market. We 
recognize  comm  enters’  concerns 
regarding  the  proposed  removal  of  the 
twenty-five  percent  basket  for  tax- 
exempt  money  market  funds,  and  single 
state  money  market  funds  in  particular, 
due  to  the  limited  availability  of 
demand  feature  providers  and 
guarantors  for  these  types  of  funds.  As 
noted  above,  we  believe  that  requiring 
tax-exempt  money  market  funds  to  limit 
exposure  to  any  one  guarantor  or 
demand  feature  provider  while  still 
providing  tax-exempt  money  market 
funds  with  a  fifteen  percent  basket,  will 
address  many  of  the  commenters’ 
concerns  regarding  the  limited  supply  of 
demand  feature  providers  and 
guarantors  for  tax-exempt  money  market 
funds. 

Several  commenters  suggested  we 
reduce  the  twenty-five  percent  basket  to 
a  fifteen  percent  basket  for  tax-exempt 
money  market  funds. Q^e 
commenter  stated  that,  although  the 
twenty-five  percent  basket  may  not  have 
been  heavily  used  recently  by  money 
market  funds,  the  availability  of  a  basket 
would  provide  useful  flexibility  to 
money  market  funds  on  occasion. A 
second  commenter  argued  that  a  fifteen 
percent  basket  would  achieve  the 
objective  of  balancing  diversification 
and  flexibility,  while  reducing  the 
potential  for  unintended 
consequences.^ After  further 
consideration,  and  in  light  of  the  data 
for  tax-exempt  money  market  funds  and 
commenters’  concerns  and 
recommendations  regarding  the  removal 


See,  e.g.,  Dreyfus  Comment  Letter;  BlackRock 
II  Comment  Letter.  See  also  Wells  Fargo  DERA 
Comment  Letter  (noting  that  the  basket  provides  a 
means  for  money  market  funds  to  limit  portfolio 
credit  risk  by  concentrating  exposure  in  the  highest 
quality  guarantor). 

e.g.,  Goldman  Sachs  Comment  Letter; 
Fidelity  DERA  Cormnent  Letter.  See  also  Schwab 
Comment  Letter  (recommending  that  single  state 
money  market  funds  be  allowed  to  continue  using 
the  twenty-five  percent  basket  except  that  within 
the  basket  no  single  guarantor  or  demand  feature 
provider  could  represent  more  than  15%  of  the 
fund’s  assets).  Some  commenters  suggested  we 
reduce  the  twenty-five  percent  basket  to  a  fifteen 
percent  basket  for  all  money  market  funds  (both  tax- 
exempt  funds  and  non-tax-exempt  funds).  See 
Goldman  Sachs  Comment  Letter;  SIFMA  Comment 
Letter;  Fidelitj'  Comment  Letter.  See  also  J.P. 

Morgan  Comment  Letter  (recommending  that 
instead  of  eliminating  the  basket,  we  mandate  a 
maximum  guarantee  and/or  demand  feature 
exposure  that  can  be  held  within  the  basket  in  any 
one  entity,  such  as  at  a  15%  cap). 

’^’^Goldman  Sachs  Comment  Letter  (suggesting 
that  oiu  data  is  limited  to  a  short  period  of  time  and 
arguing  that  it  supports  the  conclusion  that  a 
smaller  basket  would  satisfy'  portfolio  managers  of 
most  funds). 

Fidelity  Comment  Letter. 


of  the  basket  for  tax-exempt  money 
market  funds,  we  have  decided  to  allow 
tax-exempt  money  market  funds, 
including  single  state  funds,  to  rely  on 
a  fifteen  percent  basket,  under  which  as 
much  as  15%  of  the  value  of  securities 
held  in  a  tax-exempt  money  market 
fund’s  portfolio  may  be  subject  to 
guarantees  or  demand  features  from  a 
single  institution.  Although  eliminating 
the  basket  for  tax-exempt  money  market 
funds  would  reduce  concentration  risk 
by  requiring  tax-exempt  money  market 
funds  to  lessen  their  exposure  to  a 
single  guarantor  or  demand  feature 
provider,  we  are  concerned  that 
eliminating  the  basket  entirely  could 
cause  these  funds  to  invest  in  weaker 
credits.  We  believe  that  a  reduction  of 
the  twenty-five  percent  basket  to  a 
fifteen  percent  basket  for  tax-exempt 
money  market  funds,  which  the  DERA 
Guarantor  Diversification  Memo  shows 
use  the  basket  more  than  non-tax- 
exempt  money  market  funds, 
appropriately  addresses  the  concerns 
related  to  heavy  concentration  in  a 
single  guarantor  or  demand  feature 
provider  as  well  as  the  concerns  that 
eliminating  the  twenty-five  percent 
basket  for  tax-exempt  money  market 
funds  could  lead  to  an  overall 
deterioration  of  credit  quality  or 
liquidity  because  tax-exempt  funds  may 
have  to  obtain  guarantees  or  demand 
features  from  less  creditworthy 
institutions  due  to  a  limited  supply  of 
guarantees  and  demand  features. 

We  believe  for  several  reasons  that 
reducing  the  twenty-five  percent  basket 
to  a  fifteen  percent  basket  should  not 
significantly  restrict  the  ability  of 
guarantors  to  fill  the  needed  capacity  as 
the  guarantors  become  more  diversified. 
First,  the  data  analyzed  in  the  DERA 
Guarantor  Diversification  Memo  shows 
0.5%  and  0.2%  of  the  guarantor’s 
dollars  are  excess  dollars  above  the  15% 
threshold  when  single  state  funds  and 
other  tax-exempt  funds,  respectively, 
are  considered  separately  in  November 
2012,  meaning  little  if  any  additional 
capacity  has  to  be  developed. 

Second,  it  is  reasonable  to  expect  that  a 
reduction  by  one  money  market  fund 
(because  its  exposure  to  a  particular 
guarantor  is  too  high)  could  become  a 
purchasing  opportunity  for  another 
money  market  fund  whose  exposure  to 
a  particular  guarantor  is  below  the  15% 
threshold.  Third,  should  any  of  the  top 
guarantors  listed  in  the  DERA  Guarantor 
Diversification  Memo  choose  to  increase 
their  capacity,  this  could  become  a 
purchasing  opportunity  for  a  money 
market  fund  since  the  amount  of  excess 


’ ^‘‘^See  DERA  Guarantor  Diversification  Memo, 
supra  note  1665. 


dollars  above  the  15%  threshold  is 
smaller  than  the  amount  needed  for  the 
remaining  funds  to  reach  the  10%  or 
15%  threshold  for  the  same  guarantor. 
Lastly,  it  is  also  reasonable  to  expect 
that  if  a  reduction  by  any  of  the  top 
guarantors  does  occur,  this  could 
become  an  opportunity  for  another 
guarantor  to  step  in.  We  therefore 
believe  that,  although  other  tax-exempt 
funds  and  single  state  funds  may 
currently  use  the  twenty-five  percent 
basket  to  a  higher  degree  than  money 
market  funds  generally  and  may  face 
greater  supply  constraints  than  non-tax- 
exempt  funds,  because  these  funds  will 
be  permitted  to  use  a  fifteen  percent 
basket,  any  increase  in  guarantor 
diversification  should  not  lead  to 
deterioration  in  credit  quality  and  any 
negative  effects  for  tax-exempt  money 
market  funds  that  currently  use  the 
twenty-five  percent  basket  will  be 
minimal. 

A  couple  of  commenters  argued  that 
VRDNs  provide  a  significant  source  of 
liquidity  for  money  market  funds  and 
that  the  proposed  removal  of  the 
twenty-five  percent  basket  would 
therefore  have  a  negative  impact  on  a 
fund’s  ability  to  access  liquidity  through 
VRDNs. In  addition,  one  of  these 
commenters  argued  that  the 
combination  of  regulatory  requirements 
and  the  diminishing  number  of  financial 
guaranty  companies  and  highly  rated 
banks  has  significantly  reduced  the 
number  of  entities  offering  credit 
support  for  VRDNs, noting  that  in 
late  2012,  tax-exempt  money  market 
funds  had  an  average  of  83%  of  total 
assets  invested  in  VRDNs.  As 


’^’®See  supra  note  1665  and  accompanying  text 
(discussing  level  of  assets  and  supply  of  providers). 

’^’^Legg  Mason  &  Western  Asset  Comment 
Letter;  Invesco  Comment  Letter.  The  interest  rates 
on  VRDNs  are  typically  reset  either  daily  or  everj' 
seven  days.  VRDNs  include  a  demand  feature  that 
provides  the  investor  w'ith  the  option  to  put  the 
issue  back  to  the  trustee  at  a  price  of  par  value  plus 
accrued  interest.  This  demand  feature  is  supported 
by  a  liquidity  facility  such  as  letters  of  credit,  lines 
of  credit,  or  standby  purchase  agreements  provided 
by  financial  institutions.  The  interest-rate  reset  and 
demand  features  shorten  the  duration  of  the 
security  and  allow  it  to  qualify  as  an  eligible 
security  under  Rule  2a-7.  See  Handbook  of  Fixed 
Income  Securities  237  (Frank).  Fabozzi  &  Steven 
V.  Mann  eds.,  8th  ed.  2012)  nn. 735-36. 

’^■■^Invesco  Comment  Letter  (stating  that,  while 
total  municipal  market  debt  outstanding  has  held 
stable  for  the  past  five  years  at  about  S3. 7  trillion, 
VRDNs  outstanding  have  declined  steadily  fi'om 
S444.9  billion  in  December  2008  to  only  S246.8 
billion  in  June  2013). 

(noting  that  there  has  been  a  marked 
decline  in  the  issuance  of  credit  enhanced 
securities  and  that  the  contraction  in  the 
availability  of  these  securities  hinders  the  level  of 
diversification  that  managers  can  achieve  in  tax- 
exempt  money  market  fund  portfolios;  also 
providing  data  that  securities  issued  with  a  letter 

Continued 
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discussed  in  the  Proposing  Release,  and 
as  discussed  further  below,  concerns 
about  the  creditworthiness  of  guarantors 
and  demand  feature  providers  have 
reduced  the  amount  of  VRDNs 
outstanding  since  2010. yyg  expect 
that  reducing  the  twenty-five  percent 
basket  to  a  fifteen  percent  basket  instead 
of  eliminating  the  basket  will  alleviate 
commenters’  concerns  regarding  the 
availability  of  VRDNs.  In  addition, 
because  the  amount  of  outstanding 
VRDNs  and  other  short-term  municipal 
debt  has  decreased  47%  between  2008 
and  2013,  the  top  guarantors  will  have 
some  additional  capacity  built  in  should 
the  overall  demand  for  such  securities 
continue  to  decrease  into  the  future. 

Rule  2a-7  restricts  money  market  funds 
to  short-term  maturities,  which  in  turn 
limits  the  municipal  debt  in  money 
market  funds  to  VRDNs  and  other  short¬ 
term  municipal  debt. ’722  addition, 
analyzing  money  market  fund 
municipal  debt  holdings  and  the 
availability  of  acceptable  money  market 
fund  municipal  securities  (VRDNs  and 
other  short-term  municipal  debt)  from 
2002  to  2013  suggests  that  the 
municipal  debt  market  is  able  to  adjust 
to  both  increasing  and  decreasing 
demand  for  such  securities. 


of  credit,  standby  purchase  agreement  or  guarantee 
comprised  25.6%  of  total  municipal  market 
issuance  in  2008  and  that  in  2012  these  securities 
made  up  9.5%  of  total  issuance). 

Proposing  Release,  supra  note  25,  at 
section  IlI.E. 

See  infra  note  1723. 

’^^^Our  staffs  review  of  portfolio  holdings  of 
single  state  funds  and  other  tax-exempt  funds  from 
Form  N-MFP  filings,  using  aggregate  amortized 
values  from  November  2010  to  December  2013, 
found  that  these  funds  held  approximately  71%  in 
VRDNs  and  18%  in  other  municipal  debt. 

1723  xh0  Federal  Reserve  Board’s  Flow  of  Funds 
of  the  United  States  provides  the  amount  of 
municipal  securities  held  by  money  market  funds 
and  the  overall  market.  It  ranged  from  about  S270 
billion  in  2002  to  a  maximum  of  S520  billion  in 
2008  only  to  decline  to  approximately  S305  billion 
by  2013.  The  decrease  shows  that  S21 5  billion 
(S520-S305)  or  39%  exited  the  money  market  fund 
industry  since  the  financial  crisis.  One  can  closely 
approximate  these  money  market  fund  holdings  by 
summing  the  amount  of  outstanding  VRDNs 
(Source;  Securities  Market  and  Financial  Markets 
Association  Web  site)  with  the  amount  of 
outstanding  short  term  municipal  debt  (Source: 
Federal  Reserve  Board’s  Flow  of  Funds  of  the 
United  States),  suggesting  that  money  market  funds 
hold  nearly  all  the  VRDNs  and  short-term 
municipal  debt.  This  sum  has  nearly  halved  from 
a  high  of  S500  billion  in  2008  to  S265  billion  in 
2013.  This  corresponds  to  a  decrease  of  S235 
billion,  or  47%,  of  short  term  municipal  debt  and 
VRDNs  money  market  funds  holdings.  We  note,  as 
well,  that  the  overall  municipal  debt  market  has 
absorbed  these  large  money  market  fund  outflows, 
and,  in  fact,  the  overall  municipal  debt  market  has 
grown  approximately  S200  billion  during  this  same 
time  period.  See  Federal  Reserve  Board,  Flow  of 
Funds  of  the  United  States,  available  at  http:// 
www.federalreserve.gov/releases/zl  and  Securities 
Market  and  Financial  Market  Association  Reports, 


c.  Additional  Economic  Analysis 

Our  diversification  amendments, 
including  (i)  the  amendment  to  require 
that  money  market  funds  treat  the 
sponsors  of  ABS  as  guarantors  subject  to 
rule  2a-7’s  10%  diversification  limit 
applicable  to  guarantees  and  demand 
features,  unless  the  money  market 
fund’s  board  of  directors  (or  its  delegate) 
determines  that  the  fund  is  not  relying 
on  the  sponsor’s  financial  strength  or  its 
ability  or  willingness  to  provide 
liquidity,  credit  or  other  support  to 
determine  the  ABS’s  quality  or  liquidity 
(“ABS  amendment”)  and  (ii)  the 
amendment  to  remove  the  twenty-five 
percent  basket  for  money  market  funds 
other  than  tax-exempt  money  market 
funds  and  to  reduce  to  fifteen  percent, 
rather  than  eliminate,  the  twenty-five 
percent  basket  for  tax-exempt  money 
market  funds,  including  single  state 
money  market  funds  (“twenty-five 
percent  basket  amendment”),’ 224  are 
designed  to  provide  a  number  of 
benefits,  as  discussed  in  more  detail 
below.  DERA  staffs  review  of  data 
suggests  that  onr  ABS  amendment  and 
twenty-five  percent  basket  amendment 
(treating  only  ABCP  sponsors  as 
guarantors  for  purposes  of  this 
analysis)  ’725  would  have  little  impact 
on  the  majority  of  money  market  funds, 
which  do  not  make  use  of  the  twenty- 
five  percent  basket,  and  would  likely 
have  a  minimal  impact  on  those  funds 
that  do.  Because  tax-exempt  money 
market  funds  make  greater  use  of  the 
basket  than  non-tax-exempt  money 
market  funds  and  may  face  greater 
constraints  regarding  the  availability  of 
demand  feature  providers  and 
guarantors,  we  have  provided  tax- 
exempt  money  market  funds  with  the 
ability  to  use  a  fifteen  percent  basket. 
DERA  staffs  review  of  data  suggests  that 
the  effect  of  our  twenty-five  percent 
basket  amendment  on  tax-exempt 
money  market  funds  would  thus  also 
have  little  impact  on  the  majority  of  tax- 
exempt  money  market  funds. 

Based  on  the  data  analyzed  in  the 
DERA  Guarantor  Diversification  Memo, 


available  at  http://www.sifma.org/research/ 
reports.aspx. 

’  See  infra  note  1660. 

’725  Our  staff  assumed  when  reviewing  the  Form 
N-MFP  data  that  any  fully  or  partially  supported 
ABCP  owned  by  a  fund  would  result  in  the  sponsor 
guaranteeing  the  ABCP.  For  this  purpose,  our  staff 
considered  an  ABCP  conduit  to  be  fully  supported 
when  the  program’s  investors  are  protected  against 
asset  performance  deterioration  and  primarily  rely 
on  the  ABCP  sponsor  to  provide  credit,  liquidity, 
or  some  other  form  of  support  to  ensure  full  and 
timely  repayment  of  ABCP,  and  considered  an 
ABCP  conduit  to  be  partially  supported  when  the 
ABCP  sponsor,  although  not  fully  supporting  the 
program,  provided  some  form  of  credit,  liquidity,  or 
other  form  of  support.  See  also  infra  note  1726. 


our  staff  found  that  approximately  131 
funds,  or  21.9%  of  all  funds  submitting 
Form  N-MFP  for  November  2012, 
reported  that  they  made  use  of  the 
twenty-five  percent  basket  for 
guarantees  and  demand  features,  even 
when  we  treat  sponsors  of  ABCP  as 
guarantors  (and  thus  subject  to  a  10% 
diversification  limitation).  Thus, 
although  a  minority  does  use  the 
twenty-five  percent  basket,  the  majority 
of  money  market  funds  do  not. 
Furthermore,  money  market  funds  as  of 
February  28,  2014,  had  invested  16.5% 
of  their  assets  in  ABS  and  securities 
subject  to  demand  features  or 
guarantees,  suggesting  that  issuers  have 
a  ready  supply  of  money  market  fund 
investors  eligible  to  purchase  their 
securities.  The  131  funds  that  used  the 
twenty-five  percent  basket  had,  on 
average,  $31.4  billion  of  their  assets 
invested  in  excess  of  the  10% 
diversification  limitation  we  are 
adopting  today  [i.e.,  in  the  twenty-five 
percent  basket)  as  of  November 
201 2.’ 726  Furthermore,  data  as  of 
November  2012,  shows  that  98.9%  of 
total  money  market  fund  assets  are  not 
in  funds’  twenty-five  percent  baskets. 
Thus,  because  most  money  market 
funds  are  not  using  the  twenty-five 
percent  basket  to  gain  high  levels  of 
exposure  to  any  one  particular  guarantor 
or  demand  feature  provider  and  because 
a  very  high  percentage  of  money  market 
fund  assets  are  not  in  a  twenty-five 
percent  basket,  we  believe  any  negative 
effects  for  these  non-tax-exempt  money 
market  funds  will  generally  be  minimal. 


’72exhis  estimate  likely  overstates  the  number  of 
funds  and  the  amount  of  money  market  funds’ 
assets  that  could  be  affected  by  our  ABS 
amendments  for  three  reasons.  First,  it  assumes  that 
any  fully  or  partially  supported  ABCP  owned  by  a 
fund  would  result  in  the  sponsor  guaranteeing  the 
ABCP.  Under  our  amendments,  however,  an  ABCP 
(or  other  ABS)  sponsor  would  not  be  deemed  to 
guarantee  the  ABCP  if  the  board  (or  its  delegate) 
determines  the  fund  is  not  relying  on  the  sponsor’s 
financial  strength  or  its  ability  or  willingness  to 
provide  support  to  determine  the  ABCP’s  quality  or 
liquidity.  We  did  not  assume  sponsors  of  other 
types  of  ABS  guaranteed  those  ABS  because  we 
understand  that  other  forms  of  ABS  offered  to 
money  market  funds  either  do  not  typically  have 
sponsor  support  or,  if  they  are  supported,  the 
support  typically  is  in  the  form  of  a  guarantee  or 
demand  feature,  which  would  already  be  included 
in  our  calculation  of  exposure  to  providers  of 
demand  features  and  guarantees.  Second,  Form  N- 
MFP  data  does  not  differentiate  between  funds  that 
would  have  had  exposiue  in  excess  of  10%  upon 
the  acquisition  of  a  demand  feature  or  guarantee 
(which  will  not  be  permitted  under  our 
amendments)  and  those  funds  that  were  under  that 
level  of  exposure  at  the  time  of  acquisition  but  the 
fund  later  decreased  in  size,  increasing  the  fund’s 
exposure  above  the  10%  limit  (which  will  be 
permitted  under  our  amendments).  Third,  where  a 
fund  owned  seciuities  issued  by  or  subject  to 
demand  features  or  guarantees  from  affiliated 
institutions,  we  treated  the  separate  affiliated 
institutions  as  single  institutions  for  purposes  of 
these  estimates. 
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In  addition,  we  believe  that,  if  today’s 
amendments  cause  non-tax-exempt 
money  market  funds  to  include 
additional  guarantors  or  demand  feature 
providers  in  the  funds’  portfolios,  there 
exists  a  sufficient  supply  of  guarantors 
and  demand  feature  providers. 

As  discussed  above,  and  as  addressed 
by  certain  commenters,  we  recognize 
that  tax-exempt  money  market  funds, 
and  in  particular,  single  state  tax- 
exempt  money  market  funds,  use  the 
twenty-five  percent  basket  to  a  greater 
degree  than  other  types  of  money 
market  funds.  DERA  staff  found  that 
approximately  128  tax-exempt  funds,  or 
67.7%  of  all  tax-exempt  funds 
submitting  Form  N-MFP  for  November 
2012,  made  use  of  the  twenty-five 
percent  basket.  For  single  state  funds, 
our  staff  found  that  approximately  89 
single  state  funds,  or  80.2%  of  single 
state  funds  submitting  Form  N-MFP  for 
November  2012  made  use  of  the  twenty- 
five  percent  basket.  However,  tax- 
exempt  money  market  funds,  including 
single  state  funds,  that  do  use  the 
twenty-five  percent  basket  generally  do 
not  make  significant  use  of  it.  The  128 
tax-exempt  money  market  funds  that 
used  the  twenty-five  percent  basket  had, 
on  average,  2.4%  of  their  assets  invested 
in  excess  of  the  10%  diversification 
limitation  we  are  adopting  today  [i.e.,  in 
the  twenty-five  percent  basket),  and  the 
89  single  state  money  market  funds  that 
used  the  twenty-five  percent  basket  had, 
on  average,  0.5%  of  their  assets  invested 
in  access  of  the  15%  diversification 
limitation  as  of  November  2012.^^27 
addition,  the  128  tax-exempt  money 
market  funds  that  used  the  twenty-five 
percent  basket  had,  on  average,  0.3%  of 
their  assets  invested  in  excess  of  the 
15%  diversification  limitation  we  are 
adopting  today,  and  the  89  single  state 
money  market  funds  that  used  the 
twenty-five  percent  basket  had,  on 
average,  0.5%  of  their  assets  invested  in 
excess  of  the  15%  diversification 
limitation  as  of  November  2012.^^28 

Although  we  understand  that  non-tax- 
exempt  money  market  funds,  and  tax- 
exempt  money  market  funds  in 
particular,  may  have  made  greater  use  of 
the  twenty-five  percent  basket  in  the 
past  (and  might  do  so  in  the  future  if  we 
fully  retained  the  twenty-five  percent 
basket),  we  are  concerned  that  funds 
were  previously  exposed  to 
concentrated  risks  inconsistent  with  the 
purposes  of  rule  2a-7’s  diversification 
requirements  as  discussed  above.  We 
continue  to  believe  that  amending  rule 
2a-7  to  tighten  diversification  limits  for 
securities  subject  to  guarantees  or 
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demand  features  from  a  single 
institution  for  both  non-tax-exempt 
money  market  funds  and  tax-exempt 
money  market  funds  will  mitigate  some 
of  the  risk  that  a  money  market  fund 
faces  by  limiting  a  fund’s  exposure  to 
any  one  guarantor  or  demand  feature 
provider. 

The  principal  effect  of  the  ABS 
amendment  and  twenty-five  percent 
basket  amendment  we  are  adopting 
today  may  be  to  restrain  some  managers 
of  money  market  funds  from  being 
heavily  exposed  to  an  individual  ABS 
sponsor  and  from  making  use  of  the 
twenty-five  percent  basket  in  the  future, 
under  perhaps  different  market 

conditions.  1729  Q^r  diversification 

amendments  may  deny  fund  managers 
some  flexibility  in  managing  fund 
portfolios  and  could  decrease  fund 
yields.  To  assess  our  amendment’s  effect 
on  yield,  our  staff  examined  whether  the 
7-day  gross  yields  of  funds  that  use  the 
twenty-five  percent  basket  were  higher 
than  the  7-day  gross  yields  for  those 
funds  that  do  not.i^ao  q^jj.  g^aff  found: 

(i)  For  other  tax-exempt  funds,  the 
average  yield  for  funds  using  the 
twenty-five  percent  basket  was  0.0893% 
as  compared  to  the  average  yield  for 
other  tax-exempt  funds  that  did  not  use 
the  twenty-five  percent  basket  of 
0.0987%  and  the  average  yield  for  funds 
using  the  twenty-five  percent  basket 
above  the  15%  threshold  was  0.0736% 
as  compared  to  the  average  yield  for 
other  tax-exempt  funds  that  either  did 
not  use  the  twenty-five  percent  basket  or 
used  the  twenty-five  percent  basket 
below  the  15%  threshold  of  0.0951%; 

(ii)  for  single  state  funds,  the  average 
yield  for  funds  using  the  twenty-five 
percent  basket  was  0.0886%  as 
compared  to  the  average  yield  for  single 
state  funds  that  did  not  use  the  twenty- 
five  percent  basket  of  0.0754%  and  the 
average  yield  for  single  state  funds  using 
the  twenty-five  percent  basket  above  the 
15%  threshold  was  0.1075%  as 
compared  to  the  average  yield  for  singe 


’729  One  commenter  suggested  that  compliance 
with  our  amendments  would  require  it  to  reallocate 
or  sell  its  money  market  fund  portfolio  securities. 
See  Fidelity  Comment  Letter  (also  suggesting  that 
we  extend  our  nine-month  implementation  period 
for  modifying  the  twenfy-five  percent  basket  due  to 
the  need  for  additional  time  for  transactions). 
However,  funds  with  investments  in  excess  of  those 
permitted  under  the  revised  rule  are  not  required 
to  sell  the  excess  investments  to  come  into 
compliance.  The  amendments  require  a  fund  to 
calculate  its  exposure  to  issuers  of  demand  features 
and  guarantees  as  of  the  time  the  fund  acquires  a 
demand  feature  or  guarantee  or  a  security  directly 
issued  by  the  issuer  of  the  demand  feature  or 
guarantee.  See  rules  2a-7(d)(3)(i)  and  (iii). 

1730  We  assumed  that  any  fully  or  partially 
supported  ABCP  owned  by  a  fund  would  result  in 
the  sponsor  guaranteeing  the  ABCP.  See  supra  note 
1726. 


State  funds  that  either  did  not  use  the 
twenty-five  percent  basket  or  used  the 
twenty-five  percent  basket  below  the 
15%  threshold  of  0.0790%;  and  (iii)  for 
prime  money  market  funds,  the  average 
yield  for  funds  using  the  twenty-five 
percent  basket  was  0.1740%  as 
compared  to  the  average  yield  for  prime 
money  market  funds  that  did  not  use  the 
twenty-five  percent  basket  of 
0.1 875%. ^731  prime  money  market 

fund  yield  differences  may  not,  of 
course,  be  caused  by  the  use  of  the 
twenty-five  percent  basket,  but  may 
instead  reflect  the  overall  risk  tolerance 
of  fund  managers  that  take  advantage  of 
the  twenty-five  percent  basket.  In 
addition,  we  acknowledge  that  the 
current  low  interest-rate  environment 
may  cause  the  yield  spread  in  each 
comparison  above  to  be  less  than  if  we 
were  measuring  the  yield  spreads  in  a 
higher  interest  rate  environment. 

\Ve  requested  comment  as  to  whether 
there  would  be  a  significant  impact  on 
fund  yield,  and  if  so,  how  significant. 
Although  commenters  did  not  address 
the  specific  impact  on  fund  yield,  one 
commenter  stated  that  our  staffs 
analysis  assumed  that  funds  could 
replace  securities  guaranteed  or  subject 
to  a  demand  feature  in  a  twenty-five 
percent  basket  with  the  same  securities 
that  were  held  by  the  funds  that  do  not 
use  the  twenty-five  percent  basket,  and 
suggested  that  the  elimination  of  the 
basket  might  therefore  decrease  both 
yield  and  liquidity  of  tax-exempt 
funds.  1732  \y0  recognize  that  it  is 
possible  that  one  money  market  fund 
may  not  be  able  to  obtain  the  exact 
securities  of  another  money  market  fund 
that  is  not  currently  relying  on  the 
basket.  However,  as  discussed  above, 
our  staff’s  analysis  shows  that  there 
exists  a  sufficient  supply  of  first  tier 
guarantors  in  the  market  for  funds  to 
invest.  Therefore,  after  further 
consideration,  we  believe  that  the  effect 
on  yield,  given  the  7-day  gross  yields  of 
funds  that  use  the  twenty-five  percent 
basket  versus  the  7-day  gross  yields  for 
those  funds  that  do  not,  will  be 
minimal. 

Our  twenty-five  percent  basket 
amendment  requires  non-tax-exempt 
money  market  funds  that  use  the 
twenty-five  percent  basket,  and  tax- 
exempt  money  market  funds  that  use 
the  twenty-five  percent  basket  at  levels 
above  the  fifteen  percent  threshold,  or 
that  would  use  it  in  the  future,  to  either 
not  acquire  certain  demand  features  or 
guarantees  (if  the  fund  could  not  assume 


1731  These  averages  are  derived  from  Form  N- 
MFP  data  as  of  February  28,  2014,  weighted  by 
money  market  funds’  assets  under  management. 
i732pgjjerated  VII  Comment  Letter. 
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additional  exposure  to  the  provider  of 
the  demand  feature  or  guarantee)  or  to 
acquire  them  from  different  institutions. 
Funds  that  choose  the  latter  course 
could  thereby  increase  demand  for 
providers  of  demand  features  and 
guarantees  and  increase  competition 
among  their  providers.  If  new  entrants 
do  not  enter  the  market  for  demand 
features  and  guarantees  in  response  to 
this  increased  demand,  reducing  the 
twenty-five  percent  basket  to  a  fifteen 
percent  basket  for  tax-exempt  money 
market  funds,  and  removing  the  twenty- 
five  percent  basket  for  all  other  money 
market  funds,  could  result  in  money 
market  funds  acquiring  guarantees  and 
demand  features  from  lower  quality 
providers  than  those  the  funds  use 
today,  although,  as  discussed  above,  we 
expect  such  potential  effect  to  be 
mitigated  due  to  the  available  supply  of 
first-tier  guarantors  and  demand  feature 
providers  that  have  similar  credit 
quality  as  the  top  guarantors  that  are 
used  by  funds.  If  new  entrants  do  enter 
the  market  (or  if  current  participants 
increase  their  participation),  the  effect 
on  money  market  funds  would  depend 
on  whether  these  new  entrants  (or 
current  participants)  are  of  high  or  low 
credit  quality  as  compared  to  the 
providers  money  market  funds  would 
use  absent  our  amendments. 

Our  ABS  amendment  and  twenty-five 
percent  basket  amendment  also  may 
increase  the  costs  of  monitoring  the 
credit  risk  of  funds’  portfolios  or  make 
that  monitoring  less  efficient,  to  the 
extent  they  are  more  diversified  under 
our  amendments  and  money  market 
fund  advisers  must  expend  additional 
effort  to  monitor  the  credit  risks  posed 
by  a  greater  number  of  guarantors  and 
demand  feature  providers.  Although  we 
cannot  provide  a  point  estimate  of  these 
costs,  and  commenters  did  not  provide 
us  with  any  data  that  would  assist  us 
with  a  point  estimate,  we  expect  that 
these  costs  would  be  included  in  our 
broader  cost  estimates  as  discussed 
above  in  section  III.I.l.  A  money  market 
fund  that  could  not  acquire  a  particular 
guarantee  or  demand  feature  under  our 
amendments  could,  for  example,  be  able 
to  acquire  a  guarantee  or  demand 
feature  from  another  institution  in 
which  the  fund  already  was  invested,  at 
no  additional  monitoring  costs  to  the 
fund. 

Issuers  also  could  incur  costs  if  they 
were  required  to  engage  different 
providers  of  demand  features  or 
guarantees  under  our  amendments, 
which  could  negatively  affect  capital 
formation.  This  could  occur  because  an 
issuer  might  otherwise  have  sought  a 
guarantee  or  demand  feature  from  a 
particular  bank,  but  might  choose  not  to 


use  that  bank  because  the  money  market 
funds  to  which  the  issuer  hoped  to 
market  its  securities  could  not  assume 
additional  exposure  to  the  bank.  If 
issuers  were  unable  to  receive  demand 
features  or  guarantees  from  banks  (or 
other  institutions)  to  which  they  would 
have  turned  absent  our  amendments, 
they  would  have  to  engage  different 
banks,  which  could  make  the  offering 
process  less  efficient  and  result  in 
higher  costs  if  the  different  banks 
charged  higher  rates.  Issuers  of 
securities  with  guarantees  or  demand 
features  (e.g.,  issuers  of  longer-term 
securities  that  can  be  sold  to  money 
market  funds  only  with  a  demand 
feature)  also  could  be  required  to 
broaden  their  investor  base  or  seek  out 
different  providers  of  guarantees  or 
demand  features  under  our 
amendments,  which  could  make  their 
offering  process  less  efficient  or  more 
costly. 

As  discussed  above,  some 
commenters  argued  that  single  state 
funds  in  particular  would  be  negatively 
affected  by  the  removal  of  the  twenty- 
five  percent  basket. We  believe  that 
providing  single  state  funds  a  fifteen 
percent  basket  retains  much  of  the 
flexibility  for  single  state  funds  to  invest 
in  securities  subject  to  guarantees  or 
demand  features  while  also  limiting  the 
extent  to  which  a  single  state  fund  can 
become  exposed  to  any  one  guarantor  or 
demand  feature  provider.  Although  our 
amendments  reduce  the  twenty-five 
percent  basket  for  all  single  state  funds, 
we  are  not  changing  the  application  of 
rule  2a-7’s  5%  issuer  limit  to  single 
state  funds,  which  today  applies  only  to 
75%  of  a  single  state  fund’s  total 
assets.^ ^34  \i\jq  historically  have  applied 
the  issuer  diversification  limitation 
differently  to  single  state  funds, 
recognizing  that  ‘‘single  state  funds  face 
a  limited  choice  of  very  high  quality 
issuers  in  which  to  invest”  and, 
therefore,  that  there  is  a  risk  that  ‘‘too 
stringent  a  diversification  standard 
could  result  in  a  net  reduction  in  safety 
for  certain  single  state  funds.”  The 
market  for  demand  features  and 
guarantees,  in  contrast,  is  national  for 
most  single  state  funds  and  therefore 
may  not  be  subject  to  the  same  supply 
constraints  as  is  the  market  for  issuers 
in  which  single  state  funds  may  directly 

1  ^33  See,  e.g.  BlackRock  II  Comment  Letter; 

Schwab  Comment  Letter;  Federated  VII  Comment 
Letter;  Dreyfus  Comment  Letter. 

’^34  See  current  rule  2a-7(c)(4)(i)(B)  and  rule  2a- 
7(dK3)(iKB). 

3  735  See  Revisions  to  Rules  Regulating  Money 
Market  Funds,  Investment  Company  Act  Release 
No.  21837  (Mar.  21, 1996)  |61  FR  13956  (Mar.  28, 
1996)1  ("1996  Adopting  Release”),  at  text  following 
n.38. 


invest.  However,  the  market  for  demand 
features  and  guarantees  for  some  single 
state  funds  is  not  national.  For  example, 
the  state  of  California  through  the 
California  State  Teachers  Retirement 
System  is  a  guarantor  for  securities  held 
in  California  municipal  money  market 
fund  portfolios  as  reported  on  Form  N- 
MFP.  Additional  analysis  of  the  data  in 
the  DERA  Guarantor  Diversification 
Memo  shows  that  74%  of  the  single 
state  fund’s  excess  guarantees  above  the 
15%  threshold  on  average  come  from 
California  municipal  money  market 
funds  (39%),  New  York  municipal 
money  market  funds  (24%),  and 
Massachusetts  municipal  money  market 
funds  (11%).  All  other  state  municipal 
money  market  funds  account  for  5%  or 
less  of  the  excess  guarantees  dollars 
above  the  15%  threshold.  As  such,  we 
would  expect  that  in  terms  of  the 
amount  of  assets,  California,  New  York, 
and  Massachusetts  may  be  affected  more 
than  other  states.  However,  as  we 
discussed  earlier,  we  expect  the  impact 
to  be  minimal  since  the  amount  of 
excess  guarantee  dollars  above  the  15% 
threshold  is  less  than  0.5%  of  the  single 
state  guarantee  dollars.’ 736  This  may  be 
reduced  further  if  other  single  state 
funds  with  guarantees  below  the  10% 
and  15%  threshold  choose  to  increase 
their  percent  exposures  to  those 
guarantors  with  excess  exposure  in 
other  funds. 

We  do  not  expect  that  our  ABS  and 
twenty-five  percent  basket 
diversification  amendments  will  result 
in  operational  costs  for  funds.  We 
understand  that  money  market  funds 
generally  have  systems  to  monitor  their 
exposures  to  guarantors  (among  other 
things)  and  to  monitor  the  funds’ 
compliance  with  rule  2a-7’s  current 
10%  demand  feature  and  guarantee 
diversification  limit.  We  expect  that 
money  market  funds  could  use  those 
systems  to  track  exposures  to  ABS 
sponsors  under  our  amendments  and 
could  continue  to  track  the  funds’ 
compliance  with  a  10%  demand  feature 
and  guarantee  diversification  limit.  To 
the  extent  a  money  market  fund  did 
have  to  modify  its  systems  as  a  result  of 
our  ABS  and  twenty-five  percent  basket 
diversification  amendments,  we  expect 
that  the  money  market  fund  would 
make  those  modifications  when 
modifying  its  systems  in  response  to  our 
amendments  to  require  money  market 
funds  to  aggregate  exposure  to  affiliated 
issuers  for  purposes  of  rule  2a-7’s  5% 
diversification  limit,  for  which  we 
provide  cost  estimates  above.’ ^37 

■■730  See  DERA  Guarantor  Diversification  Memo, 
supra  note  1665. 

’737  See  supra  note  1625  and  accompanying  text. 
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Because  the  costs  estimated  above  are 
those  associated  with  activities  typically 
involved  in  making  systems 
modifications,  we  expect  they  also 
would  cover  any  systems  modifications 
associated  with  our  ABS  and  twenty- 
five  percent  basket  diversification 
amendments. 

In  the  Paperwork  Reduction  Act 
analysis  in  section  IV.A.l  below,  we 
identified  certain  initial  and  ongoing 
hour  burdens  and  associated  time  costs 
related  to  our  diversification 
amendments.  Specifically,  our  ABS 
amendment  requires  that  the  board  of 
directors  adopt  wrritten  procedures 
requiring  periodic  evaluation  of  any 
determinations  made  regarding 
instances  in  which  the  fund  is  not 
relying  on  the  ABS  sponsor’s  financial 
strength  or  its  ability  or  willingness  to 
provide  quality  or  liquidity. 

Furthermore,  for  a  period  of  not  less 
than  three  years  from  the  date  when  the 
evaluation  was  most  recently  made,  the 
fund  must  preserve  and  maintain  in  an 
easily  accessible  place  a  written  record 
of  the  evaluation.  These  requirements 
are  a  collection  of  information  under  the 
Paperwork  Reduction  Act,  and  are 
designed  to  help  ensure  that  the 
objectives  of  the  diversification 
limitations  are  achieved.  We  estimate 
the  one-time  burden  to  prepare  and 
adopt  these  procedures  will  be  1,368 
hours  at  $1,130,880  in  total  time  costs 
for  all  money  market  funds  and  we 
estimate  that  the  annual  burden  would 
be  approximately  608  burden  hours  and 
$842,080  in  total  time  costs  for  all 
money  market  funds.  We  also  note  that 
a  board  can  delegate  its  responsibility  to 
determine  whether  the  fund  is  relying 
on  the  ABS  sponsor’s  financial  strength 
or  its  ability  or  willingness  to  provide 
quality  or  liquidity  pursuant  to  rule  2a- 
7  1738  Jq  the  extent  that  a  board 
delegates  this  responsibility,  it  may 
incur  additional  costs  related  to  its 
oversight  of  such  a  delegate,  although 
we  expect  that  any  such  additional  costs 
would  be  minimal. 

/.  Amendments  to  Stress  Testing 
Requirements 

We  are  adopting  amendments  to  the 
stress  testing  requirements  under  rule 
2a-7,  with  modifications  from  the 
proposal  in  response  to  comments. 
Specifically,  we  are  adopting  reforms  to 
the  current  stress  testing  provisions  that 
will  require  funds  periodically  to  test 
their  ability  to  maintain  weekly  liquid 
assets  of  at  least  10%  and  to  minimize 
principal  volatility  in  response  to 


1738  5eg  rule  2a-7(j). 

1739 Stable  NAV  funds  will  continue  to  be 
required  to  test  their  ability  to  maintain  a  stable 


specified  hypothetical  events  that 
include  (i)  increases  in  the  level  of 
short-term  interest  rates,  (ii)  the 
doA\mgrade  or  default  of  particular 
portfolio  security  positions,  each 
representing  various  exposures  in  a 
fund’s  portfolio,  and  (iii)  the  widening 
of  spreads  in  various  sectors  to  which 
the  fund’s  portfolio  is  exposed,  each  in 
combination  with  various  increases  in 
shareholder  redemptions.^ The  fund 
adviser  must  report  the  results  of  such 
stress  testing  to  the  board,  including 
such  information  as  may  be  reasonably 
necessary  for  the  board  of  directors  to 
evaluate  the  stress  testing  results.’ 7'*'' 
We  discuss  these  requirements  and  the 
modifications  from  the  proposal  in 
further  detail  below. 

1.  Overview  of  Current  Stress  Testing 
Requirements  and  Proposed 
Amendments 

The  current  stress  testing 
requirements,  adopted  in  2010,  require 
that  the  fund  adopt  procedures 
providing  for  periodic  testing  of  the 
fund’s  ability  to  maintain  a  stable  price 
per  share  based  on  (but  not  limited  to) 
certain  hypothetical  events.  These 
hypothetical  events  include  a  change  in 
short-term  interest  rates,  an  increase  in 
shareholder  redemptions,  a  downgrade 
of  or  default  on  portfolio  securities,  and 
the  widening  or  narrowing  of  spreads 
between  yields  on  an  appropriate 
benchmark  selected  by  the  fund  for 
overnight  interest  rates  and  commercial 
paper  and  other  types  of  securities  held 
by  the  fund.  As  we  discussed  in  the 
Proposing  Release,  we  have  monitored 
the  stress  testing  requirement  and  how 
different  fund  groups  have  approached 
its  implementation  in  the  marketplace. 
Through  our  staff’s  examinations  of 
money  market  fund  stress  testing 
procedures,  we  have  observed 
disparities  in  the  quality  and 
comprehensiveness  of  stress  tests,  the 
types  of  hypothetical  circumstances 
tested,  and  the  effectiveness  of  materials 
produced  by  fund  managers  to  explain 
the  stress  testing  results  to  boards.  For 
example,  some  funds  test  for 
combinations  of  events,  as  well  as  for 
correlations  between  events  and 
between  portfolio  holdings,  whereas 
others  do  not.  As  discussed  in  the 
proposal,  we  believe  that  an  evaluation 
of  combinations  of  events  and 
correlations  among  portfolio  holdings  is 


NAV.  See  rule  2a-7(g)(8)(i).  Additionally,  as 
discussed  below,  we  recognize  that  fund  advisers 
and  boards  are  more  likely  to  be  concerned  with, 
and  the  hypothetical  events  are  focused  on, 
downside  volatility. 

’740/d. 

’741  See  rule  2a-7(g)(8)(ii). 


an  important  part  of  a  fund’s  stress 

testing. ’7^2 

We  also  noted  in  the  proposal  that  we 
have  had  several  opportunities  to  assess 
the  effectiveness  of  the  stress  testing 
requirements  during  periods  of  market 
stress,  including  the  2011  Eurozone  debt 
crisis  and  the  2011  U.S.  debt  ceiling 
impasses.  We  further  assessed  the  role 
of  stress  testing  in  fund  boards’ 
assessment  of  fund  risks  during  the 
2013  U.S.  debt  ceiling  impasse.  Our  staff 
has  observed  that  funds  that  had  strong 
stress  testing  procedures  were  able  to 
use  the  results  of  those  tests  to  better 
manage  their  portfolios  and  better 
understand  and  minimize  the  risks 
associated  with  these  events.’ 243 

Finally,  we  also  noted  that,  both  with 
stable  NAV  and  floating  NAV  funds,  we 
believe  that  stress  testing  the  liquidity  of 
money  market  funds  could  enhance  a 
fund  board’s  understanding  of  the  risks 
to  the  fund  related  to  periods  of  heavy 
shareholder  redemptions  and  could 
help  the  fund  manage  those  risks.  We 
also  noted  that  from  the  staff’s  review  of 
stress  testing  by  funds,  some  funds 
already  incorporate  an  analysis  of  their 
ability  to  maintain  liquidity  in  their 
stress  tests.’ 

Considering  this  information  and 
experience,  the  Commission  proposed 
certain  modifications,  enhancements, 
and  clarifications  to  the  current  stress 
testing  requirements  in  rule  2a-7  to 
strengthen  the  stress  testing 
requirements.  First,  we  added  a 
proposed  requirement  for  each  fund  to 
stress  test  its  ability  to  avoid  having  its 
weekly  liquid  assets  fall  below  15%  of 
all  fund  assets.  Under  the  floating  NAV 
alternative,  we  also  proposed  removing 
the  requirement  that  floating  NAV  funds 
test  their  ability  to  maintain  a  stable 
share  price.  Additionally,  we  proposed 
certain  enhancements  and  clarifications 
to  the  list  of  hypothetical  events  that 
funds  were  required  to  include  in  their 
stress  testing.  Finally,  we  proposed  to 
modify  the  requirements  to  report 
results  to  the  board,  proposing  an 
additional  requirement  that  the  fund 
adviser  include  such  information  as 
may  be  reasonably  necessary  for  the 
board  of  directors  to  evaluate  the  stress 

testing. ’245 

Comments  on  the  proposed  changes 
to  the  stress  testing  requirement  were 
mixed.  Some  commenters  supported  the 
proposed  reforms  to  varying  degrees.’ ^46 


’742  See  Proposing  Release,  supra  note  25,  at 
section  III.L. 

Id. 

’744/c/. 

’745  7c/. 

’74esee_  e.g.^  TIAA-CREF  Comment  Letter; 
BlackRock  II  Comment  Letter;  MFDF  Comment 

Cx)ntinued 
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Others  opposed  them. Commenters 
who  supported  the  reforms  suggested 
that  they  will  enable  better  management 
of  money  market  fund  risk  and  help 
address  run  incentives  by  heightening 
board  awareness  of  how  events  can 
affect  liquidity  and  share  price. 
Commenters  who  opposed  the  reforms 
indicated  that  they  believed  the  current 
stress  testing  requirements  were 
sufficient,  and  that  the  reforms  might  be 
costly,  difficult  to  implement,  and 
provide  unnecessary  information  to 
boards. ^^'*9  Two  commenters  believed 
that  stress  testing  should  not  be  required 
for  floating  NAV  funds. Other 
commenters  believed  that  stress  testing 
requirements  should  continue  to  apply 
to  floating  NAV  funds. These 
comments  are  discussed  in  more  detail 
below. 

2.  Stress  Testing  Metrics 
a.  Liquidity 

As  proposed,  we  are  requiring  money 
market  funds  to  test  their  liquidity,  but 
have  modified  the  threshold  to  require 
funds  to  test  their  ability  to  maintain 
10%  weekly  liquid  assets  from  the  15% 
proposed.’ 7^2  change  is  consistent 
with  the  modification  from  the  proposal 
regarding  the  threshold  of  weekly  liquid 
assets  that  will  trigger  a  default  liquidity 
fee. ’753  Several  commenters  generally 
supported  the  proposed  requirement 
that  funds  test  their  liquidity. One 
commenter  supported  the  proposal  that 
funds  test  against  the  15%  threshold, 
and  added  that  the  commenter  already 
tests  against  multiple  liquidity 
thresholds  and  will  continue  to  do 
so.’^^^  Another  commenter  argued  that 
funds  should  be  required  to  test  against 
a  more  conservative  threshold,  such  as 


Letter;  Comment  Letter  of  Treasurer,  State  of 
Connecticut  (Sept.  17,  2013)  (“Conn.  Treasurer 
Comment  Letter”);  Barnard  Comment  Letter; 
.Santoro  Comment  Letter. 

’^■’^See,  e.g.,  Federated  VIII  Comment  Letter;  ICI 
Comment  Letter;  Schwab  Comment  Letter;  Legg 
Mason  &  Western  Asset  Comment  Letter;  Dreyfus 
Comment  Letter. 

’^■’“See,  c.g.,  BlackRock  II  Comment  Letter 
(noting  that  stress  testing  plays  a  critical  role  in  a 
board’s  understanding  of  money  market  fund  risks). 

e.g.,  ICI  Comment  Letter  (noting  that 
there  are  limitations  to  stress  testing  and  of  fund 
directors’  capacity  to  review  and  interpret  stress 
tests,  which  could  lead  to  diminishing  returns  as 
the  number  and  complexity  of  stress  tests  increase). 

’’’5“  See  Deutsche  Comment  Letter;  Legg  Mason  & 
Western  Asset  Comment  Letter. 

’751  e.g,^  BlackRock  II  Comment  Letter; 

Fidelity  Comment  Letter;  MSCI  Comment  Letter. 

See  rule  2a-7(g)(8)(i). 

■>753  See  rule  2a-7(c)(2(ii). 

See,  e.g.,  BlackRock  II  Comment  Letter; 
Fidelity  Comment  Letter;  MSCI  Comment  Letter; 
Dreyfus  Comment  Letter  (but  expressing  objection 
to  the  stress  tests  as  proposed  as  vague,  qualitative, 
and  onerous). 

>755  See  BlackRock  II  Comment  Letter. 


20%,  to  allow  funds  to  manage  liquidity 
with  “an  eye  toward  a  significant 
buffer”  against  the  liquidity  threshold 
that  would  trigger  fees  and  gates. 

Finally,  one  commenter,  although 
generally  supportive  of  testing  liquidity, 
suggested  that  rather  than  requiring 
funds  to  test  against  a  specific  liquidity 
threshold,  funds  should  analyze  the 
impact  of  specific  hypothetical  event 
scenarios  on  weekly  liquidity  and  the 
fund’s  NAV,  even  if  such  events  fall 
short  of  triggering  a  specific  liquidity 

threshold. ’757 

Several  commenters,  however, 
opposed  the  proposed  requirement  to 
have  funds  stress  test  their  liquidity.’ 758 
One  commenter  noted  that  it  believed 
that  testing  liquidity  would  not  be 
particularly  meaningful  for  funds,  as  it 
is  not  possible  to  predict  what  assets  a 
fund  would  sell  to  meet 
redemptions.’ 759  This  commenter  also 
believed  that  testing  liquidity  in  floating 
NAV  funds  would  serve  no  useful 
purpose  because  any  losses  on  sales  of 
securities  to  meet  redemptions  would  be 
reflected  in  the  fund’s  NAV.’78o  Several 
commenters  believed  that  it  was  not 
feasible  for  a  fund  to  test  “the 
magnitude  of  each  hypothetical  event 
that  would  cause”  the  fund  to  cross  the 
liquidity  threshold, ’7®’  as  the  proposed 
rule  would  have  required  for  reporting 
to  the  board.’ 782  These  commenters 
noted  that,  unlike  stable  share  price, 
there  was  not  a  direct  relationship 
between  a  fund’s  liquidity  levels  and 
the  hypothetical  events  listed  in  the 
proposed  rule,  other  than  shareholder 
redemptions.’ 763  They  believed  that 
conducting  such  stress  tests  would 
therefore  require  funds  to  make  complex 
assumptions  about  how  hypothetical 
events,  such  as  an  interest  rate  increase. 


>750  See  MSCI  Comment  Letter. 

>  757  See  Fidelity  Comment  Letter. 

>750  See  ICI  Comment  Letter;  Federated  II 
Ciomment  Letter;  F'ederated  VIII  Comment  Letter; 
Legg  Mason  &  Western  Asset  Comment  Letter; 
Invesco  Comment  Letter;  IDC  Comment  Letter. 

>750  See  Legg  Mason  &  Western  Asset  Comment 
Letter. 

>700/c/. 

>7o>  See  ICI  Comment  Letter;  Federated  VIII 
Comment  Letter.  See  aJso  IDC  Comment  Letter 
(noting  that  testing  when  a  hypothetical  event  may 
impact  a  fund’s  ability  to  maintain  weekly  liquid 
assets  of  15%  may  not  be  feasible). 

>702  See  proposed  rule  2a-7(g)(7)(ii)  (Floating 
NAV  Alternative  or  Fees  and  Gates  Alternative). 

>  703  See  ICI  Comment  Letter  (arguing  that  there  is 
no  practical  means  of  testing  when  a  hypothetical 
event,  other  than  redemptions,  would  cause  a 
money  market  fund  to  cross  the  15%  liquidity 
threshold);  Federated  II  Comment  Letter  (same): 
Federated  VIII  Comment  Letter  (same).  See  also 
Invesco  Comment  Letter  (objecting  to  the  testing  of 
scenarios  in  which  a  fund  falls  below  the  15% 
liquidity  threshold  because  the  only  reasonable 
scenario  in  which  this  would  occur  is  shareholder 
redemptions). 


would  affect  the  level  of  shareholder 
redemptions  or  a  portfolio  manager’s 

decision  to  sell  securities. ’764  As  an 
alternative,  commenters  suggested  that 
funds  could  calculate  the  level  of 
shareholder  redemptions  that,  if 
satisfied  using  only  weekly  liquid 
assets,  would  reduce  the  fund’s  weekly 
liquid  assets  to  15%. ’765  Additionally, 
one  commenter,  although  not  objecting 
to  having  funds  stress  test  for  liquidity 
maintenance  generally,  believed  that  the 
stress  tests  as  proposed  were  vague  and 
qualitative  in  nature. ’766 

We  continue  to  believe  that  funds 
should  assess  their  liquidity  as  part  of 
the  stress  testing  process.  As  one 
commenter  noted,  investors  are  likely  to 
monitor  their  funds’  liquidity  levels, 
and  the  deterioration  of  liquidity  could 
spark  redemptions. ’767  vVe  agree.  We 
also  believe  that  the  benefits  to  testing 
liquidity  will  apply  to  floating  NAV 
funds  as  well  as  stable  NAV  funds.  We 
believe  that  floating  NAV  funds  need  to 
understand  what  can  place  stress  on 
liquidity,  regardless  of  the  fact  that 
losses  from  the  sales  of  securities  are 
reflected  in  a  market-based  NAV, 
particularly  in  light  of  the  potential  for 
triggering  a  fee  or  gate.’ 768  p  is 
important  for  boards  to  understand  and 
be  aware  of  what  could  cause  a  fund’s 
liquidity  to  deteriorate  below  certain 
thresholds  (or  below  a  regulatory 
threshold]  as  this  renders  the  fund  less 
able  to  satisfy  redemptions  through 
internal  liquidity  and  thus  increases  the 
likelihood  that  satisfying  future 
redemptions  will  generate  liquidity 
costs. 

We  disagree  with  the  commenter  that 
indicated  that  testing  liquidity  would 
not  be  meaningful  because  it  is  not 
possible  to  predict  what  assets  would  be 
sold  to  meet  redemptions. ’769  As 
discussed  below,  we  have  made  several 
modifications  to  the  proposed  rule  in 
response  to  comments  to  reduce  the 
number  and  complexity  of  assumptions 
that  funds  will  need  to  make.  We 


>>’'>^  See  ICI  Comment  Letter  (noting  that  funds  do 
not  have  a  basis  for  determining  the  amount  of 
redemptions  might  indirectly  result  from  significant 
changes  in  interest  rates,  spreads  or  a  downgrade 
or  default  on  portfolio  securities);  Federated  VIII 
Comment  Letter  (arguing  that  the  proposed  test  on 
liquidity  levels  would  have  to  be  based  on  a 
behavioral  relationship  between  changes  in  interest 
rates  and  decisions  by  the  fund’s  portfolio  manager 
to  sell  portfolio  securities);  Schwab  Comment  Letter 
(noting  that  testing  liquidity  requires  estimation  of 
data  that  is  not  directly  observable,  such  as 
redemption  contagion  and  security  level  price 
correlations). 

>755 /d. 

>756  Dreyfus  Comment  Letter. 

>757  5ee  MSCI  Comment  Letter. 

>755  See  Legg  Mason  &  Western  Asset  Comment 
Letter. 

i7e8/c/_ 
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recognize  that  funds  still  need  to  make 
certain  assumptions  in  their  stress 
testing.  In  particular,  when  testing  the 
effect  of  an  increase  in  shareholder 
redemptions,  funds  will  have  to  make 
assumptions  regarding  which  assets  are 
sold  to  meet  such  redemptions.  We 
believe,  however,  that  the  stress  testing 
requirements  that  we  are  adopting  today 
will  still  be  helpful  to  a  board’s 
understanding  of  a  fund’s  liquidity  and 
the  events  that  can  make  it  deteriorate, 
even  when  it  includes  some 
assumptions.  In  support  of  this  belief 
that  such  testing  can  be  useful  to  funds, 
we  note  that  some  commenters 
indicated  that  they  already  stress  test 
liquidity,  even  though  it  is  not  cmrently 
required. Additionally,  as  we 
discuss  below,  we  believe  that  a 
disclosure  and  discussion  of  the 
assumptions  that  fund  managers  made 
when  developing  stress  testing  can 
increase  the  board’s  understanding  of 
the  stress  testing  results,  and  how  the 
results  might  differ  if  different 
assumptions  are  used. 

Regarding  the  commenters  that  noted 
that  there  was  not  a  direct  relationship 
between  a  fund’s  liquidity  levels  and 
the  hypothetical  events  listed  in  the 
rule,  we  recognize  that  many  of  the 
hypothetical  events  in  the  rule  do  not 
have  a  direct  effect  on  liquidity.  We  did 
not  intend  to  require  funds  to  make 
complex  assumptions  regarding  how  the 
hypothetical  events  listed  in  the 
proposed  rule  would  affect  redemption 
levels  and  therefore  liquidity.  In 
response  to  the  concerns  that  these 
commenters  raised,  and  as  discussed 
further  below,  we  have  modified  the 
stress  testing  requirements  so  that  each 
hypothetical  event  listed  in  the 
amendments  is  tested  assuming  varying 
levels  of  shareholder  redemptions.  We 
are  not  requiring  the  fund  to  test,  for 
example,  how  a  change  in  interest  rates 
or  credit  spreads  by  itself  affects  a 
fund’s  level  of  weekly  liquid  assets,  but 
rather  how  increases  in  redemptions 
combined  with  the  effect  of  specific 
hypothetical  events,  like  a  change  in 
interest  rates  or  credit  spreads,  may 
affect  fund  liquidity.  It  should  also 
simplify  the  implementation  of  the 
requirement  by  not  requiring  the  fund  to 
make  potentially  complex  or  speculative 
assumptions  about  how  an  increase  in 
interest  rates  or  deterioration  in 
portfolio  credit  quality  will  affect 
shareholder  redemptions,  and  thereby 
affect  liquidity,  a  concern  that  was 
raised  by  commenters. We  believe 


BlackRock  II  Comment  Letter;  Dreyfus 
Comment  Letter. 

See  Federated  VIII  Comment  Letter;  ICI 
Comment  Letter. 


this  measure,  in  addition  to 
modifications  to  the  proposed 
hypothetical  events  discussed  below, 
addresses  the  concern  of  the  commenter 
that  did  not  object  to  testing  liquidity  in 
principle  but  believed  that  the  proposed 
hypothetical  events  made  the  stress 
testing  requirements  vague  and 
qualitative  in  nature.  Finally,  as 
discussed  further  below,  we  are 
eliminating  the  proposed  requirement 
that  funds  report  the  “magnitude  of 
each  hypothetical  event”  that  would 
cause  the  fund  to  fall  below  the 
liquidity  threshold.  This  change  from 
the  proposal  responds  to  commenters’ 
concerns  that  making  such  a 
determination  is  not  feasible. 

As  noted  above,  we  are  requiring 
funds  to  test  against  a  10%  weekly 
liquid  assets  threshold.  We  have  chosen 
the  10%  weekly  liquid  assets  threshold 
because  it  is  the  same  threshold  that 
will  trigger  a  default  liquidity  fee  absent 
board  action  under  the  final 
amendments.  Much  like  the  inability  to 
maintain  a  stable  price,  the  triggering  of 
a  default  fee  absent  board  action  under 
our  fees  and  gates  reform  may  result  in 
consequences  for  a  fund  and  its 
shareholders.  Requiring  funds  to  stress 
test  their  ability  to  avoid  falling  below 
this  threshold  should  help  inform 
boards  and  fund  managers  of  the 
circumstances  that  could  cause  a  fund 
to  trigger  a  default  liquidity  fee  and 
provide  them  a  tool  to  help  avoid  doing 
so.  We  considered  setting  the  required 
threshold  at  a  more  conservative  level, 
in  particular  30%,  because  this 
threshold  is  the  level  of  weekly  liquid 
assets  that  funds  are  required  to 
maintain  and  the  level  below  which 
fund  directors  will  be  permitted  to 
impose  a  discretionary  fee  or  gate.  We 
believe,  however,  that  fund  directors 
would  benefit  most  from  understanding 
the  events  that  could  place  such  stress 
on  a  fund’s  liquidity  that  it  would 
trigger  a  liquidity  fee,  absent  board 
action.  Although  we  believe  funds 
would  also  benefit  from  testing  the 
ability  to  maintain  higher  liquidity 
thresholds,’ we  are  sensitive  to  the 
potential  costs  of  requiring  funds  to 
stress  test  against  multiple  liquidity 
thresholds,  and  have  therefore  chosen  to 
set  the  liquidity  threshold  for  required 
testing  at  the  lower  10%  threshold. 
Nonetheless,  we  encourage  funds  to 
consider  testing  multiple  liquidity 


See  BlackRock  II  Comment  Letter  (noting  that 
it  stress  tests  against  other  weekly  thresholds  it 
deems  appropriate);  Fidelity  Comment  Letter 
(noting  that  testing  the  effects  of  events  on  liquidity 
and  share  price  can  be  useful  to  boards  even  if  the 
event  “is  not  of  sufficient  magnitude  to  cause  the 
MFF  to  violate”  a  threshold). 


thresholds,  particularly  up  to  and 
including  the  30%  threshold,  and  to 
consider  more  generally  the  effects  of 
hypothetical  events  and  combinations  of 
those  events  on  liquidity. 

b.  Principal  Volatility 

In  addition  to  requiring  funds  to  test 
their  liquidity  against,  at  minimum, 
specified  hypothetical  events,  we  are 
requiring  funds  to  test  their  ability  to 
minimize  principal  volatility.’’'’'^  Funds 
are  currently  required  to  test  their 
ability  to  maintain  a  stable  NAV.  In  the 
Proposing  Release,  we  proposed 
replacing  this  requirement  for  floating 
NAV  funds  with  a  requirement  to  test 
their  ability  to  maintain  weekly  liquid 
assets,  and  proposed  requiring  stable 
NAV  funds  to  test  their  ability  to 
maintain  both  a  certain  level  of  liquidity 
and  a  stable  share  price. In  the 
Proposing  Release,  however,  we 
recognized  that  there  might  be  other 
metrics  that  could  be  used  in  stress 
testing.  Specifically,  we  requested 
comment  on  whether  to  require  floating 
NAV  funds  to  test  their  ability  to  meet 
an  investment  objective,  avoid  losses  or 
minimize  principal  volatility.’^’’® 

In  response,  several  commenters 
argued  that  floating  NAV  funds  should 
continue  to  test  their  NAV  stability. 

These  commenters  pointed  out  investors 
in  floating  NAV  funds  will  continue  to 
expect  a  relatively  stable  NAV.’^^e 
Additionally,  commenters  argued  that 
the  stress  testing  requirements  should 
not  differ  between  floating  NAV  and 
fixed  NAV  funds.’ As  we  noted 
above,  two  commenters  did  not  believe 
that  stress  testing  requirements  should 
apply  to  floating  NAV  funds.”'®®  One 
such  commenter  argued  that  testing  for 
floating  NAV  funds  was  not  necessary 
because  a  floating  NAV  already  provides 
optimal  price  transparency.’ 7®’ 


See  rule  2a-7(g)(8)(i). 

See  Proposing  Release,  supra  note  25,  at 
section  III.L. 

Proposing  Release,  supra  note  25,  at 
section  III.L. 

See  BlackRock  II  Comment  Letter  (noting  that 
investors  in  floating  NAV  funds  expect  a  relatively 
stable  NAV);  Fidelity  Comment  Letter  (same);  MSCI 
Comment  Letter  (noting  that  even  with  a  floating 
NAV,  there  will  still  be  a  valuation  “tipping 
point”). 

5  778  7c/. 

5 778  See  BlackRock  II  Comment  Letter;  Fidelity 
Comment  Letter. 

5  780  See  Deutsche  Comment  Letter;  Legg  Mason  & 
Western  Asset  Comment  Letter  (conunenting  that 
no  stress  testing  should  be  required  for  Floating 
NAV  funds,  and  arguing  that  having  a  floating  NAV 
fund  test  for  liquidity  would  serve  no  useful 
purpose).  The  argument  raised  in  the  Legg  Mason 
&  Western  Asset  Comment  Letter  is  discussed  above 
in  the  discussion  regarding  the  use  of  liquidity  as 
a  metric  in  stress  testing. 

5  785  See  Deutsche  Comment  Letter. 
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believed  floating  NAV  funds  should  test 
their  NAV  stability.  We  believe  that 
money  market  funds,  regardless  of 
whether  they  have  a  floating  NAV  or 
maintain  a  stable  NAV,  will  continue  to 
strive  to  minimize  principal  volatility  to 
maintain  a  stable  share  price.  In  times 
of  market  stress,  funds  could  face 
challenges  in  limiting  principal 
volatility,  and  we  believe  that  funds  and 
fund  boards  would  benefit  from  stress 
testing  to  help  them  understand  the 
potential  pressures  on  principal 
stability,  as  the  current  requirements  do 
today.  We  have  therefore  modified  the 
proposed  rule  to  require  a  fund  to  test 
both  its  ability  to  maintain  liquidity  and 
its  ability  to  minimize  principal 
volatility  based  on  specified 
hypothetical  events.  We  have 
determined  not  to  set  specific 
limitations  or  thresholds  against  which 
funds  should  test  principal  volatility. 
Unlike  stable  NAV  funds,  which  have  a 
clear  threshold,  we  do  not  believe  that 
there  is  single  measure  of  what  level  of 
volatility  investors  in  floating  NAV 
funds  will  tolerate.  This  measure  might 
differ  among  floating  NAV  funds, 
depending  on,  for  example,  investor 
composition.  Accordingly,  we  believe 
that  funds  and  fund  boards  are  best 
suited  to  determining  the  amount  of 
principal  volatility  that  investors  in 
their  floating  NAV  funds  will  likely 
tolerate  and,  accordingly,  what  volatility 
threshold  or  thresholds  should  be  used 
in  their  stress  testing. 

We  have  chosen  to  use  the  term 
“minimize  principal  volatility”  rather 
than  “maintain  a  stable  share  price”  to 
clarify  this  requirement  applies 
regardless  of  whether  the  fund  has  a 
floating  or  a  stable  NAV,  and  believe 
that  this  metric  is  consistent  with  the 
comments  submitted.’ ^82  \/\/q  believe, 
based  on  comments,  that  funds  would 
generally  approach  this  requirement 
similar  to  how  they  today  test  the  ability 
to  maintain  a  stable  share  price 
although,  as  discussed  above,  funds  will 
need  to  determine  what  volatility 
threshold  or  thresholds  they  believe  are 
appropriate  to  test  against.’ We  have 
chosen  to  use  the  metric  of  minimizing 

’782  Sge  BlackRock  II  Comment  Letter  (noting  that 
it  believes  that  investors  in  a  floating  NAV  fund 
will  expect  the  fund  to  have  a  “relatively  stable 
NAV”):  MSCI  Comment  Letter  (noting  that  it  is 
unlikely  that  investors  in  floating  NAV  funds  will 
accept  NAV  fluctuations  outside  of  a  very  small 
band,  and  that  there  will  be  some  form  of  a 
“valuation  tipping  point”). 

1783  See  State  Street  Comment  Letter  (noting  that 
it  currently  offers  stress  testing  to  liquidity  funds 
with  a  floating  NAV,  including  the  ability  for  a 
floating  NAV  to  avoid  losses  greater  than  25  or  50 
basis  points,  and  that  these  tests  are  “relatively 
simple”  modifications  to  the  stable  NAV  tests). 


because  certain  investors  in  floating 
NAV  funds  might  demand  overall  price 
stability,  and  therefore  some  floating 
NAV  funds  might  determine  that  it  is 
appropriate  to  consider  both  upward 
and  downward  price  pressures  when 
developing  stress  tests.’ 

We  have  retained  the  requirement  that 
stable  NAV  funds  test  their  ability  to 
maintain  a  stable  share  price.  Although 
we  do  not  anticipate  that  stable  NAV 
funds  would  approach  this  additional 
requirement  in  a  way  that  differs  much, 
if  at  all,  from  a  test  to  minimize 
principal  volatility,  it  clarifies  that 
stable  NAV  funds  are  required  to  test 
the  ability  of  the  fund  to  avoid  breaking 
the  buck. 

The  Commission  believes  that 
requiring  funds  to  test  against  both  the 
level  of  weekly  liquid  assets  and 
principal  volatility  is  appropriate. 

Several  commenters  similarly  supported 
testing  both  liquidity  and  principal 
stability.’^^s  Although  we  recognize  that 
requiring  testing  against  both  metrics 
could  require  more  tests  than  requiring 
testing  against  one  metric,  we  believe 
that  testing  for  both  metrics  justifies  the 
additional  burden  of  more  tests.  As 
commenters  pointed  out,  principal 
stability  and  minimizing  price  volatility 
are  two  primary  objectives  of  money 
market  funds.’ Additionally,  we 
believe  that  principal  stability  and 
liquidity  are  interrelated.  In  particular, 
we  agree  with  a  commenter  that  pointed 
out  that,  in  times  of  market  stress,  a 
fund  could  experience  (i)  less  price 
stability,  resulting  from  a  decline  in 
liquidity  or  in  an  attempt  to  maintain 
adequate  liquidity,  or  (ii)  less  liquidity, 
resulting  from  a  decline  in  price 
stability  or  an  attempt  to  maintain  price 
stability.”'®^  We  therefore  believe 
boards  should  understand  the  range  of 
events  that  could  place  stress  on 
liquidity,  principal  stability  or  both,  and 
that  stress  testing  both  liquidity  and 

1784  Although  we  recognize  that  upward  price 
pressures  might  be  a  relevant  metric  to  stress  test 
for  some  funds,  we  also  recognize  that  funds  will 
generally  be  more  concerned  with  downward  price 
pressures.  Accordingly,  we  do  not  interpret  the 
requirement  to  test  the  ability  to  minimize  principal 
volatility  to  require  funds,  as  a  matter  of  course,  to 
test  against  upward  price  movements.  This  is 
consistent  with  staffs  clarification  of  the  stress 
testing  rules  adopted  in  2010  that  funds  did  not 
have  to  stress  test  against  “breaking  the  buck  on  the 
upside.”  See  Staff  Responses  to  Questions  about 
Money  Market  Fund  Reform,  August  7,  2012, 
available  at  http://www.sec.gov/divisions/ 
investment/guidance/mmfreform-imqa.htm. 

1 785  See  BlackRock  II  Comment  Letter;  Fidelity 
Comment  Letter;  MSCI  Comment  Letter. 

1786/rf. 

1 787  See  Fidelity  Comment  Letter. 


understanding. 

3.  Hypothetical  Events  Used  in  Stress 
Testing 

The  Commission  is  also  adopting 
modifications  to  the  hypothetical  events 
that  funds  use  in  stress  testing.  As 
discussed  further  below,  we  have 
modified  these  events  from  the 
Proposing  Release  to  address 
commenter  concerns  about  the  potential 
complexity  of  testing  for  some  of  the 
proposed  hypothetical  events,  while 
still  enhancing  stress  tests  to 
incorporate  correlations  between 
securities  and  combinations  of  events. 

In  response  to  commenters’  concerns, 
we  have  modified  the  rule  text  to  clarify 
the  number  and  extent  of  tests  that  the 
rule  requires. 

As  discussed  above,  we  proposed 
improvements  to  stress  testing  in  the 
Proposing  Release  because  we  believed 
that  certain  enhancements  and 
clarifications  to  the  hypothetical  events 
currently  used  in  stress  testing  were 
necessary  to  improve  the  minimum 
quality  of  the  stress  testing  by  some 
hinds.  The  proposed  enhancements 
included  requiring  the  funds  to  consider 
factors  such  as  correlations  among 
securities  returns  and  various 
combinations  of  events  in  their  stress 
tests,  an  assessment  of  how  a  fund 
would  meet  increasing  shareholder 
redemptions  (taking  into  consideration 
assumptions  regarding  the  liquidity  and 
price  of  portfolio  securities),  and  both 
parallel  and  non-parallel  shifts  in  the 
yield  curve. 

Some  commenters  generally 
supported  the  proposed 
enhancements.’^®®  Several  commenters 
opposed  or  expressed  concerns  about 
the  proposed  enhancements. ’7®® 
Specifically,  some  commenters  argued 
that  the  enhancements  would  not  allow 
funds  to  retain  flexibility  to  tailor  stress 
tests  to  the  fund.’^^®  Some  commenters 
expressed  concerns  that  the  proposed 
enhancements  would  increase  the 
burden,  expense,  and  complexity  of 
stress  testing.”'®’  Some  commenters 
believed  that  the  proposed 

1788  MSCI  Comment  Letter;  TIAA-CREF 

Comment  Letter. 

1780  See,  e.g.,  Dreyfus  Comment  Letter;  ICI 
Comment  Letter;  Federated  VIII  Comment  Letter; 
Schwab  Comment  Letter;  Invesco  Comment  Letter. 

1700  See  Legg  Mason  &  Western  Asset  Comment 
Letter;  Comment  Letter  of  Waddell  &  Reed 
Investment  Management  Company  (Sept.  17,  2013) 
(“Waddell  &  Reed  Comment  Letter”);  SIFMA 
Comment  Letter. 

1701  See,  e.g.,  Federated  II  Comment  Letter; 

Dreyfus  Comment  Letter;  Invesco  Comment  Letter; 
SSGA  Comment  Letter. 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014/Rules  and  Regulations 


47893 


enhancements  were  too  vague. 
Commenters  expressed  concerns  that 
the  proposed  requirements  to  test  for 
combinations  of  events  and  other  events 
made  the  rule  unclear  about  what  events 
must  be  tested  and  the  extent  of  testing 
necessary  to  comply  with  the  proposed 
requirements,  with  some  commenters 
arguing  that  the  proposed  rule  required 
potentially  endless  numbers  of  tests. 

In  particular,  some  commenters 
believed  that  the  proposed 
enhancements  would  require  funds  to 
make  unrealistic  assessments  about  the 
liquidity  and  price  of  securities  that  a 
fund  might  sell  to  meet  redemptions, 
and  assessments  about  how  an  adverse 
event  in  one  portfolio  security  might 
affect  other  portfolio  securities. 
Commenters  argued  that  these 
requirements  might  require  significant 
assumptions  that  would  be  difficult  to 
make  and  that  could  render  the  results 
not  useful  to  boards.^ 

The  Commission  disagrees  with 
commenters  who  argued  that 
modifications  to  hypothetical  events 
will  reduce  funds’  flexibility  in 
developing  stress  tests.’ First,  the 
requirements  we  are  adopting  today  still 
leave  the  specific  parameters  of  the 
hypothetical  events  to  the  fund’s 
discretion.  Furthermore,  the 
hypothetical  events  specified  in  the  rule 
are  not  a  comprehensive  list  of  the 
hypothetical  events  that  funds  may 
stress  test,  but  a  minimum  set.  As 
discussed  below,  the  rule  requires  a 
fund  adviser  to  include  additional 
combinations  of  events  that  the  fund 
adviser  deems  relevant. 

We  are,  however,  persuaded  by 
commenters  that  some  of  the  proposed 
enhancements  might  require  funds  to 
make  complex  behavioral  assumptions 
that  might  not  be  realistic  and  that 
might  ultimately  reduce  the  utility  of 
stress  testing  to  fund  boards.  We  also 
recognize  that,  as  proposed,  some  of  the 
hypothetical  events  were  vague  and 
might  be  difficult  to  implement.  Finally, 
we  also  are  sensitive  to  the  potential 
burdens  that  administering  a  large 
number  of  stress  tests  with  complex 


e.g.,  ICI  Comment  Letter;  Federated  II 
Comment  Letter;  Federated  VIII  Comment  Letter; 
Dreyfus  Comment  Letter;  Schwab  Comment  Letter. 

’793  See  Federated  II  Comment  Letter  (noting  that 
the  rule  is  unclear  about  the  type  and  number  of 
tests  required);  ICI  Comment  Letter  (noting  that  the 
requirement  to  incorporate  combinations  of  events 
causes  the  number  of  test  results  to  grow 
geometrically  with  each  permutation  of  stress 
events). 

’794  See,  e.g.,  Schwab  Comment  Letter;  ICI 
Comment  Letter;  Federated  VIII  Comment  Letter; 
Dreyfus  Comment  Letter;  Invesco  Comment  Letter. 

’795  See  Legg  Mason  &  Western  Asset  Comment 
Letter;  Waddell  &  Reed  Comment  Letter;  SIFMA 
Comment  Letter. 


assumptions  can  place  on  funds  and 
their  boards,  a  point  raised  by 
commenters.  To  address  these  concerns, 
and  as  discussed  below,  we  have 
modified  the  proposed  enhancements  to 
specify  certain  minimum  hypothetical 
events  that  funds  are  required  to 
incorporate  in  their  testing.  We  believe 
that  the  proposed  requirements  reflected 
four  primary  areas  of  risk  that  can  place 
stress  on  funds.  Those  are  (i)  an  increase 
in  the  general  level  of  short-term 
interest  rates,  (ii)  a  downgrade  or  default 
of  a  portfolio  security  position,  (iii)  a 
correlated  increase  in  the  credit  spreads 
for  certain  portfolio  securities,  and  (iv) 
an  increase  in  shareholder 
redemptions.”"®®  We  have  therefore 
modified  the  hypothetical  events  that 
funds  must  use  in  stress  testing  so  that 
they  focus  on  these  risks  and  eliminated 
several  of  the  elements  in  the  proposed 
rule  within  those  areas  of  risk  that 
commenters  argued  would  require  the 
most  complex  and  unrealistic 
assumptions.  As  discussed  further 
below,  each  fund  is  required  to  test  each 
of  the  first  three  events  in  combination 
with  increasing  shareholder 
redemptions,  which  we  believe  will 
allow  funds  to  focus  on  the  most 
important  combination  of  events  that 
will  provide  the  most  meaningful 
results  to  boards,  while  reducing  the 
number  of  combinations  of  events  that 
the  rule  requires  as  a  minimum  set  for 
stress  testing. 

a.  Interest  Rate  Increases 

Funds  are  currently  required  to  stress 
test  for  a  change  in  short-term  interest 
rates.  We  proposed  modifying  this 
requirement  so  that  funds  would  only 
need  to  test  for  increases  in  the  general 
level  of  short-term  interest  rates,  making 
clear  that  funds  did  not  have  to  test  for 
decreases  in  short-term  interest  rates. 

We  received  no  comments  on  this 
aspect  of  the  proposal,  and  we  are 
adopting  the  modifications  as 
proposed. 

Second,  we  proposed  to  add  a 
hypothetical  event  for  funds  to  test, 
namely  “[o]ther  movements  in  interest 
rates  that  may  affect  fund  portfolio 
securities,  such  as  parallel  and  non¬ 
parallel  shifts  in  the  yield  curve.” 
Commenters  expressed  concerns  with 


’  796  See  ICI  Comment  Letter  (noting  that  the  rule 
should  only  require  tests  for  spreads  in  the  yield 
curve;  an  increase  in  the  spread  of  non-Treasury 
securities  over  the  yield  curve,  redemptions,  and  a 
downgrade  or  default  of  a  significant  issuer  and/or 
provider  of  demand  features  and  guarantees); 
Fidelity  Comment  Letter  (suggesting  standardized 
scenarios  with  combinations  of  interest  rate 
increases,  yield  spread  shocks  across  a  sector  of 
portfolio  securities,  a  credit  event  of  an  issuer  of  a 
portfolio  securities,  and  shareholder  redemptions). 

’797  See  rule  2a-7(g)(8)(i)(A). 


this  requirement.  First,  commenters 
noted  that  testing  for  non-parallel  shifts 
in  the  yield  curve  would  be  unlikely  to 
yield  results  that  are  any  more 
informative  than  carefully  chosen 
parallel  shifts  in  the  yield  curve,  yet 
incorporating  this  factor  into  stress 
testing  would  require  significantly  more 
effort.  Another  commenter  noted 
that  this  requirement  was  vague  and 
open-ended,  as  there  are  an  infinite 
number  of  non-parallel  interest  rate 
movements.”®® 

We  are  not  adopting  the  proposed 
requirement  to  test  for  “[ojther 
movements  in  interest  rates  that  may 
affect  fund  portfolio  securities,  such  as 
parallel  and  non-parallel  shifts  in  the 
yield  curve.”  We  are  persuaded  by 
commenters’  concerns  that 
incorporating  non-parallel  shifts  in  the 
yield  curve  will  require  funds  to  expend 
effort  determining  the  types  of  shifts  to 
test  for,  with  little  more  benefit  than 
testing  for  parallel  shifts  in  the  yield 
curve,  and  that  testing  for  parallel  shifts 
in  the  yield  curve  is  encompassed  by 
the  requirement  to  test  for  general 
increases  in  the  level  of  short-term 
interest  rates.’®®® 

b.  Credit  Events 

Funds  currently  are  required  to  test 
for  a  downgrade  of  or  default  on 
portfolio  securities.’®®’  We  proposed  to 
enhance  this  requirement  by  requiring 
that  funds  test  for  a  “downgrade  or 
default  of  portfolio  securities  and  the 
effects  these  events  could  have  on  other 
securities  held  by  the  fund.”  As 
discussed  in  the  Proposing  Release,  we 
had  proposed  this  requirement  to  ensure 
that  funds  consider  portfolio 
correlations  when  stress  testing. 
Commenters  expressed  concerns  about 
the  proposed  enhancement,  arguing  that 
the  requirement  was  vague  and 
qualitative  in  nature  because  the  fund 
would  have  to  make  assumptions  about 
the  event  that  led  to  the  downgrade  or 
default,  resulting  in  stress  testing  results 
that  might  not  be  meaningful  to  its 
board. ’®®2  We  were  persuaded  by 
commenters  of  the  potentially 


’798  5ge  ]Q  Comment  Letter;  Fidelity  Comment 
Letter. 

’799  5gg  ICI  Comment  Letter. 

’800  See  ICI  Comment  Letter  (noting  that  a  test  for 
a  parallel  increase  in  the  Treasury’  yield  curve 
corresponds  to  test  for  general  increases  in  short¬ 
term  interest  rates). 

’**9’  See  current  rule  2a-7(c)(10)(v). 

’997  See,  e.g.,  Dreyfus  Comment  Letter;  see  also 
ICl  Comment  Letter  (noting  that  a  stress  test  can 
assume  a  downgrade  or  default  without  making  any 
assumptions  about  what  caused  it,  but  cannot 
assess  what  other  portfolio  securities  might  be 
correlated  to  the  downgrade  or  default  without 
some  basis  for  assuming  the  adverse  event  that  led 
to  the  downgrade  or  default). 
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speculative  nature  of  the  proposed 
requirement  and  that,  as  a  result,  the 
proposed  requirement  might  not 
provide  meaningful  information  to 
boards  about  the  correlation  of  portfolio 
securities,  which  was  the  intent  of  the 
proposed  requirement.  We  have 
therefore  determined  not  to  require 
funds  to  incorporate  in  their  testing  the 
effect  of  a  downgrade  or  default  of  one 
security  on  the  price  of  other  securities 
in  the  portfolio.  We  also  believe  that 
eliminating  this  proposed  requirement 
will  reduce  the  burden  of  the  stress 
testing  requirements  relative  to  the 
proposed  requirements. 

After  reviewing  the  comments,  we 
have  modified  the  requirement  from 
what  was  proposed.  Specifically,  we  are 
requiring  that  funds  test  for  “a 
downgrade  or  default  of  particular 
portfolio  security  positions,  each 
representing  various  portions  of  the 
fund’s  portfolio  (with  varying 
assumptions  about  the  resulting  loss  in 
the  value  of  the  security).  .  .  .’’The 
current  rule  requires,  and  the  proposed 
rule  would  have  continued  to  require, 
that  funds  stress  test  for  the  downgrade 
or  default  on  more  than  one  portfolio 
security  (i.e.,  they  are  required  to  test  for 
a  downgrade  or  default  of  portfolio 
securities).  Commenters  suggested  that 
the  rule  could  require  funds  to  stress 
test  a  particular  portfolio  security,  such 
as  the  most  significant  individual  credit 
risk  to  the  fund,  measured  by  the  size 
of  the  holding,  the  likelihood  of  default 
or  both,’®*^"*  or  the  “median”  portfolio 
security.^®®® 

Rather  than  have  the  rule  define 
which  securities  in  the  portfolio  to  test, 
we  believe  that  it  is  appropriate  for  the 
adviser  to  make  a  determination  of 
which  security  positions,  representing 
different  portions  of  the  portfolio, 
would  be  most  informative  to  the  board 
to  test  for  a  downgrade  or  default  of  an 
issuer.  We  believe  the  most  appropriate 
security  to  test  for  a  hypothetical  default 
will  vary  among  funds  depending  on 
several  factors,  including  the 
composition  of  the  fund’s  portfolio  and 
contemporaneous  market  events.  The 
fund  could  determine  that  it  should  test 
a  security  that  represents  the  single 
biggest  credit  risk  in  the  portfolio  and  a 
security  that  represents  a  “median” 
exposure,  like  commenters  suggested,  or 
it  could  include  securities  representing 
different  levels  of  exposure. 

■>003  See  ICI  Comment  Letter  (noting  the  time  and 
cost  that  would  need  to  be  incurred  in  developing 
highly  sophisticated  stress  tests  that  the  commenter 
believed  would  be  required  to  incorporate  this 
requirement). 

1B04 

•1805  See  Fidelity  Comment  Letter. 


Although  the  rule  we  are  adopting 
gives  funds  general  discretion  when 
making  the  determination  of  which 
securities  to  test,  we  do  believe  it  is 
appropriate  to  require  funds  to  select 
particular  security  positions 
representing  varying,  i.e.,  different, 
portions  of  the  portfolio  when  making 
such  determinations,  so  that  the  fund’s 
adviser  and  its  board  can  better  compare 
the  differing  results  to  the  fund 
depending  on  the  security  that  is  tested. 
Tests  of  the  hypothetical  downgrade  or 
default  of  a  portfolio  security 
representing  the  largest  credit  risk  to  the 
fund  and  of  a  portfolio  security 
representing  a  median  exposure,  for 
example,  allows  a  board  to  see  how  the 
results  from  these  stress  tests  differ,  and 
therefore  better  understand  that  a 
downgrade  or  default  of  different 
securities  will  have  different  impacts  on 
the  fund. 

Finally,  although  we  are  not  requiring 
funds  to  assume  that  any  particular 
event  is  causing  the  hypothetical 
downgrade  or  default,  funds  may  want 
to  consider  incorporating  in  this  stress 
test,  as  appropriate,  a  deterioration  in 
the  credit  quality  of  a  guarantor  (or 
provider  of  demand  features)  of 
portfolio  securities,  as  suggested  by  one 
commenter.i®®®  This  type  of  scenario 
might  be  particularly  relevant  for  funds 
in  which  a  single  entity  is  a  guarantor 
or  provider  of  a  demand  feature  for  a 
high  concentration  of  portfolio 
securities. 

After  reviewing  the  comments,  the 
Commission  is  also  modifying  the  rule 
to  require  that  funds  make  varying 
assumptions  about  the  resulting  loss  in 
the  value  of  the  security  when  testing 
for  a  downgrade  or  default  of  a  portfolio 
security.  The  Commission  notes  that  a 
downgrade  or  default  of  a  portfolio 
security  does  not  always  have  a  uniform 
effect  on  the  price  of  a  security.  In  some 
cases,  the  downgrade  or  default  could 
cause  almost  a  complete  loss  on  that 
portfolio  security.’®®^  In  other  cases,  the 
loss  on  the  security  might  be  less, 
potentially  even  substantially  less.^®®® 

As  with  the  size  of  the  portfolio 
position  of  an  issuer  that  has  a 

1806  See  ICl  Comment  Letter  (arguing  that  funds 
should  be  required  to  stress  test  a  “downgrade  or 
default  of  a  significant  issuer  and/or  provider  of 
demand  feature  and  guarantees). 

1807  For  example,  according  to  filings  submitted 
to  us  pursuant  to  temporarj'  rule  30bl-6T,  money 
market  funds’  holdings  of  securities  issued  by 
Lehman  Brothers  Holdings  Inc.  or  its  affiliates  were 
typically  valued  at  approximately  17%  of  their 
amortized  cost  value  in  2009. 

1808 For  example,  according  to  filings  submitted 
to  us  pursuant  to  temporary  rule  30bl-6T,  money 
market  funds’  holdings  of  securities  issued  by 
structured  investment  vehicle  were  typically  valued 
at  approximately  50%  of  their  amortized  cost  value 
in  2009. 


downgrade  or  default,  the  impact  on  a 
fund  of  a  downgrade  or  default  of  a 
portfolio  security  may  vary  substantially 
depending  on  the  size  of  the  loss  that 
the  downgrade  or  default  causes.^®®® 
Accordingly,  we  believe  that  it  is 
appropriate  to  require  stress  testing  to 
include  varying  assumptions  on  the 
amount  of  loss  on  a  security  as  a  result 
of  a  downgrade  or  default  so  that  boards 
better  understand  how  the  amount  of 
loss  of  a  portfolio  security  will  affect  the 
fund  overall.’®’®  It  can  also  help  boards 
understand  when  pricing  pressures  on 
certain  securities  are  unlikely  to  have  a 
significant  impact  on  the  fund.  For 
example,  during  the  debt  ceiling 
impasse  of  2013,  staff  observed  through 
discussions  with  fund  advisers  that 
although  yields  on  certain  Treasury  bills 
increased  and  some  funds  holding  these 
Treasury  bills  experienced  some 
increase  in  redemptions,  there  was  very 
little  effect  on  the  shadow  price  of 
Treasury  or  government  money  market 
funds.  Stress  testing  can  illustrate  these 
effects. 

c.  Credit  Spread  Increase  in  Portfolio 
Sectors 

We  proposed  requiring  that  funds  test 
for  the  “widening  or  narrowing  of 
spreads  among  the  indexes  to  which 
interest  rates  of  portfolio  securities  are 
tied”  in  order  to  require  funds  to  test  for 
changes  in  spreads  that  may  affect 
specific  asset  classes.  One  commenter 
supported  the  proposed  requirement, 
noting  that  testing  for  asset  class  spreads 
can  provide  information  about  a  fund’s 
exposure  to  investor  flights  that  have 
occurred  in  the  past,  such  as  in  asset- 
backed  commercial  paper  and  European 
financials.’®”  One  commenter 
suggested  that  funds  be  required  to  test 
for  a  change  in  spreads  by  testing  for  a 
parallel  increase  in  the  spread  of  non- 
Treasury  securities  over  the  Treasury 

1809  A  comparison  of  commenters’  discussion  of 
stress  testing  a  downgrade  or  default  of  a  portfolio 
security  illustrates  that  the  effect  of  a  downgrade  or 
default  can  differ  substantially,  and  thereby  have 
substantially  different  effects  on  the  fund.  Compare 
Dreyfus  Comment  Letter  (“We  also  know  that  a 
single  default  of  a  1%  position  .  .  .  in  a  MMF  can 
break  the  buck.’’)  with  Fidelity  Comment  Letter 
(showing  the  results  of  stress  testing  the  effect  on 

a  hypothetical  fund  of  a  credit  event  resulting  in  a 
10%  loss  on  the  portfolio  security,  which  does  not 
cause  the  hypothetical  fund’s  NAV  per  share  to 
drop  below  SO. 9950). 

1810  As  with  the  requirement  that  funds  test  for 
a  downgrade  or  default  of  particular  portfolio 
security  positions  representing  various  portions  of 
the  fund’s  portfolio,  we  believe  it  is  efficient  for 
funds  to  make  the  determination  of  the  appropriate 
magnitudes  of  loss  to  incorporate  in  stress  testing, 
as  that  decision  will  vary  depending  on  several 
factors,  including,  for  example,  historical 
information  on  losses  on  similar  securities 
following  a  downgrade  or  default. 

See  MSCl  Comment  Letter. 
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yield  curve,  assuming  a  perfect 
correlation  in  the  price  movement, 
regardless  of  issuer  or  maturity,  which 
would  show  the  board  the  “worst  case 
scenario”  for  yield  spread  changes. 
Another  commenter  suggested  that  a  test 
for  changes  in  yield  spreads  that  would 
require  the  fund  to  test  for  a  yield 
spread  shift  in  a  “typical  portfolio 
sector,”  which  it  described  as  a  sector 
[i.e.,  a  logically  related  subset  of 
holdings)  representing  the  median 
exposure  in  the  portfolio  among  all 

defined  sectors. commenter 

also  noted  that  its  suggested  approach 
would  incorporate  into  stress  testing  a 
test  for  correlated  price  movements 
among  portfolio  securities. 

In  response  to  these  comments,  we  are 
modifying  the  proposed  requirement  to 
require  funds  to  test  for  “a  widening  of 
spreads  compared  to  the  indexes  to 
which  portfolio  securities  are  tied  in 
various  sectors  of  a  fund  portfolio  (in 
which  a  ‘sector’  is  a  logically  related 
subset  of  portfolio  securities,  such  as 
securities  of  issuers  in  similar  or  related 
industries  or  geographic  region,  or 
securities  of  a  similar  security 
type).”  As  discussed  above  and  in 
the  Proposing  Release,  the  Commission 
believes  that  it  is  important  for  fimds  to 
stress  test  for  potential  correlations  in 
the  price  movements  of  related 
securities.  That  is  because  an  event  that 
affects  the  price  of  one  security  may  also 
affect  the  prices  of  securities  of  similarly 
situated  issuers  or  asset  classes.  We 
believe,  as  one  commenter  suggested, 
that  testing  for  a  correlated  shift  in  the 
yield  spread  among  logically  related 
securities  (j.e.,  sectors)  will  illustrate  the 
impact  on  funds  of  a  concurrent  price 
shift  among  portfolio  securities 
representing,  for  example,  a  similar 
industr3^  similar  geographic  region,  or 
security  type.^®^®  We  understand  that 
some  money  market  funds  today  use 
such  assumed  sectors  in  their  stress 
testing. 

To  implement  this  requirement,  funds 
should  generally  group  securities  into 
logically  related  categories,  or  sectors, 
such  as  securities  of  a  similar  industry, 
similar  geographic  region  or  security 
type  (such  as  asset-backed  commercial 
paper  or  variable  rate  demand  notes), 
and  then  test  for  the  impact  of  yield 


5gg  jQ  Comment  Letter. 

See  Fidelity  Comment  Letter. 

See  rule  2a-7(g)(8)(i)(C). 

See  Fidelity  Comment  Letter  (suggesting  that 
the  stress  testing  requirements  include  standardized 
yield  shift  spreads  of  a  logically  related  subset  of 
holdings);  MSCl  Comment  Letter  (supporting  stress 
testing  requirements  that  focus  on,  among  other 
things,  stresses  on  spreads  in  asset  classes,  such  as 
asset-backed  commercial  paper  or  European 
financials). 


spread  changes  on  various  sectors.  For 
example,  a  fund  with  concentrations  of 
securities  in  a  particular  geographic 
region,  such  as  Europe,  could  test  a 
correlated  spread  shift  among  those 
securities,  and  perhaps  even  test  a 
correlated  shift  of  securities  from  a 
single  country  or  group  of  countries  that 
are  experiencing  or  have  experienced 
stress,  such  as  during  the  2011  Eurozone 
debt  crisis.  We  also  believe  that  it  could 
be  helpful  to  boards  to  include  in  the 
required  report,  discussed  below,  a 
summary  of  the  sector  composition  and 
the  concentration  of  that  sector  within 
the  portfolio  as  part  of  the  assessment  of 
stress  testing. 

We  are  not  further  specifying  how 
funds  should  define  sectors  or  which 
sectors  funds  should  test  for  a  yield 
spread  change,  such  as  requiring  fimds 
to  test  a  “typical”  or  “median”  sector, 
as  suggested  by  one  commenter. ^®^®  We 
believe  that  such  determinations  are 
appropriate  to  leave  to  the  fund’s 
discretion  because  such  determinations 
will  vary  among  funds  depending  on 
several  factors,  including  the 
composition  of  the  fund’s  portfolio  and 
contemporaneous  market  events.  We  are 
not  adopting  the  suggestion  of  one 
commenter  that  funds  test  for  a  perfect 
correlation  of  spreads  in  all  non- 
Treasury  securities  to  show  funds  the 
“worst  case  scenario”  of  a  spread 
shift.^®^^  This  suggested  test  would  not 
provide  information  about  potential 
correlations  among  similarly  situated 
securities.  For  example,  the  suggested 
test  would  not  provide  any  information 
about  how  an  adverse  event  in  a 
particular  industry  in  which  the  fund 
held  portfolio  securities  might  affect  the 
fund.  We  believe  that  testing  a  spread  of 
different  sectors  of  a  portfolio,  will  help 
the  board  better  understand  the 
composition  of  the  fund  portfolio  and 
potential  correlations  among  portfolio 
securities. 

Additionally,  in  the  Proposing 
Release,  we  proposed  to  require  funds  to 
test  for  combinations  of  events  that  the 
adviser  deemed  relevant,  “assuming  a 
positive  correlation  of  risk  factors  .  .  . 
and  taking  into  consideration  the  extent 
to  which  portfolio  securities  are 
correlated  such  that  adverse  events 
affecting  a  given  security  are  likely  to 
also  affect  one  or  more  other  securities 
(e.g.,  a  consideration  of  whether  issuers 
in  the  same  or  related  industries  or 
geographic  regions  would  be  affected  by 
adverse  events  affecting  issuers  in  the 
same  industry  or  geographic  region).” 
This  proposed  requirement  was 
intended  to  have  stress  testing  include 


See  Fidelity  Comment  Letter. 
See  ICI  Comment  Letter. 


an  evaluation  of  the  effect  that 
hypothetical  events  on  issuers  that 
operate  in  a  similar  industry,  are  based 
in  a  similar  geographic  region,  or  have 
other  related  attributes.  Commenters 
expressed  concerns  about  this  proposed 
requirement,  arguing  that  it  would  be 
difficult  to  implement  because  it 
required  complex  or  speculative 
assumptions  about  the  effects  of  adverse 
events. ^®^® 

We  believe  that  the  requirement  that 
we  are  adopting  of  an  assumed 
correlated  yield  shift  in  specific  sectors 
of  portfolio  securities  provides  funds 
and  boards  information  about  the  effect 
of  correlated  price  movements  among 
similar  securities  in  a  simpler  and  less 
burdensome  way  than  the  proposed 
requirement  of  taking  into  consideration 
correlations  among  securities.  Because 
the  requirement  allows  funds  to  assume 
a  perfectly  correlated  change  in  spreads 
among  similarly  situated  seciuities, 
funds  will  not  be  required  to  make 
assumptions  about  how  adverse  events 
affect  prices  of  these  securities. 
Accordingly,  although  we  are  requiring 
some  combinations  of  events,  as 
discussed  below,  we  are  not  adopting 
the  requirement  that  fund  advisers 
“assumfe]  a  positive  correlation  of  risk 
factors  .  .  .  and  “tak[e]  into 
consideration  the  extent  to  which  the 
fund’s  portfolio  securities  are  correlated. 
...”  when  considering  whether  to  test 
for  additional  events. 

d.  Shareholder  Redemptions 

The  fourth  hypothetical  event 
identified  by  the  Commission  and 
commenters  that  is  important  to  include 
in  stress  testing  is  shareholder 
redemption  levels.  As  noted  above, 
however,  rather  than  requiring  funds  to 
consider  shareholder  redemptions  in 
isolation,  as  is  currently  required  and 
would  have  been  required  under  the 
proposed  rule,  we  are  requiring  that 
funds  test  for  various  levels  of 
shareholder  redemptions  in 
combination  with  each  of  the  three 
other  required  hypothetical  events,  i.e., 
an  increase  in  interest  rates,  a 
downgrade  or  default  of  various 
portfolio  securities,  and  a  yield  spread 
change  in  various  sectors  of  portfolio 
securities. 

As  discussed  in  the  Proposing 
Release,  the  Commission  believes  that 
testing  for  combinations  of  events  can 
help  funds  better  understand  risks  to  the 
fund,  and  therefore  included  in  the 
proposed  rule  a  requirement  that  the 
fund  test  for  combinations  of  events  that 
the  adviser  deems  relevant.  Although 


^"'“<See  ICI  Comment  Letter;  Federated  VIII 
Comment  Letter. 


47896 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


the  Commission  did  not  include  in  the 
proposed  rule  any  specific  combinations 
of  events,  the  Commission  requested 
comment  on  whether  specific 
combinations  of  events  should  be 
required  in  the  rule,  noting  in  particular 
the  possibility  of  combining  an  increase 
in  shareholder  redemptions  with  an 
increase  in  interest  rates  or  a  downgrade 
of  a  portfolio  security. 

Generally,  redemptions,  by 
themselves,  are  unlikely  to  create  stress 
on  a  fund  as  long  as  the  market  for  the 
fund’s  portfolio  securities  is  liquid  and 
interest  rates  remain  unchanged. 
Similarly,  an  increase  in  interest  rates, 
if  no  shareholders  redeem  from  the  fund 
until  the  securities  affected  by  the 
interest  rate  shift  mature,  should  have 
no  price  impact  on  the  fund.’^^i  p  is  the 
combination  of  events — and  particularly 
an  interest  rate  or  credit  event  combined 
with  redemptions — that  most  typically 
can  create  fund  stress. We  also 
believe  combinations  of  events  are  more 
likely  to  be  realistic  scenarios  than 
market  events  or  increases  in 
redemptions  in  isolation  (e.g.,  it  is 
reasonable  to  expect  that  a  money 
market  fund  that  experiences  a 
significant  credit  event  may  also 
experience  a  subsequent  increase  in 

redemptions). \/ye  ^pg  not  including 

in  the  rule  the  redemption  levels  that 
funds  must  include  in  stress  testing. ^824 
We  believe  that  the  appropriate  level  of 
redemptions  to  test  will  vary  among 
funds,  and  will  depend,  for  example,  on 


See  Proposing  Release,  supra  note  25,  at 
section  III.L. 

1820 Prices  of  fixed  income  securities  typically 
remain  stable  if  interest  rates  do  not  change.  Thus, 
shareholder  redemptions  that  require  funds  to  sell 
securities  should  have  no  effect  on  funds’  NAVs  as 
long  as  interest  rates  have  not  changed.  We  note 
that  redemptions  from  a  stable  value  money  market 
fund  have  no  impact  on  the  fund’s  market-based 
NAV  per  share  as  long  as  the  NAV  per  share  is 
SI. 00. 

1821  Prices  of  fixed  income  securities  typically  fall 
when  interest  rates  rise.  Thus  funds  that  must  sell 
fixed  income  securities  before  maturity  are  likely  to 
realize  capital  losses  if  interest  rates  have  risen.  If 
instead  funds  hold  securities  to  maturity,  they 
receive  securities’  par  value  and  should  realize  no 
losses.  Thus,  interest  rates  increases  that  are  not 
accompanied  by  securities  sales  to  meet  redemption 
requests  should  not  cause  funds  to  incur  capital 
losses. 

See  Fidelity  Comment  Letter  (illustrating  the 
effect  on  liquidity  and  NAV  on  increasing 
shareholder  redemptions  in  combination  with  each 
of  an  (i)  interest  rate  increase,  (ii)  a  credit  event,  and 
(iii)  a  spread  shift). 

’“23  Spe  State  Street  Comment  Letter  (noting  that 
stress  testing  combinations  of  events  is  important 
because  stress  events  do  not  typically  happen  in 
isolation,  and  suggesting  the  Commission  consider 
the  combination  of  shareholder  redemptions  in 
combination  with  increases  in  interest  rates,  a 
downgrade  or  default,  and  credit  spreads). 

’“24  See  Fidelity  Comment  Letter  (suggesting 
standard  scenarios  including  redemption  levels  of 
0%,  25%,  and  50%). 


the  composition  of  funds’  investor  bases 
and  shareholder  redemption 
preferences,  as  well  as  historical 
redemption  activity  in  the  fund. 

We  also  proposed  to  require  that 
funds  incorporate  in  stress  testing  an 
assessment  of  how  a  fund  would  meet 
redemptions,  taking  into  consideration 
factors  such  as  the  liquidity  and  pricing 
of  the  fund’s  portfolio  securities.  One 
commenter  supported  this  proposed 
requirement,  but  noted  that  liquidity 
data  regarding  fund  portfolio  securities 
transactions  was  scarce. ^825  Qther 
commenters  expressed  concerns  that 
this  requirement  was  vague  and 
qualitative,  and  would  require  detailed 

and  sophisticated  assumptions. ^826  We 

were  persuaded  by  commenters’ 
concerns  that  the  proposed  requirement 
could  require  complex  assumptions  to 
implement  for  which  data  might  not  be 
readily  available,  particularly  the 
requirement  that  the  fund  take  into 
account  the  liquidity  and  pricing  of  the 
fund’s  portfolio  securities.  We  have 
therefore  not  adopted  this  requirement 
to  simplify,  and  thereby  reduce  the 
potential  burden  of,  the  stress  testing 
requirements  relative  to  the  proposal. 

We  note,  however,  that  funds  need  to 
make  some  basic  assumptions  about 
how  a  fund  obtains  cash  for 
redemptions  to  satisfy  the  new  stress 
testing  requirements  relating  to  the 
fund’s  level  of  weekly  liquid  assets.  In 
doing  so,  a  fund  could  use  a  variety  of 
assumptions.  For  example,  some 
commenters  suggested  that  funds 
assume  that  all  redemptions  are 
satisfied  first  using  weekly  liquid 
assets.’ 827  This  assumption  would 

provide  conservative  stress  test  results 
given  that  it  would  have  the  most 
dramatic  effect  on  a  fund’s  level  of 
weekly  liquid  assets.  On  the  other  hand, 
some  funds  may  prefer  to  assume  in 
their  stress  tests  other  methods  of 
meeting  shareholder  redemptions  (or 
may  prefer  to  show  how  the  stress  tests 
results  would  differ  if  this  assumption 
were  varied).  For  example,  a  fund  might 
assume  that  redemptions  are  met  with  a 
combination  of  weekly  liquid  assets  and 

sales  of  portfolio  securities.’ 828  rule 


’“25  MSCI  Comment  Letter. 

’“20 See,  e.g.,  ICI  Comment  Letter  (expressing 
concerns  about  how  to  fulfill  this  requirement); 
Dreyfus  Comment  Letter  (same). 

’“27  See  ICI  Comment  Letter;  Federated  VIII 
Comment  Letter. 

’“2“  See  Fidelity  Letter  (illustrating  a  stress  test 
that  includes  the  assumption  that  sales  of  non¬ 
liquid  assets  to  meet  redemptions  incur  a  cost); 
MSCI  Comment  Letter  (noting  that  to  the  extent  that 
a  redemption  scenario  would  require  the  fund  to 
sell  securities,  then  the  fund  should  make  some 
assumption  regarding  a  liquidity  haircut,  but  that 
only  simple  assumptions  can  be  reasonably 
expected). 


does  not  specify  what  assumptions  the 
fund  must  make,  leaving  that  to  the 
discretion  of  fund  advisers  because  we 
believe  the  determination  of  which 
assumptions  are  most  appropriate  will 
vary  among  funds,  depending  on,  for 
example,  how  funds  have  satisfied 
redemptions  historically,  and  the 
composition  of  the  fund’s  portfolio.  The 
rule  requires,  however,  that  the  fund’s 
adviser  include  a  summary  of  the 
significant  assumptions  made  when 
performing  the  stress  test.  For  example, 
such  assumptions  may  include  how 
redemptions  are  satisfied  and  the  size  of 
any  “haircut”  that  the  fund  assumed  in 
the  sale  of  portfolio  securities  in  order 
to  meet  redemptions. 

e.  Other  Combinations  of  Events 

The  proposed  rule  would  have 
required  funds  to  test  for  “combinations 
of  these  and  any  other  events  that  the 
adviser  deems  relevant .  .  .”  ’829  We 
have  made  clarifying  edits  to  the  rule 
we  are  adopting  today  in  response  to 
some  commenters  who  expressed 
concerns  that  the  proposed  rule  was 
open-ended  and  could  be  read  to  require 
that  funds  test  for  combinations  of  every 
event  listed  in  the  rule.’83o  Specifically, 
we  are  requiring  funds  to  test  for  “[a]ny 
additional  combinations  of  events  that 
the  adviser  deems  relevant.”  We  believe 
that  the  modified  language  clarifies  that 
the  fund  is  only  required  to  test  for 
additional  combinations  as  the  fund 
adviser  deems  relevant,  not  for 
combinations  of  every  permutation  of 
the  events  listed  in  the  rule. 

The  rule  requires  that  fund  advisers 
test  for  combinations  of  events  that  they 
deem  relevant.  Although  a  fund  adviser 
might  determine  that  the  three 
combinations  of  events  included  in  the 
rule  are  sufficient,  there  might  be 
circumstances  when  a  fund  adviser 
believes  it  is  necessary  to  incorporate 
additional  scenarios.  For  example,  a 
fund  adviser  might  believe  that  it  would 
be  relevant  for  the  board  to  understand 


’“29  See  proposed  rule  2a-7(g)(7)(i)(F)  (Floating 
NAV  Alternative  or  Fees  and  Gates  Alternative). 
The  full  proposed  requirement  was  "Combinations 
of  these  and  any  other  events  the  adviser  deems 
relevant,  assuming  a  positive  correlation  of  risk 
factors  (e.g.,  assuming  that  a  security  default  likely 
will  be  followed  by  increased  redemptions)  and 
taking  into  consideration  the  extent  to  which  the 
fund’s  portfolio  securities  are  correlated  such  that 
adverse  events  affecting  a  given  security  are  likely 
to  also  affect  one  or  more  other  securities  (e.g.,  a 
consideration  of  whether  issuers  in  the  same  or 
related  industries  or  geographic  regions  would  be 
affected  by  adverse  events  affecting  issuers  in  the 
same  industry  or  geographic  region).’’  We  discuss 
above  why  we  are  not  adopting  the  proposed 
requirement  that  follows  the  clause  “Combinations 
of  these  any  other  events  the  adviser  deems 
relevant.” 

’“““See  ICI  Comment  Letter;  Federated  VIII 
Comment  Letter. 
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the  effect  of  a  yield  spread  increase  in 
a  sector,  in  combination  with  a 
downgrade  of  a  portfolio  security  in  that 
sector,  particularly  if  that  sector,  or  an 
issuer  within  that  sector,  has 
historically  experienced  stress. 

One  commenter  also  argued  that  the 
requirement  could  be  interpreted  to 
mean  that  all  special  risk  assessments 
take  the  form  of  stress  tests. This  is 
not  a  requirement  of  the  rule.  We  agree 
with  the  commenters  that  stress  tests  are 
not  the  only  method  to  communicate 
fund  risks  to  the  board  and  that  not 
every  risk  can  be  incorporated  into  a 
stress  test.^®32  rule  does  not  require 
the  adviser  to  develop  a  stress  test  for 
every  risk  the  fund  faces,  but  requires 
the  adviser  to  consider  whether  stress 
testing  for  combinations  of  events  not 
explicitly'  listed  in  the  rule  might  be 
relevant  to  the  fund’s  board.  We  believe 
stress  testing  should  be  used  to  help  the 
board  understand  the  principal  risks  of 
the  particular  fund  and  the  risks  that 
reasonably  foreseeable  stress  events  may 
place  on  the  fund. 

4.  Board  Reporting  Requirements 

Funds  are  currently  required  to 
provide  the  board  with  a  report  of  the 
results  of  stress  testing,  which  must 
include  the  dates  of  testing,  the 
magnitude  of  each  hypothetical  event 
that  would  cause  a  fund  to  “break  the 
buck,”  and  an  assessment  of  the  fund’s 
ability  to  withstand  events  that  are 
reasonably  likely  to  occur  within  the 
following  year.  We  proposed 
modifications  to  these  reporting 
requirements.  First,  we  proposed  adding 
a  requirement  that  the  fund  report  to  the 
board  the  magnitude  of  each 
hypothetical  event  that  would  cause  the 
fund  to  have  invested  less  than  15%  of 
its  total  assets  in  weekly  liquid  assets. 
Second,  we  proposed  requiring  funds  to 
include  in  their  assessment  “such 
information  as  may  reasonably  be 
necessary  for  the  board  of  directors  to 
evaluate  the  stress  testing  .  .  .  and  the 
results  of  the  testing.” 

We  are  adopting  modifications  to  the 
proposed  reporting  requirements  to 
boards  regarding  stress  testing  in 
response  to  comments  we  received  on 
the  proposal.  Specifically,  we  are 
adopting  a  requirement  that  the  board  of 
directors  be  provided  at  its  next  annual 
meeting,  or  sooner  if  appropriate,  a 
report  that  includes  the  dates  on  which 
the  testing  was  performed  and  an 
assessment  of  the  fund’s  ability  to 
maintain  at  least  10%  in  weekly  liquid 
assets  and  to  limit  principal 


’831  See  Federated  VIII  Comment  Letter. 

’832  See  ICI  Comment  Letter;  Federated  VIII 
Comment  Letter. 


volatility.^®^^  As  discussed  above,  some 
commenters  had  concerns  that  the 
proposed  requirement  that  funds  report 
to  the  board  the  magnitude  of  each 
hypothetical  event  that  would  cause  the 
fund  to  have  invested  less  than  15%  in 
weekly  liquid  assets  was  not 
feasible. yyg  believe  that  requiring 
funds  to  provide  an  assessment  of  the 
fund’s  ability  to  maintain  liquidity, 
rather  than  requiring  the  funds  report  a 
specific  value  for  each  hypothetical 
event,  addresses  such  concerns.  We 
have  also  added  the  requirement  for  an 
assessment  of  the  fund’s  ability  to 
minimize  principal  volatility  because, 
as  discussed  above,  we  have  added  this 
metric  to  the  stress  testing  requirements 
in  response  to  comments.  We  believe 
that  requiring  funds  to  provide  an 
assessment  of  their  ability  to  maintain 
liquidity  and  minimize  principal 
volatility  (and  in  the  case  of  stable  NAV 
funds,  to  maintain  a  stable  share  price), 
rather  than  the  more  prescriptive 
requirements  proposed  and  that  are  in 
the  rule  currently,  is  also  appropriate 
because  we  have  modified  the  rule  so 
that  each  “hypothetical  event”  is  a 
combination  of  two  events.  We  want  to 
clarify  that  funds  are  not  required  to 
separately  test  for  interest  rate  increases, 
a  downgrade  or  default,  a  spread  shift, 
or  shareholder  redemptions  in 

isolation. ’“35 

We  understand  that  under  the  current 
requirements,  many  funds,  in  addition 
to  reporting  the  magnitude  of  each  event 
that  would  cause  the  fund  to  “break  the 
buck,”  provide  a  table  showing  how  the 
fund’s  shadow  NAV  is  affected  by 
different  combinations  of  events  and 
different  values.  Some  funds  include 
information  regarding,  for  example,  the 
concentrations  of  several  of  the  funds’ 
largest  portfolio  holdings,  both  by 
individual  issuer  and  by  sector,  and  of 
historical  redemptions  rates,  as  points  of 
reference.  Several  funds  also  include 
narratives  to  help  explain  the  results.  In 
some  instances,  for  example,  fund 
advisers  used  the  narrative  to  compare 
results  among  funds  or  to  explain 
results  that  they  considered  to  be 
unusual.  Some  narratives  also  assessed 
the  likelihood  of  the  hypothetical 
events.  We  are  not  including 
requirements  for  any  of  these  specific 


’ 833  5ge  rule  2a-7(g)(8)(ii). 

’834  See,  e.g.,  ICI  Comment  Letter;  Federated  II 
Comment  Letter;  Federated  VIII  Comment  Letter. 

’835  See  ICI  Comment  Letter  (noting  that  the  stress 
testing  requirements  adopted  in  2010,  bj'  requiring 
funds  to  report  the  “magnitude  of  each  hypothetical 
event”  that  would  cause  a  fund  to  “break  the  buck,” 
required  funds  to  perform  and  report  stress  tests  of 
each  event  in  isolation,  and  noting  that  changing 
this  requirement  would  make  it  easier  for  boards  to 
include  combinations  tests  in  the  fund’s 
procedures). 


items  in  the  rule  because  we  recognize 
that  there  is  no  one  set  of  factors  that 
will  be  relevant  for  all  funds,  but  we 
believe  these  are  examples  of  items  that 
we  encourage  fund  advisers  to  consider 
when  developing  the  required  report 
assessing  stress  test  results. 

We  are  adopting  as  proposed  the 
requirement  that  a  fund’s  adviser 
provide  “such  information  as  may 
reasonably  be  necessary  for  the  board  of 
directors  to  evaluate  the  stress  testing 
conducted  by  the  adviser  and  the  results 
of  the  testing.”  One  commenter 
supported  this  requirement,  noting  that 
it  is  a  common  practice  to  provide 
directors  with  information  that  helps  to 
place  stress-testing  results  in 
context. ’“36  Some  commenters  opposed 
this  requirement,  arguing  that  the 
provision  of  additional  information 
could  be  burdensome  for  boards  and 
would  not  provide  useful  information  to 
fund  boards. ’“37  We  disagree.  As  we 
noted  in  the  Proposing  Release,  the 
staffs  examination  of  stress  testing 
reports  revealed  disparities  in  the 
quality  of  information  regarding  stress 
testing  proxdded  to  fund  boards.  We 
believe  that  this  requirement  will  allow 
boards  of  directors  to  receive 
information  that  is  useful  for 
understanding  and  interpreting  stress 
testing  results.  We  note  that  this 
requirement  does  not  require  a  fund 
adviser  to  provide  the  details  and 
supporting  information  for  every  stress 
test  that  the  fund  administered.  To  the 
contrary,  a  thoughtful  summary  of  stress 
testing  results  with  sufficient  context  for 
understanding  the  results  may  be 
preferable  to  providing  details  of  every 
test.  For  example,  information  about 
historical  redemption  activities,  as 
mentioned  above,  and  the  fund’s 
investor  base  could  help  boards  evaluate 
the  potential  for  shareholder 
redemptions  at  the  levels  that  are  being 
tested.  Additionally,  information 
regarding  any  contemporaneous  market 
stresses  to  particular  portfolio  sectors 
could  be  helpful  to  a  board’s 
consideration  of  stress  testing  results. 

Finally,  after  considering  comments 
regarding  the  assumptions  that  funds 
will  need  to  make  in  administering 
stress  tests, ’“3“  the  Commission  has 


’836  5ee  jci  Comment  Letter. 

’837  See  Dreyfus  Comment  Letter;  SIFMA 
Comment  Letter. 

’838  See,  e.g.,  Fidelitj'  Comment  Letter  (including 
in  its  suggested  stress  testing  an  assumption 
regarding  the  size  of  the  loss  on  the  sales  of 
securities  to  meet  redemption  and  the  size  of  the 
loss  on  a  portfolio  security  when  testing  a 
hypothetical  credit  event);  ICI  Comment  Letter 
(suggesting  funds  use  an  assumption  that 
redemptions  are  satisfied  using  weekly  liquid 
assets). 
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added  a  requirement  that  the  adviser 
include  in  the  report  a  summary  of  the 
significant  assumptions  made  when 
performing  the  stress  tests.  As  discussed 
above,  we  have,  in  response  to 
comments,  modified  the  required 
hypothetical  events  from  the  proposal  to 
reduce  the  number  and  complexity  of 
the  assumptions  funds  are  required  to 
make.  We  recognize,  however,  that 
funds  will  need  to  make  some  basic 
assumptions  when  conducting  the  stress 
tests.  These  assumptions  would  include, 
for  example,  how  the  fund  would  satisfy 
shareholder  redemptions  [e.g.,  through 
weekly  liquid  assets  or  by  selling  certain 
portfolio  securities,  including  any 
assumption  of  haircuts  such  securities 
can  be  sold  at)  and  the  amount  of  loss 
in  value  of  a  downgraded  or  defaulted 
portfolio  security.  We  believe  that 
having  a  summary  of  such  assumptions 
will  help  the  board  better  understand 
the  stress  testing  results,  and 
particularly  the  sensitivity  of  those 
results  to  given  assumptions.  We  believe 
this  information  will  allow  the  board  to 
better  understand  money  market  fund 
risk  exposures,  and  thus  allow  it  to 
provide  more  effective  oversight  of  the 
fund  and  its  adviser. 

5.  Dodd-Frank  Mandated  Stress  Testing 

In  the  Proposing  Release,  we 
requested  comment  on  certain  aspects  of 
money  market  fund  stress  testing  as  it 
relates  to  our  obligation  under  section 
165(i)(2)  of  the  Dodd-Frank  Act  to 
specify  certain  stress  testing 
requirements  for  nonbank  financial 
companies  that  have  total  consolidated 
assets  of  more  than  $10  billion  and  are 
regulated  by  a  primary  federal  financial 
regulatory  agency. Under  this 
section  of  the  Dodd-Frank  Act,  among 
other  matters,  we  must  establish 
methodologies  for  the  conduct  of  stress 
tests  that  shall  provide  for  at  least  three 
different  sets  of  conditions,  including 
baseline,  adverse,  and  severely 
adverse. Two  commenters 
responded,  noting  that  they  did  not 


iB39For  a  definition  of  “nonbank  financial 
companies”  for  these  purposes,  see  Definition  of 
“Predominantly  Engaged  in  Financial  Activities” 
and  “Significant”  Nonbank  Financial  Company  and 
Bank  Holding  Company,  Board  of  Governors  of  the 
Federal  Resen'e  System,  |78  FR  20756  (April  5, 
2013)]. 

’““•“Under  this  section  of  the  Dodd-Frank  Act,  we 
also  must  define  the  term  “stress  test”  for  purposes 
of  that  section,  establish  the  form  and  content  of  the 
report  to  the  Federal  Reser\'e  Board  and  the 
Commission  regarding  such  stress  testing,  and 
require  companies  subject  to  this  requirement  to 
publish  a  summary  of  the  results  of  the  required 
stress  tests.  We  note  that  under  this  section  of  the 
Dodd-Frank  Act,  we  must  design  stress  testing  not 
just  for  certain  money  market  funds,  but  also  other 
tj’pes  of  funds  and  investment  advisers  that  we 
regulate  and  that  meet  the  SIO  billion  total 
consolidated  assets  test. 


believe  that  the  scenarios  currently 
published  by  the  Federal  Reserve  Board 
for  stress  testing  under  Dodd-Frank  Act 
Section  165(i)  would  be  an  effective 
means  of  stress  testing  for  money  market 
funds,  because  the  Federal  Reserve’s 
scenarios  are  focused  on  long-term 
horizons,  which  do  not  have  a  direct 
causal  link  to  foreseeable  changes  in 
money  market  funds. Another 
commenter,  however,  expressed  some 
support  for  incorporating 
macroeconomic  factors  in  money  market 
fund  stress  tests. ^^42  One  commenter 
made  recommendations  regarding  the 
stress  testing  scenarios  required  under 
section  165(i),  including  scenarios 
involving  the  four  hypothetical  events 
in  the  stress  testing  rule  amendments 
we  are  adopting  today,  and  stated  that 
its  recommendations  would  be  an 
effective  means  to  evaluate  risk  in  a 
money  market  fund  portfolio. 

As  discussed  in  the  Proposing 
Release,  we  intend  to  engage  in  a 
separate  rulemaking  to  implement  the 
requirements  of  Section  165(i)  of  the 
Dodd-Frank  Act,  including  determining 
appropriate  baseline,  adverse,  and 
severely  adverse  scenarios  for  money 
market  funds  and  other  funds  and 
advisers  with  more  than  $10  billion  in 
consolidated  assets. In  proposing 
such  stress  testing  for  money  market 
funds  subject  to  these  requirements,  we 
expect  to  consider  the  efficiencies  that 
funds  subject  to  these  additional 
requirements  will  achieve  if  the 
scenarios  broadly  are  built  off  of  the 
parameters  set  forth  today. 

6.  Economic  Analysis 

Our  baseline  for  the  economic 
analysis  we  discuss  below  is  the  current 
stress  testing  requirements  for  money 
market  funds.  The  costs  and  benefits, 
and  effects  on  competition,  efficiency, 
and  capital  formation  are  measured  in 
increments  over  the  current  stress 
testing  requirement  baseline.  The 
benefits,  as  well  as  the  costs,  of  the 
stress  test  requirements  will  depend  in 


See  Fidelity  Comment  Letter  (noting  that  the 
Federal  Reserve  scenarios  have  at  best  an  indirect 
causal  link  to  changes  in  a  money  market  fund); 
MSCl  Comment  Letter  (noting  that  the  horizon  for 
the  Federal  Reserve’s  stress  scenarios  is  between 
one  and  two  years,  while  the  scenarios  that  are  of 
concern  to  money  market  funds  are  short-term,  such 
as  valuation  shocks  and  rapid  shareholder 
redemptions). 

’“^2  Santoro  Comment  Letter  (noting  that 
stress  testing  should  align  with  existing  stress 
testing  methodologies,  and  specifically  macro 
market  stress  scenarios). 

1843  Fidelity  Comment  Letter  (noting  that  the 
standardized  scenario  that  it  proposed  could  serve 
as  the  “severely  adverse”  conditions  required  by 
Section  165(i)(2)(C)(2)  of  the  Dodd-Frank  Act). 

1844  Proposing  Release,  supra  note  25,  at  section 
IIl.L. 


part  on  the  extent  to  which  funds 
already  engage  in  stress  tests  that  are 
similar  to  the  requirements.  For 
example,  although  we  are  now  requiring 
funds  to  test  for  increases  in  the  general 
level  of  short-term  interest  rates  in 
combination  with  various  levels  of  an 
increase  in  shareholder  redemptions,  we 
understand  that  many  funds  already 
tested  for  increases  in  interest  rates  in 
combination  with  shareholder 
redemptions. 

The  additional  information  generated 
from  the  amendments  to  the  stress 
testing  requirements  should  provide 
several  qualitative  benefits  to  funds. 
Specifically,  they  should  help  fund 
managers,  advisers,  and  boards  monitor, 
evaluate,  and  manage  fund  risk,  and 
thus  better  protect  the  fund  and  its 
investors  from  the  adverse 
consequences  that  may  result  from 
falling  below  the  10%  weekly  liquid 
assets  threshold  or  failing  to  minimize 
principal  volatility  (or,  in  the  case  of 
stable  NAV  funds,  a  stable  share  price). 
The  magnitude  of  these  qualitative 
benefits  are  not  easily  quantified  and 
will  vary  from  fund  to  fund  based  on  the 
extent  to  which  funds  are  already 
voluntarily  conducting  stress  testing 
that  meet  the  new  requirements,  as  well 
as  the  investor  base  and  portfolios  of 
each  fund.  We  received  no  comments 
regarding  how  to  quantify  such  benefits. 

In  the  Proposing  Release,  we  stated 
that  because  funds  are  currently 
required  to  meet  a  stress  testing 
requirement,  we  did  not  anticipate 
significant  additional  costs  to  funds 
under  the  proposed  rule.  Several 
commenters  responded  that  they 
expected  to  incur  increased  costs  as  a 
result  of  the  changes. 1®“*^  One 
commenter  noted  that  it  believed  a 
majority  of  funds  will  need  to  change 
their  stress  testing  procedures  to  some 
degree,  specifically  with  respect  to 
stress  testing  liquidity  levels.’®"*®  One 
commenter  provided  a  quantitative 
estimate  for  some  of  the  proposed 
changes,  estimating  that  required 
software  changes  to  implement  two  of 
the  proposed  requirements,  not 
including  costs  to  load  data,  run  the 
tests,  and  analyze  the  results,  would 


’““*5  See,  e.g.,  SSGA  Comment  Letter  (generally 
supporting  stress  testing  by  funds,  but  asking  the 
Commission  to  consider  the  benefits  of  the 
enhancements  against  the  “substantial  increase  in 
costs”  associated  with  the  proposed  changes);  State 
Street  Comment  Letter  (noting  that  there  will  be 
both  a  development  cost  and  on-going  operational 
costs);  Schwab  Comment  Letter  (noting  that  the 
proposal  is  costly);  TIAA-CREF  Comment  Letter 
(supporting  the  proposed  requirement  and 
acknowledging  that  they  would  require  operational 
changes  that  would  require  time  and  resources  to 
implement). 

See  State  Street  Comment  Letter. 
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range  from  $250,000  to  $750,000.^®'*^ 

We  note,  however,  that  the  estimate  was 
based  on  an  evaluation  of  two  of  the 
hypothetical  stress  tests  that  we 
proposed,  one  of  which  the  Commission 
has  determined  not  to  adopt  and  the 
other  which  the  Commission  has 
modified  and  simplified  substantially. 

We  stated  in  the  Proposing  Release 
that  we  expected  funds  would  use 
similar  hypothetical  events  when  testing 
their  ability  to  avoid  falling  below  a 
liquidity  threshold  to  those  events  they 
use  when  stress  testing  their  ability  to 
maintain  a  stable  price.  We  also 
understand  many  funds  already  test  for 
their  ability  to  avoid  falling  below  a 
15%  weekly  liquid  asset  threshold  as 
part  of  their  current  stress  tests.  One 
commenter  noted  that  it  already  tests 
against  the  15%  liquidity  threshold  and 
other  liquidity  thresholds,  and  one 
commenter  stated  generally  that  it 
already  tests  for  liquidity  maintenance, 
and  neither  commenter  discussed  the 
costs  of  including  liquidity  metric  in 
stress  testing. 1®"*®  Two  commenters 
indicated  that  requiring  funds  to  add 
this  liquidity  mefric  to  the  stress  testing 
requirements  would  impose  new  costs, 
but  did  not  provide  quantitative 
estimates  of  the  costs  of  adding  a 
liquidity  metric  to  the  stress  testing 
requirements.^®^®  One  commenter, 
which  provides  stress  testing  services  to 
funds,  noted  that  it  currently  provides 
liquidity-related  stress  tests,  but  it  did 
not  currently  provide  a  stress  test  that 
tests  a  fund’s  ability  to  avoid  falling 
below  a  15%  liquidity  asset 
threshold.^®®® 

After  reviewing  the  comments,  we 
believe  that  the  amendments  to  the 
stress  testing  requirements  will  impose 
some  development  and  ongoing  costs  to 
funds,  particularly  the  requirement  to 
test  against  a  liquidity  threshold.  We 
believe  that  the  costs  will  be  lower  for 
funds  that  already  include  liquidity  and 


1847 Federated  VIII  Comment  Letter  (noting  that  it 
contacted  a  third-party  serxdce  provider  regarding 
the  costs  of  implementing  proposed  rule  2a- 
7(g)(7)(i)(E),  concerning  testing  for  parallel  and  non¬ 
parallel  shifts  in  the  yield  curve,  and  rule  2a- 
7(g)(7)(i)(F),  concerning  testing  for  “combinations  of 
these  and  anj'  other  events  that  the  adviser  deems 
relevant,  assuming  a  positive  correlation  of  risk 
factors  .  .  .  and  taking  into  consideration  the  extent 
to  which  the  fund’s  portfolio  securities  are 
correlated  .  . 

’848  5gg  BlackRock  Comment  Letter;  Dreyfus 
Comment  Letter. 

’849  5gg  Federated  VIII  Comment  Letter;  State 
Street  Comment  Letter  (noting  that  the  new 
requirement  would  imposed  both  a  development 
cost  and  on-going  operational  costs). 

tesoSee  State  Street  Comment  Letter.  See  also 
Federated  VIII  Comment  Letter  (noting  that  it 
contacted  a  service  provider  of  a  risk  management 
system,  who  indicated  that  the  provider’s  system 
could  not  test  for  an  ability  to  maintain  weekly 
liquid  assets  at  or  above  15%  of  its  total  assets). 


combinations  of  events  as  part  of  their 
stress  testing,  as  some  funds  do.  We 
understand  from  commenters,  however, 
that  even  funds  that  currently 
incorporate  liquidity  metric  in  their 
stress  testing  might  need  to  modify  their 
procedures  to  test  against  the  10% 
threshold.’®®’  We  also  recognize  that 
funds,  which  currently  are  required  to 
test  their  ability  to  maintain  a  stable 
share  price,  will  now  be  required  to  test 
the  ability  to  minimize  principal 
volatility.  We  believe,  based  on  our 
review  of  comments,  that  the  costs  of 
modifying  stress  testing  from  the  metric 
of  maintaining  a  stable  share  price  to  the 
metric  of  minimizing  principal  volatility 
will  not  be  substantial. ’®®2  We 
recognize,  however,  that  funds  might 
incur  some  costs  in  analyzing  and 
determining  the  appropriate  level  of 
volatility  against  which  to  test. 

Additionally,  we  believe  there  will  be 
costs  associated  with  stress  testing  the 
effect  of  the  hypothetical  events  that  we 
are  adopting.  The  extent  of  those  costs 
will  depend  upon  the  extent  to  which 
a  fimd  currently  tests  for  the 
requirements  or  would  need  to  modify 
their  stress  testing  procedures  and 
systems  to  add  such  tests.  We 
understand  that  many  funds  already  test 
for  events  such  as  interest  rate  increases 
and  credit  events  in  combination  with 
hypothetical  increases  in  shareholder 
redemptions.  We  also  note  that  we  have 
determined  not  to  adopt  several  of  the 
hypothetical  events  that  commenters 
indicated  would  require  the  most 
estimation  or  modeling.’®®®  Finally,  as 
the  rule  requires  that  a  fund  test  for 
“any  additional  combinations  of  events 
that  the  adviser  deems  relevant,”  a  fund 
might  incur  periodic  costs  for  making 
such  an  assessment  and,  if  necessary, 
incorporating  such  additional  tests  in  its 
stress  testing. 

In  the  Paperwork  Reduction  Act 
analysis  in  section  IV. A. 5  below,  we 
identified  certain  initial  and  ongoing 
hour  burdens  and  associated  time  costs 


’85J  See  State  Street  Comment  Letter  (noting  that 
it  currently  provides  a  range  of  liquidity  related 
stress  tests). 

’852  See  State  Street  Comment  Letter  (noting  that 
it  currently  provides  stress  testing  services  to 
floating  NAV  liquidity  funds  that  include  testing  a 
fund’s  ability  to  avoid  losses  of  greater  than  25  or 
50  basis  points,  and  that  this  w'ould  entail 
“relatively  simple  modifications,”  with  no 
associated  development  costs). 

’853  5ee_  e.g.,  Fidelity  Comment  Letter  (noting 
that  the  proposed  requirement  to  test  for  non¬ 
parallel  shifts  in  the  yield  cur\'e  would  require 
significantly  more  effort  and  analysis  than  testing 
for  non-parallel  shifts  with  little  benefit);  ICI 
Comment  Letter  (noting  that  the  proposed 
requirement  to  include  assumptions  as  to  how  the 
fund  would  sell  portfolio  securities  to  meet 
redemptions  were  sophisticated  and  complex 
assumptions). 


related  to  the  collection  of  information 
requirements  for  our  stress  testing 
amendments.  As  we  discuss  there  in 
more  detail,  our  staff  estimates  that  the 
amendments  to  stress  testing  associated 
with  the  requirement  that  money  market 
funds  maintain  a  v\rritten  copy  of  their 
stress  testing  procedures,  and  any 
modifications  thereto,  and  preserve  for 
a  period  of  not  less  than  six  years 
following  the  replacement  of  such 
procedures  with  new  procedures,  the 
first  two  years  in  an  easily  accessible 
place,  would  involve  51,428  burden 
hours,  at  an  average  one-time  cost  of 
$24.52  million  for  all  money  market 
funds.  In  addition,  our  staff  estimates 
that  the  amendments  to  stress  testing 
associated  with  the  requirement  that 
money  market  funds  have  written 
procedures  that  provide  for  a  report  of 
the  stress  testing  results  to  be  presented 
to  the  board  of  directors  at  its  next 
regularly  scheduled  meeting  (or  sooner, 
if  appropriate  in  light  of  the  results) 
would  create  a  total  annual  burden  for 
all  money  market  funds  of  an  additional 
25,155  burden  hours  at  a  total  time  cost 
of  approximately  $7.28  million. 

We  believe  the  new  costs  for  stress 
testing  will  be  so  small  as  compared  to 
the  fund’s  overall  operating  expenses 
that  any  effect  on  competition  would  be 
insignificant.  Although  some 
commenters  believed  the  proposed 
requirements  would  impose  new  costs, 
commenters  did  not  indicate  that  such 
costs  would  have  competitive  effects. 

The  new  stress  testing  requirements 
may  increase  allocative  efficiency  if  the 
information  it  provides  to  the  fund 
adviser,  and  board  of  directors  improves 
the  fund  adviser’s  ability  to  manage  the 
fund’s  risk  and  the  board’s  oversight  of 
fund  risk  management.  Some  money 
market  fund  investors  also  may  view  the 
enhanced  stress  testing  requirements 
positively,  which  could  marginally 
increase  those  investors’  demand  for 
money  market  funds  and 
correspondingly  the  level  of  the  funds’ 
investment  in  the  short-term  financing 
markets.  This  in  turn  positively  affects 
capital  formation.  We  do  not  have  the 
information  necessary  to  provide  a 
reasonable  estimate  of  the  effects  the 
amendments  might  have  on  capital 
formation,  because  we  do  not  know  to 
what  extent  these  changes  would  result 
in  increases  or  decreases  in  investments 
in  money  market  funds  or  in  money 
market  funds’  allocation  of  investments 
among  different  types  of  short-term  debt 
securities.  No  commenters  provided 
such  information  or  discussed  the 
potential  effects  of  the  proposed  stress 
testing  rule  on  efficiency  or  capital 
formation. 
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K.  Certain  Macroeconomic 
Consequences  of  the  New  Amendments 

In  this  section,  as  well  as  in  sections 
III. A  and  III.B  above,  we  analyze  the 
macroeconomic  consequences  of  the 
primary  reform  amendments  that 
require  fees  and  gates  for  all  non¬ 
government  funds  and  an  additional 
floating  NAV  requirement  for 
institutional  prime  funds.  We  also 
examine,  in  conjunction  with  analyses 
in  these  preceding  sections,  the  effects 
that  the  amendments  may  have  on 
efficiency,  competition,  and  capital 
formation  and  discuss  the  potential 
implications  of  the  changes  for  money 
market  fund  investors,  funds,  and  the 
short-term  financing  markets.  We  note 
that  we  presented  extensive  economic 
analyses  of  the  specific  benefits  and 
costs  associated  with  the  amended  rules 
in  sections  III. A. 5  and  III.B. 8  above,  as 
well  as  examined  commenters’  specific 
evaluations  of  the  proposed  fees  and 
gates  and  floating  NAV  requirements. 

As  such,  we  focus  here  on  the  specific 
macroeconomic  effects  of  the  reforms  on 
current  money  market  funds  and  the 
impact  of  the  reforms  on  efficiency, 
competition,  and  capital  formation.  It  is 
important  to  note  that  although  a  large 
number  of  commenters  supported  our 
proposed  fees  and  gates  requirement  for 
non-government  funds, and  some 
commenters  supported  our  floating 
NAV  requirement  for  institutional  prime 
funds, many  commenters  opposed 

the  combination  of  alternatives. xhe 

baseline  for  these  analyses  (and  all  of 
our  economic  analysis  in  this  Release)  is 
money  market  fund  investment  and  the 
short-term  financing  markets  as  they 
exist  today. 

In  earlier  sections  we  discussed  the 
specific  benefits  and  costs  associated 
with  other  reforms  adopted  today, 
including  the  amended  rules  that 
increase  portfolio  and  guarantor 
diversification,  enhance  disclosure,  and 
mandate  stress  testing.  We  discuss  in 
these  sections  the  macroeconomic 
effects  of  the  amendments,  as  well  as 
their  effects  on  efficiency,  competition, 
and  capital  formation.  The  specific 

’854  e  g  _  Form  Letter  Type  A  [1],  Type  C  |2], 
and  Type  D  |2]:  Page  Comment  Letter;  Federated  V 
Comment  Letter;  J.P.  Morgan  Comment  Letter; 
TIAA-CREF  Comment  Letter;  ICl  Comment  Letter; 
Reich  &  Tang  Comment  Letter;  Northern  Trust 
Comment  Letter. 

lass  See,  e.g.,  BlackRock  II  Comment  Letter; 
Goldman  Sachs  Comment  Letter;  Schwab  Comment 
letter;  Vanguard  Comment  Letter;  CFA  Institute 
Comment  Letter;  Comm.  Cap.  Mkt.  Reg.  Comment 
Letter. 

iBsesee,  e.g.,  BlackRock  II  Comment  Letter; 
Dreyfus  Comment  Letter;  Federated  X  Comment 
Letter;  Coldman  Sachs  Comment  Letter;  Vanguard 
Comment  Letter;  American  Benefits  Council 
Comment  Letter. 


operational  costs  of  implementing  the 
reforms  are  discussed  in  each  respective 
section. 

We  note  that  the  reforms  adopted 
today  will  affect  the  economy  in  a 
number  of  ways,  many  of  which  are 
difficult,  if  not  impossible  to  quantify. 
The  effect  of  the  reforms  will  depend  on 
investors’  choices  among  many 
investment  alternatives,  funds’  and 
competitors’  responses  to  the  reforms 
and  to  each  other’s  strategies,  and  many 
other  factors  in  the  larger  economy.  For 
these  reasons,  many  of  the 
macroeconomic  effects  discussed  here 
are  unquantifiable.  We  provide, 
however,  ranges  of  possible  outcomes 
where  we  can  without  being  speculative 
and  we  discuss  effects  qualitatively,  as 
well.  Much  of  the  qualitative  analysis  of 
the  reforms  remains  similar  to  that 
presented  in  the  Proposing  Release.  We 
note,  however,  that  the  magnitude  of  the 
macroeconomic  effects,  both  positive 
and  negative,  may  be  greater  for  funds 
that  are  subject  to  both  a  floating  NAV 
and  fees  and  gates  than  the  funds 
subject  to  just  one  type  of  reform.  Many 
commenters  noted  that  the  combination 
of  reforms  would  have  a  greater  impact 
than  either  alternative  alone. 

In  the  remaining  portion  of  this 
section,  we  discuss  in  detail  the  likely 
macroeconomic  effects  of  our  primary 
reforms  and  the  effects  that  these 
amendments  may  have  on  efficiency, 
competition,  and  capital  formation.  We 
first  examine  the  effect  of  our 
amendments  on  investors  in  money 
market  funds.  We  then  analyze  the 
effect  on  the  money  market  fund 
industry  and  the  short-term  financing 
markets. 

1 .  Effect  on  Current  Investors  in  Money 
Market  Funds 

As  of  February  28,  2014,  money 
market  funds  had  approximately  $3.0 
trillion  in  assets  under  management.  Of 
this  $3.0  trillion,  government  money 
market  funds  had  approximately  $959 
billion  in  assets  under  management.^®®® 
Government  money  market  funds  will 
not  be  required  to  comply  with  either 
fees  and  gates  or  floating  NAV 
requirements.  Because  the  regulatory 
landscape  for  these  funds  will  remain 
largely  unchanged,  we  anticipate 
current  investors  will  likely  remain 
invested  in  the  funds. 

’857See_  e  g  _  Fidelity  Comment  Letter;  Invesco 
Comment  Letter;  Northern  Trust  Comment  Letter; 
State  Street  Comment  Letter;  SunCard  Comment 
Letter;  Wells  Fargo  Comment  Letter;  Government 
Finance  Officers  Association,  et  al.  (Sept.  17,  2013) 
("GFOA  11”). 

i858Based  on  Form  N-MFP  data  as  of  February' 

28,  2014. 


Non-govemment  funds,  however,  will 
be  subject  to  fees  and  gates,  and  some 
investors  may  shift  their  assets  to 
government  funds  or  other  investment 
alternatives.  Non-govemment  funds, 
which  include  prime  and  tax-exempt 
funds,  held  approximately  $2.1  trillion 
in  assets  as  of  February  28,  2014.  Of  this 
approximately  $2.1  trillion,  we  estimate 
retail  prime  funds  managed 
approximately  33%  of  prime  fund  assets 
(not  including  tax-exempt  funds)  or 
$593  billion,  whereas  retail  tax-exempt 
funds  managed  71%  of  tax-exempt  fund 
assets  or  $197  billion  of  assets,  or  $790 
billion  in  total  retail  fund  assets.’®®® 

The  remaining  funds  are  institutional 
prime  funds,  which  will  be  subject  to  an 
additional  floating  NAV  requirement. 

We  estimate  that  institutional  prime 
funds,  other  than  tax-exempt  fimds, 
managed  approximately  67%  of  prime 
fund  assets  (not  including  tax-exempt 
fund  assets)  or  $1.2  trillion  in  assets  and 
institutional  tax-exempt  funds  managed 
29%  of  tax-exempt  funds  assets  or  $82 
billion,  for  a  total  of  $1,269  trillion.’®®® 
Consistent  with  these  estimates, 
commenters  noted  that  approximately 
30%  of  tax-exempt  funds  currently  self- 
report  as  institutional  funds.’®®’ 

As  noted  in  the  Proposing  Release,  the 
Commission  recognizes  that  imposing 
fees  and  gates  on  non-government 
money  market  funds  and  an  additional 
floating  NAV  requirement  on 
institutional  prime  funds  will  likely 
affect  the  willingness  of  investors  to 
commit  capital  to  certain  money  market 
funds.  On  the  one  hand,  the  fees  and 
gates  requirements  will  have  little  effect 
on  funds  and  their  investors  except 
during  times  of  fund  distress.  During 
such  exceptional  times,  investors, 
especially  investors  who  are  unlikely  to 
redeem  shares,  may  view  the  fees  and 
gates  requirements  as  protecting  them 
from  incurring  costs  from  heavy 
shareholder  redemptions  and  improving 
their  funds’  ability  to  manage  and 
mitigate  potential  contagion  from  such 

1859  Based  on  data  from  Form  N-MFP  and 
iMoneyNet  data  as  of  February  28,  2014.  To 
estimate  retail  and  institutional  segments  for  non¬ 
government  funds,  we  used  self-reported  fund  data 
from  iMoneyNet  as  of  February  28,  2014  to  estimate 
percentages  for  retail  and  institutional  segments  for 
each  fund  type.  We  then  multiplied  the  percentages 
times  the  total  market  size  segments,  as  provided 
by  Form  N-MFP  as  of  February  28,  2014.  We  note 
the  retail  designation  is  self-reported  and  omnibus 
accounts  in  these  funds  may  include  both 
individual  and  institutional  beneficial  owners.  For 
these  reasons,  our  estimates  may  underestimate  the 
number  of  funds  with  retail  investors. 

1860  Our  staffs  analysis,  based  on  iMoneyNet 
data,  shows  that  the  amount  of  municipal  money 
market  fund  assets  held  by  institutional  investors 
varied  between  25%  to  43%  between  2001  to  2013. 

’881  See,  e.g.,  BlackRock  II  Comment  Letter; 
Federated  VII  Comment  Letter;  J.P.  Morgan 
Comment  Letter;  Dreyfus  II  Comment  Letter. 
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redemptions.  Likewise,  some,  but  not 
all,  investors  in  institutional  prime 
funds  may  view  the  floating  NAV 
requirement  as  reducing  their  funds’ 
susceptibility  to  heavy  investor 
redemptions  and  minimizing 
shareholder  dilution.  We  believe  the 
amendments  more  generally  will 
increase  funds’  resiliency  and  treat 
investors  more  equitably  than  the  rules 
do  today.  Further,  one  commenter 
pointed  out  that  floating  NAV  money 
market  funds  will  likely  offer  higher 
returns  than  stable  NAV  government 
money  market  funds,  and  thus  will 
continue  to  attract  investment. This 
commenter  argued  that  institutional 
investors  are  unlikely  to  reallocate 
assets  from  floating  NAV  institutional 
prime  funds  because  they  will  continue 
to  be  one  of  the  most  conservative  and 
flexible  investment  alternatives,  even 
with  a  floating  NAV.’^ea  Finally,  this 
commenter  contended  that  investor 
education  may  improve  investor 
confidence  in  floating  NAV  money 
market  funds,  which  could  attract 
capital.^®®"* 

On  the  other  hand,  we  recognize 
many  current  investors  in  non¬ 
government  funds,  especially 
institutions,  may  prefer  products  that 
offer  guaranteed  liquidity  and  a  stable 
NAV  rather  than  non-government  funds 
that  will  be  subject  to  fees  and  gates  and 
a  floating  NAV  requirement  after  the 
reforms.  As  we  noted  in  the  Proposing 
Release  and  in  this  Release,  we 
anticipate  these  investors  will  consider 
the  tradeoffs  involved  with  continuing 
to  invest  in  the  money  market  funds  that 
are  subject  to  the  new  requirements.  As 
discussed  in  section  lll.A.l.c.iv  above, 
several  commenters  noted  and  we 
concur  that  fees  and  gates  might  force 
some  investors  to  either  abandon  or 
severely  restrict  investment  in  affected 
money  market  funds.’®®®  Likewise, 
commenters  expressed  concern  that 
investors  would  migrate  away  from 
institutional  prime  funds  because  a 
floating  NAV  would  eliminate  the  stable 
value  feature  that  currently  makes 
money  market  funds  attractive  to  many 
shareholders.’®®®  As  discussed  in  detail 


Sgg  Thrivent  Comment  Letter. 
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1865  Ky.  Inv.  Comm’n  Comment  Letter;  Boeing 
Comment  Letter;  Schwab  Comment  Letter; 
American  Bankers  Ass’n  Comment  Letter;  State 
Street  Comment  Letter;  GFOA  II  Comment  Letter; 
42  Members  of  U.S.  Congress  Comment  Letter. 

1866  Fidelity  Comment  Letter;  Legg  Mason  & 
Western  Asset  Comment  Letter;  SunGard  Comment 
Letter;  U.S.  Bancorp  Comment  Letter;  Association 
for  Financial  Professionals,  et  al.  (Sept.  17,  2013) 
(“Ass’n  Fin.  Profs.  II  Comment  Letter’’);  Defined 
Contribution  Institutional  Investment  Association 


in  section  III.B.l  above,  and  noted  by 
commenters, ’®®7  unlike  most 
investment  products,  money  market 
funds  are  generally  used  as  cash 
management  tools,  and  a  floating  NAV 
may  curtail  the  ability  of  some  investors 
to  use  money  market  funds  for  cash 
management  purposes.  Investors  also 
may  be  prohibited  by  board-approved 
guidelines,  internal  policies,  or  other 
restrictions  from  investing  in  products 
that  do  not  have  a  stable  value  per 
share.’®®®  A  floating  NAV  also  could 
drive  investors  with  a  more  limited  loss 
tolerance  away  from  money  market 
funds.’®®® 

The  Commission  acknowledges,  and 
many  commenters  concur,’®^®  that,  as  a 
result  of  our  reforms,  some  investors 
may  reallocate  assets  to  either 
government  money  market  funds  or 
other  investment  alternatives.  We  do  not 
anticipate  our  reforms  will  have  a 
substantial  effect  on  the  total  amount  of 
capital  invested,  although  investors  may 
reallocate  assets  among  investment 
alternatives,  potentially  affecting  issuers 
and  the  short-term  financing  markets, 
which  we  discuss  below. 

As  noted  earlier  in  this  section,  retail 
investors  owned  approximately  $790 
billion  of  assets  in  non-govemment 
money  market  funds  as  of  February  28, 
2014.  Under  the  reforms,  money  market 
funds  that  qualify  as  retail  funds  may 
continue  to  offer  a  stable  value  as  they 
do  today — and  facilitate  their  stable 
price  by  use  of  amortized  cost  valuation 
and/or  penny-rounding  pricing  of  their 
portfolios.  We  anticipate  few  investors 
in  retail  funds  will  reallocate  assets  to 
other  investment  choices,  given  that 
retail  funds  will  continue  to  offer  price 
stability,  yield,  and  liquidity  in  all  but 
exceptional  circumstances.  We  are 
defining  a  retail  money  market  fund  to 


(Sept.  17,  2013)  (“Def.  Contrib.  Inst.  Inv.  Ass’n 
Comment  Letter’’);  GFOA  II  Comment  Letter. 

See,  e.g.,  Form  Letter  Type  E  (I);  Federated 
IV  Comment  Letter;  Invesco  Comment  Letter;  State 
Street  Comment  Letter;  Chamber  II  Comment  Letter; 
GFOA  II  Comment  Letter;  National  Association  of 
State  Auditors,  Comptrollers  and  Treasurers  (Sept. 
17,  2013). 

’868porm  Letter  Type  B  |2],  Type  D  [1-2],  and 
Type  F  [1];  Federated  IV  Comment  Letter;  J.P. 
Morgan  Comment  Letter;  American  Benefits 
Council  Comment  Letter;  Ass’n  Fin.  Profs.  II 
Comment  Letter;  National  Association  of  College 
and  University  Business  Officers  (Sept.  17,  2013) 
(“Nat’l  Ass’n  of  College  &  Univ.  Bus.  Officers 
Comment  Letter’’);  Chamber  II  Comment  Letter; 
State  Treasurer,  State  of  Utah  (Aug.  26,  2013) 

(“Utah  Treasurer  Comment  Letter”). 

i86BBlackRock  II  Comment  Letter;  SunGard 
Comment  Letter;  Treasury  Strategies  Comment 
Letter;  American  Bankers  Ass’n  Comment  Letter; 
ABA  Business  Law  Section  Comment  Letter. 

’»70  5ggOpeyfus  DERA  Comment  Letter, 

Federated  DERA  I  Comment  Letter,  Fidelity  DERA 
Comment  Letter,  Invesco  DERA  Comment  Letter, 
and  Wells  Fargo  DERA  Comment  Letter. 


mean  a  money  market  fund  that  has 
policies  and  procedures  reasonably 
designed  to  limit  all  beneficial  ovraers 
of  the  fund  to  natural  persons.’®^’  We 
expect,  however,  that  at  least  some 
investors  who  are  natural  persons  that 
currently  are  invested  in  non¬ 
government  funds  that  are  not 
designated  retail  may  reallocate  their 
assets  to  retail  funds.  We  anticipate 
these  investors  will  likely  move  to  retail 
funds  that  have  investment  objectives 
that  are  similar  to  the  objectives  of  their 
current  funds. 

Institutions  invested  approximately 
$1.27  trillion  in  non-govemment  money 
market  funds  as  of  February  28,  2014.  Of 
this  $1.27  trillion,  institutional  prime 
funds,  other  than  tax-exempt  funds, 
managed  approximately  $1.19  trillion  in 
assets  and  institutional  tax-exempt 
funds  managed  $82  billion.  Under  the 
reforms,  these  funds  will  be  subject  not 
only  to  fees  and  gates,  but  also  to  an 
additional  floating  NAV  requirement. 

As  such,  we  believe  as  much  as  $1,269 
trillion  in  assets  could  be  at  risk  for 
being  reallocated  to  government  funds 
and  other  investment  alternatives. 

But  as  discussed  below,  neither  the 
Commission  nor  most  commenters 
believe  that  all  institutional  investors  in 
non-government  funds  will  reallocate 
their  assets.  Institutional  prime  funds 
typically  offer  higher  yields  than 
government  funds,  and  certain  investors 
receive  tax  advantages  from  investing  in 
tax-exempt  funds.  In  addition,  we  have 
been  informed  that,  today,  the  Treasury 
Department  and  the  IRS  will  propose 
new  regulations  and  issue  a  revenue 
procedure  that  we  believe  should 
remove  the  most  significant  tax-related 
impediments  associated  with  our 
floating  NAV  reform. ’®72  Additionally, 
the  Commission,  which  has  authority  to 
set  accounting  standards,  has  clarified 
that  an  investment  in  a  floating  NAV 
money  market  fund  generally  meets  the 
definition  of  a  “cash  equivalent.”  ’®^® 
And  according  to  one  commenter,  more 
than  half  of  survey  respondents 
indicated  the  likelihood  of  using  a 
floating  NAV  money  market  fund  would 
increase  if  such  a  fund’s  shares  are 
considered  cash  equivalents  for 
accounting  purposes.’®^’’  Thus,  we 
believe  these  factors  and  actions  taken 
by  the  Commission  and  other  regulatory 
agencies  should  help  preserve  the 


See  rule  2a-7(a)(25).  “Beneficial  ownership” 
typically  means  having  voting  and/or  investment 
power.  See  supra  note  679. 

’“72  supra  section  IILB.6. 

’“73 discussed  in  detail  in  section  III.B.6.b, 
many  investors  questioned  whether  an  investment 
in  a  floating  NAV  money  market  fund  would  meet 
the  definition  of  a  “cash  equivalent.” 

’“7'^  See  Deutsche  Comment  Letter. 
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attractiveness  of  institutional  prime 
funds  to  investors,  perhaps  reducing  the 
assets  reallocated  to  alternatives. 

As  noted  by  several  commenters,  it  is 
difficult  to  estimate  the  amount  of  assets 
that  institutional  investors  might 
reallocate  from  non-government  funds 
to  either  government  funds  or  other 

investment  alternatives. One 
commenter  estimated  that  64%  or  $806 
billion  could  shift  from  prime  funds  to 
government  funds, whereas  another 
commenter  estimated  that  25%  of  assets 
in  its  institutional  prime  funds  would 
transfer  permanently  into  government 
funds. A  third  commenter  estimated 
a  shift  in  assets  of  between  $500  billion 
and  $1  trillion. In  an  earlier  letter, 
this  commenter  cited  a  survey  of 
institutional  investors  that  estimates 
investors  may  withdraw  between  $660 
and  $750  billion  from  money  market 
funds  if  the  Commission  adopts  a 
floating  NAV  requirement  because  they 
cannot  tolerate  principal  volatility. 

As  with  much  of  the  survey  evidence 
provided  by  commenters, however, 
we  note  that  this  survey  was 
administered  before  the  Proposing 
Release  and  before  the  tax  and 
accounting  relief  that  we  are  discussing 
today  was  known.  For  example,  the 
survey,  which  was  administered 
between  February  13,  2012  and  March 
6,  2012,  did  not  consider  that 
government  funds  might  not  be  subject 


to  the  fees,  gates,  and  floating  NAV 
requirements,^ and  retail  money 
market  funds  might  continue  to 
maintain  a  stable  price.  Similarly,  the 
survey  designers  did  not  present  to 
survey  participants  the  possibility  that 
the  Treasury  Department  and  IRS  would 
propose  new  regulations  and  issue  a 
revenue  procediue  that  we  believe  will 
remove  the  most  significant  tax-related 
impediments  associated  with  a  floating 
NAV  reform. Moreover,  survey 
designers  were  not  able  to  anticipate 
that  the  Commission,  which  has 
authority  to  set  accounting  standards, 
would  clarify  that  an  investment  in  a 
floating  NAV  money  market  fund  would 
meet  the  definition  of  a  “cash 
equivalent.”  For  these  and  other  reasons 
herein,  we  believe  that  the  survey  data 
submitted  by  commenters  reflecting  that 
certain  investors  expect  to  reduce  or 
eliminate  their  money  market  fund 
investments  under  the  floating  NAV 
alternative  may  overstate  how  investors 
are  likely  to  actually  behave  under  the 
final  amendments  that  we  are  adopting 
today. 

The  Commission  recognizes,  however, 
that  some  assets  will  likely  flow  out  of 
non-government  funds  as  a  result  of  the 
reforms,  and  that  the  greatest  effect  will 
likely  be  on  institutional  prime  funds. 
Commenters  specifically  noted  that  a 
combination  of  proposals  would  force 
most  money  market  fund  sponsors  to 


exit  the  prime  space,’ “““*  and  would 
cause  many  investors  to  invest  their 
cash  assets  in  government  money 
market  funds,  direct  investments,  bank 
deposits,  or  other  investment 
alternatives.’®®^  As  discussed  in  the 
DERA  Study,’®®®  the  Proposing 
Release,’®®’'  and  below,  there  are  a  range 
of  investment  alternatives  that  currently 
compete  with  money  market  funds. 

Each  of  these  choices  involves  different 
tradeoffs,  and  money  market  fund 
investors  that  are  unwilling  or  unable  to 
invest  in  their  current  option  under  the 
reforms  would  need  to  analyze  the 
various  tradeoffs  associated  with  each 
alternative.  Specifically,  investors  could 
choose  from  among  at  least  the 
following  alternatives:  Direct 
investments  in  money  market 
instruments:  money  market  funds  that 
are  not  subject  to  the  reforms;  bank 
deposit  accounts;  bank  certificates  of 
deposit;  bank  collective  trust  funds; 
LGIPs;  U.S.  private  funds;  offshore 
money  market  funds;  short-term 
investment  funds  (“STIFs”);  separately 
managed  accounts;  ultra-short  bond 
funds;  and  short-duration  exchange- 
traded  funds  (“ETFs”].’®®®  The 
following  table,  taken  from  the  DERA 
Study  and  Proposing  Release,  outlines 
the  principal  features  of  various  cash 
alternatives  to  money  market  funds  that 
exist  today. 


Table  1— Cash  Investment  Alternatives 


Product 

Valuation 

Investment  risks  ^ 

Redemption 

restrictions 

Yield  ® 

Regulated 

Restrictions  on 
investor  base 

Bank  demand  deposits  . 

Stable  . 

Below  benchmark 
up  to  depository 
insurance  (“Dl”) 
limit;  above 
benchmark 
above  Dl  limits. 

No . 

Below  benchmark 

Yes  . 

No. 

’**^5  See  Federated  DERA  I  Comment  Letter; 
Invesco  DERA  Comment  Letter. 

’876  Spg  Fidelity  DERA  Comment  Letter. 

’877  Dreyfus  DERA  Comment  Letter; 
L'ederated  DERA  I  Comment  Letter.  The  commenter 
did  not  provide  a  basis  for  the  estimate  in  this 
letter.  We  note,  how’ever,  the  commenter  presented 
similar  estimates  using  survey  data  in  a  previous 
letter.  See  Federated  X  Comment  Letter. 

’878  5gg  Federated  DERA  I  Comment  Letter. 

’879  Sgg  Federated  X  Comment  Letter  and 
Trcasur)'  Strategies,  Money  Market  Fund 
Regulations:  The  Voice  of  the  Treasurer  (Apr.  19, 
20t 2)  http :llwww. ici. org/pdf/rpt_  1 2_tsi_voice_ 
treasurer. pdf,  w'hich  is  cited  in  Federated  X 
Comment  Letter.  Federated  concludes,  “.  .  .  at  a 
minimum,  S660  to  S750  billion  vv'ould  be  driven 
from  institutional  prime  funds  .  .  .”  We  note, 
how'ever,  the  cited  survey  queries  institutional 
respondents  about  money  market  funds  generally 
and  does  not  reflect  that  government  funds  are  not 
be  subject  to  the  floating  NAV  requirement.  In 
addition,  the  survey  did  not  address  fees  and  gates. 

’880  A  number  of  commenters  cited  survey  data 
indicating  that  organizations  would  reduce  their 


use  of  money  market  funds  under  either  our  floating 
NAV  or  liquidity  fees  and  gates  reform.  See,  e.g.,  ICI 
Comment  Letter  (citing  the  2013  AFP  Liquidity 
Sur\'ey,  Association  of  Financial  Professionals, 

201 3  AFP  Liquidity  Survey:  Report  of  Survey 
Results  (June  2013));  Wells  Fargo  Comment  Letter; 
Northern  Trust  Comment  Letter;  Invesco  Comment 
Letter;  BlackRock  II  Comment  Letter;  Sungard 
Comment  Letter. 

’88’  See  Treasury  Strategies,  Money  Market  Fund 
Regulations:  The  Voice  of  the  Treasurer  (Apr.  19, 
2012),  available  at  http://w'ww.ici.org/pdf/rpt_12_ 
tsi_voice_treasurer.pdf 

’887  See  supra  section  III. B. 6. a. 

’883  See,  e.g.,  Better  Markets  FSOC  Comment 
Letter,  supra  note  59  (in  response  to  industry 
survey  data  reflecting  intolerance  for  the  floating 
NAV,  stating  that  “it  is  difficult  to  predict  the  level 
of  contraction  that  would  actually  result  from 
instituting  a  floating  NAV.  (....)  The  move  to  a 
floating  NAV  does  not  alter  the  fundamental 
attributes  of  money  market  funds  with  respect  to 
the  type,  quality,  and  liquidity  of  the  investments 
in  the  fund.  (.  .  .  .]  It  is  therefore  unrealistic  to 
think  that  money  market  funds  .  .  .  will  become 


extinct  solely  as  a  result  of  a  move  to  a  more 
accurate  and  transparent  valuation  methodology.”); 
Comment  Letter  of  John  M.  Winters  (Dec.  18,  2012) 
(available  in  File  No.  FSOC-201 2-0003)  (“|T]he 
feared  migration  to  unregulated  funds  has  not  been 
quantified  and  is  probably  overstated.”). 

’884  See,  e.g.,  Dreyfus  Comment  Letter;  Invesco 
Comment  Letter;  PFM  Asset  Mgmt.  Comment 
Letter;  ICI  Comment  Letter;  SIFMA  Comment  Letter. 

’885  See,  e.g.,  Blackrock  II  Comment  Letter; 
Dreyfus  Comment  Letter;  Legg  Mason  &  Western 
Asset  Comment  Letter;  Northern  Trust  Comment 
Letter;  PFM  Asset  Mgmt.  Comment  Letter;  SunGard 
Comment  Letter. 

1880  See  DERA  Study,  supra  note  24,  Table  6. 

’887  See  Proposing  Release,  supra  note  25, 

Table  2. 

1888  See,  e.g.,  Comment  Letter  of  Investment 
Company  Institute  (Feb.  16,  2012)  (available  in  File 
No  4-619.)  (“ICI  Feb  2012  PWG  Comment  Letter”); 
Comment  Letter  of  the  Association  for  Financial 
Professionals  et  al.  (Apr.  4,  2012)  (available  in  File 
No.  4-619)  (“AFP  Comment  Letter”). 
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Table  1— Cash  Investment  Alternatives— Continued 


Product 

Valuation 

Investment  risks  ^ 

Redemption 

restrictions 

Yield  B 

Regulated 

Restrictions  on 
investor  base 

Time  deposits  (CDs)  . 

Stable  . 

Bank  counterparty 
risk  above  Dl 
limit. 

Yes^  . 

Below  benchmark 

Yes  . 

No. 

Offshore  money  funds  (Eu¬ 
ropean  short-term 

Stable  or  Floating 
NAV. 

Comparable  to 
benchmark. 

Some^  . 

Comparable  to 
benchmark. 

Yes  . 

Yes.'2 

MMFs)E. 

Offshore  money  funds  (Eu- 

Floating  NAV  . 

Above  benchmark 

Some . 

Above  benchmark 

Yes  . 

Yes. 

ropean  MMFs) 

Enhanced  cash  funds  (pri¬ 
vate  funds). 

Stable  NAV  (gen¬ 
erally). 

Above  benchmark 

By  contract  .. 

1 

Above  benchmark 

No'  . 

Yes.'* 

Ultra-short  bond  funds  . 

Floating  NAV  . 

Above  benchmark 

Some  . 

Above  benchmark 

Yes  . 

No. 

Collective  investment  funds 

Not  stable  . 

Above  benchmark 

No . 

Above  benchmark 

Yes  . 

Tax-exempt  bank 
clients.'- 

Short-term  investment  funds 
(“STIFs”). 

Stable  . 

Above  benchmark 

No . 

Above  benchmark 

Yes'^  . 

Tax-exempt  bank 
clients. 

Local  government  invest¬ 
ment  pools  (“LGIPs”). 

Stable  (gen¬ 
erally) 

Benchmark  . 

No . 

Benchmark  . 

Yes  . 

Local  government 
and  public  enti¬ 
ties. 

Short-duration  ETFs . 

Floating  NAV; 
Market  price  °. 

Above  benchmark 

No . 

Above  benchmark 

Yes  . 

No. 

Separately  managed  ac¬ 
counts  (including  wrap  ac- 

Not  stable  . 

Above  benchmark 

No . 

Above  benchmark 

No . 

Investment  min¬ 
imum. ^ 

counts). 

Direct  investment  in  MMF  in-  ! 
struments.  ' 

Not  stable  . 

Comparable  to 
benchmark  but 
may  vary  de¬ 
pending  on  in¬ 
vestment  mix°.  ! 

No . 

Comparable  to 
benchmark  but 
may  vary  de¬ 
pending  on  in¬ 
vestment  mix. 

No . 

Some.*^ 

'^For  purposes  of  this  table,  investment  risks  include  exposure  to  interest  rate  and  credit  risks.  The  column  also  indicates  the  general  level  of 
investment  risk  for  the  product  compared  \with  the  baseline  of  prime  money  market  funds  and  is  generally  a  premium  above  the  risk-free  or 
Treasury  rate. 

®The  table  entries  reflect  average  yields  in  a  normal  interest  rate  environment.  Certain  cash  management  products,  such  as  certificates  of  de¬ 
posits  (“CDs”)  and  demand  deposits,  may  be  able  to  offer  rates  above  the  baseline  in  a  low  interest  rate  environment. 

^The  current  Dl  limit  is  $250,000  per  owner  for  interest-bearing  accounts.  See  Deposit  Insurance  Summary,  Federal  Deposit  Insurance  Cor¬ 
poration  ("FDIC”),  available  at  http://www.fclic.gov/deposit/deposits/. 

DTime  deposits,  or  CDs,  are  subject  to  minimum  early  withdrawal  penalties  if  funds  are  withdrawn  within  six  days  of  the  date  of  deposit  or 
within  six  days  of  the  immediately  preceding  partial  withdrawal.  See  12  CFR  204.2(c)(1)(i).  Many  CDs  are  also  subject  to  early  withdrawal  pen¬ 
alties  if  withdrawn  before  maturity,  although  market  forces,  rather  than  federal  regulation,  impose  such  penalties.  CDs  generally  have  specific 
fixed  terms  (e.g.,  one-,  three-,  or  six-month  terms),  although  some  banks  offer  customized  CDs  (e.g.,  with  terms  of  seven  days). 

^The  vast  majority  of  money  market  fund  assets  are  held  in  U.S.  and  European  money  market  funds.  See  Consultation  Report  of  the  IOSCO 
Standing  Committee  5  (Apr.  27,  2012)  (“IOSCO  SC5  Report”),  at  App.  B,  §§2.1-2.36  (in  2011,  of  the  assets  invested  in  money  market  funds  in 
IOSCO  countries,  approximately  61%  were  invested  in  U.S.  money  market  funds  and  32%  were  invested  in  European  money  market  funds). 
Consequently,  dollar-denominated  European  money  market  funds  may  provide  a  limited  offshore  money  market  fund  alternative  to  U.S.  money 
market  funds.  Most  European  stable  value  money  market  funds  are  a  member  of  the  Institutional  Money  Market  Funds  Association  (“IMMFA”). 
According  to  IMMFA,  as  of  March  1,  2013,  there  were  approximately  $286  billion  U.S.  dollar-denominated  IMMFA  money  market  funds.  See 
www.immfa.org  (this  figure  excludes  accumulating  NAV  U.S.  dollar-denominated  money  market  funds).  Like  U.S.  money  market  funds,  European 
short-term  money  market  funds  must  have  a  dollar-weighted  average  maturity  of  no  more  than  60  days  and  a  dollar-weighted  average  life  matu¬ 
rity  of  no  more  than  120  days,  and  their  portfolio  securities  must  hold  one  of  the  two  highest  short-term  credit  ratings  and  have  a  maturity  of  no 
more  than  397  days.  However,  unlike  U.S.  money  market  funds,  European  short-term  money  market  funds  may  either  have  a  floating  or  fixed 
NAV.  Compare  Common  Definition  of  European  Money  Market  Funds  (Ref.  CESR/1 0-049)  with  rule  2a-7. 

i^Most  European  money  market  funds  are  subject  to  legislation  governing  Undertakings  for  Collective  Investment  in  Transferable  Securities 
(“UCITS”),  which  also  covers  other  collective  investments.  See,  e.g.,  UCITS  IV  Directive,  Article  84  (permitting  a  UCITS  to,  in  accordance  with 
applicable  national  law  and  its  instruments  of  incorporation,  temporarily  suspend  redemption  of  its  units);  Articles  L.  214-19  and  L.  214-30  of  the 
French  Monetary  and  Financial  Code  (providing  that  under  exceptional  circumstances  and  if  the  interests  of  the  UCITS  units  holders  so  demand, 
UCITs  may  temporarily  suspend  redemptions). 

°  Section  7(d)  of  the  Investment  Company  Act  requires  that  any  non-U. S.  investment  company  that  wishes  to  register  as  an  investment  com¬ 
pany  in  order  to  publicly  offer  its  securities  in  the  U.S.  must  first  obtain  an  order  from  the  SEC.  To  issue  such  an  order,  the  SEC  must  find  that 
“by  reason  of  special  circumstances  or  arrangements,  it  is  both  legally  and  practically  feasible  to  enforce  the  provisions  of  [the  Act  against  the 
non-U. S.  fund,]  and  that  the  issuance  of  [the]  order  is  othenwise  consistent  with  the  public  interest  and  the  protection  of  investors.”  No  European 
money  market  fund  has  received  such  an  order.  European  money  market  funds  could  be  offered  to  U.S.  investors  privately  on  a  very  limited 
basis  subject  to  certain  exclusions  from  investment  company  regulation  under  the  Investment  Company  Act  and  certain  exemptions  from  reg¬ 
istration  under  the  Securities  Act.  U.S.  investors  purchasing  non-U. S.  funds  in  private  offerings,  however,  may  be  subject  to  potentially  significant 
adverse  tax  implications.  See,  e.g..  Internal  Revenue  Code  of  1986  §§1291  through  1297.  Moreover,  as  a  practical  matter,  and  in  view  of  the  se¬ 
vere  consequences  of  violating  the  Securities  Act  registration  and  offering  requirements,  most  European  money  market  funds  currently  prohibit 
investment  by  U.S.  Persons. 

European  money  market  funds  may  have  a  dollar-weighted  average  portfolio  maturity  of  up  to  six  months  and  a  dollar-weighted  average  life 
maturity  of  up  to  12  months  that  are  significantly  greater  than  are  permitted  for  U.S.  money  market  funds.  Compare  Common  Definition  of  Euro¬ 
pean  Money  Market  Funds  (Ref.  CESR/1 0-049)  with  rule  2a-7. 
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'Private  funds  generally  rely  on  one  of  two  exclusions  from  investment  company  regulation  by  the  Commission.  Section  3(c)(1)  of  the  Invest¬ 
ment  Company  Act,  in  general,  excludes  from  the  definition  of  “investment  company”  funds  whose  shares  are  beneficially  owned  by  not  more 
than  100  persons  where  the  issuer  does  not  make  or  propose  to  make  a  public  offering.  Section  3(c)(7)  of  the  Act  places  no  limit  on  the  number 
of  holders  of  securities,  as  long  as  each  is  a  “qualified  purchaser”  (as  that  term  is  defined  in  section  2(a)(51)  of  the  Act)  when  the  securities  are 
acquired  and  the  issuer  does  not  make  or  propose  to  make  a  public  offering.  Most  retail  investors  would  not  fall  within  the  definition  of  “qualified 
purchaser.”  Moreover,  such  private  funds  also  generally  rely  on  the  private  offering  exemption  in  section  4(2)  of  the  Securities  Act  or  Securities 
Act  rule  506  to  avoid  the  registration  and  prospectus  delivery  requirements  of  Section  5  of  the  Securities  Act.  Rule  506  establishes  “safe  harbor” 
criteria  to  meet  the  private  offering  exemption.  The  provision  most  often  relied  upon  by  private  funds  under  rule  506  exempts  offerings  made  ex¬ 
clusively  to  “accredited  investors”  (as  that  term  is  defined  in  rule  501(a)  under  the  Securities  Act).  Most  retail  investors  would  not  fall  within  the 
definition  of  “accredited  investor.”  Offshore  private  funds  also  generally  rely  on  one  of  the  two  non-exclusive  safe  harbors  of  Regulation  S,  an 
issuer  safe  harbor  and  an  offshore  resale  safe  harbor.  If  one  of  the  two  is  satisfied,  an  offshore  private  fund  will  not  have  to  register  the  offer  and 
sale  of  its  securities  under  the  Securities  Act.  Specifically,  rules  903(a)  and  904(a)  of  Regulation  S  provide  that  offers  and  sales  must  be  made  in 
"offshore  transactions”  and  rule  902(h)  provides  that  an  offer  or  sale  is  made  in  an  “offshore  transaction”  if,  among  other  conditions,  the  offer  is 
not  made  to  a  person  in  the  United  States.  Regulation  S  is  not  available  to  offers  and  sales  of  securities  issued  by  investment  companies  re¬ 
quired  to  be  registered,  but  not  registered,  under  the  Investment  Company  Act.  See  Regulation  S  Preliminary  Notes  3  and  4. 

JSee  id. 

Collective  investment  funds  include  collective  trust  funds  and  common  trust  funds  managed  by  banks  or  their  trust  departments,  both  of 
which  are  a  subset  of  short-term  investment  funds.  For  purposes  of  this  table,  short-term  investment  funds  are  separately  addressed. 

■-Collective  trust  funds  are  generally  limited  to  tax-qualified  plans  and  government  plans,  while  common  trust  funds  are  generally  limited  to  tax- 
qualified  personal  trusts  and  estates  and  trusts  established  by  institutions. 

■^STIFs  are  generally  regulated  by  12  CFR  9.18.  The  Office  of  the  Comptroller  of  the  Currency  recently  reformed  the  rules  governing  STIFs 
subject  to  their  jurisdiction  to  impose  similar  requirements  to  those  governing  money  market  funds.  See  Office  of  the  Comptroller  of  Currency, 
Treasury,  Short-Term  Investment  Funds  [77  FR  61229  (Oct.  9,  2012)]. 

■^Regarding  all  items  in  this  row  of  the  table,  LGIPs  generally  are  structured  to  meet  a  particular  investment  objective.  In  most  cases,  they  are 
designed  to  serve  as  short-term  investments  for  funds  that  may  be  needed  by  participants  on  a  day-to-day  or  near-term  basis.  These  local  gov¬ 
ernment  investment  pools  tend  to  emulate  typical  money  market  mutual  funds  in  many  respects,  particularly  by  maintaining  a  stable  net  asset 
value  of  $1 .00  through  investments  in  short-term  securities.  A  few  local  government  investment  pools  are  designed  to  provide  the  potential  for 
greater  returns  through  investment  in  longer-term  securities  for  participants’  funds  that  may  not  be  needed  on  a  near-term  basis.  The  value  of 
shares  in  these  local  government  investment  pools  fluctuates  depending  upon  the  value  of  the  underlying  investments.  Local  government  invest¬ 
ment  pools  limit  the  nature  of  underlying  investments  to  those  in  which  its  participants  are  permitted  to  invest  under  applicable  state  law.  See 
http://www.msrb.org/Municipal-Bond-Market/About-Municipal-Securities/Local-Government-lnvestment-Pools.aspx.  Investors  in  local  government 
investment  pools  may  include  counties,  cities,  public  schools,  and  similar  public  entities.  See,  e.g.,  The  South  Carolina  Local  Government 
Investment  Pool  Participant  Procedures  Manual,  avaiiabie  at  http://www.treasurer.sc.gov/media/4755/The-South-Carotina-Locai-Government- 
tnvestment-Poot-Participant-Procedures-Manuai.pdf. 

°  Although  the  performance  of  an  ETF  is  measured  by  its  NAV,  the  price  of  an  ETF  for  most  shareholders  is  not  determined  solely  by  its  NAV, 
but  by  buyers  and  sellers  on  the  open  market,  who  may  take  into  account  the  ETF’s  NAV  as  well  as  other  factors. 

^Many  separately  managed  accounts  have  investment  minimums  of  $100,000  or  more. 

°  Depending  on  the  nature  and  scope  of  their  investments,  these  investors  may  also  face  risks  stemming  from  a  lack  of  portfolio  diversification. 

f^Some  money  market  fund  instruments  are  only  sold  in  large  denominations  or  are  only  available  to  qualified  institutional  buyers.  See  gen- 
eraity  rule  144A  under  the  Securities  Act  (17  CFR  230.144A(7)(a)(1)). 


These  investment  options  offer 
different  combinations  of  price  stability, 
risk  exposure,  return,  investor 
protections,  and  disclosure.  For 
example,  some  current  money  market 
fund  investors,  in  particular  bank  trust 
departments  and  corporate  trusts,  may 
choose  to  manage  their  cash  themselves 
and,  based  on  our  understanding  of 
institutional  investor  cash  management 
practices,  many  of  these  investors  'wdll 
invest  directly  in  securities  similar  to 
those  held  by  money  market  funds 
today.  According  to  one  commenter, 
however,  this  strategy  may  create 
additional  burdens  and  risks  for  these 
investors,  including  having  to  acquire, 
retain,  and  monitor  the  maturity  of 
short-term  investments. Any  desire 
to  self-manage  cash  will  likely  be 
tempered  by  the  expertise  required  to 
invest  in  a  diversified  portfolio  of 
money  market  securities  directly  and 
the  costs  of  investing  in  those  securities 
given  the  economies  of  scale  that  will  be 
lost  when  each  investor  has  to  conduct 
credit  analysis  itself  for  each  investment 
(in  contrast  to  money  market  funds 
which  are  able  to  spread  their  credit 
analysis  costs  for  each  security  across 
their  entire  shareholder  base).^®®®  As 


’**"“See,  e.g.,  M&T  Bank  Comment  Letter. 

1890  See,  e.g..  Comment  Letter  ofU.S.  Chamber 
(Jan.  23,  2013)  (available  in  File  No.  FSOC-2012- 


such,  we  anticipate  that  direct 
investment  in  securities  similar  to  those 
held  by  money  market  funds  today  will 
be  limited  to  investors  with  large  cash 
management  requirements  and  active 
Treasury  functions. 

Alternatively,  commenters  suggested 
that  some  investors,  especially  investors 
in  institutional  prime  funds,  will 
reallocate  assets  to  government 
funds.’®®'*  Investors  that  shift  their 
assets  from  institutional  prime  funds  to 
government  money  market  funds  will 
likely  sacrifice  yield, ’®®2  but  they  will 
retain  the  principal  stability  and 
liquidity  of  their  assets.  To  the  extent 
that  assets  under  management  in 
government  funds  increase,  we 
anticipate  investors  will  have  more 
government  funds  from  which  to  choose 


0003)  (“U.S.  Chamber  FSOC  Comment  Letter”) 
(“Quite  simply,  it  is  more  efficient  and  economical 
to  pay  the  management  fee  for  a  money  market 
funds  than  to  hire  the  internal  staff  to  manage  the 
investment  of  cash.”). 

1891  Federated  IV  Comment  Letter;  TRACS 
Financial  Comment  Letter;  Wells  Fargo  Comment 
Letter;  Boeing  Comment  Letter;  American  Bankers 
Ass’n  Comment  Letter;  Def.  Contrib.  Inst.  Inv.  Ass’n 
Comment  Letter;  ICI  Comment  Letter;  see  also  supra 
section  III.C. 

’^'-^^See,  e.g.,  Federated  X  Comment  Letter;  Angel 
Comment  Letter.  Commenters  noted  that  investors 
that  shift  assets  from  prime  funds  to  government 
funds  w'ill  earn  lower  rates  on  their  investments 
because  government  funds  are  less  risky  and  offer 
lower  yields  than  prime  funds. 


than  they  do  today.  This  expected 
increase  in  the  number  government 
funds  could  be  because  complexes  that 
currently  offer  government  funds  will 
offer  additional  government  funds  or 
because  other  complexes  will  offer  new 
government  funds.  In  either  case, 
competition  among  government  funds 
should  increase  although  the  impact  on 
competition  likely  should,  at  the 
margin,  be  larger  if  new  complexes  enter 
the  government  fund  market. 

In  addition,  a  reallocation  of  assets  to 
government  funds  could  lower  the 
yields  received  by  both  investors  in 
government  funds  and  direct  purchasers 
of  government  securities.  If  an  increase 
in  demand  for  government  funds,  which 
must  largely  invest  in  eligible 
government  securities,  subsequently 
increases  the  demand  for  these 
securities,’®®®  the  rates  on  eligible 


1893  Government  money  market  funds  must  invest 
at  least  99.5  percent  of  their  portfolio  in  cash, 
“government  securities”  as  defined  in  section 
2(a)(16)  of  the  Act,  and  repurchase  agreements 
collateralized  with  government  securities.  See  rule 
2a-7(a)(16).  Allowable  securities  include  securities 
issued  by  government-sponsored  entities  such  as 
the  Federal  Home  Loan  Banks,  government 
repurchase  agreements,  and  those  issued  by  other 
“instrumentalities”  of  the  U.S.  government.  It 
excludes,  however,  securities  issued  by  state  and 
municipal  governments,  which  do  not  generally 
share  the  same  credit  and  liquidity  traits  as  U.S. 
government  securities. 
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government  securities  and  hence  yields 
on  government  funds  might  fall.^®®^ 
Several  commenters  argued  that 
absorbing  assets  from  non-government 
funds  into  government  funds  could 
reduce  yields  on  eligible  government 
securities  in  what  is  already  a  low  yield 
environment.^®^®  The  extent  to  which 
asset  reallocation  affects  yields  on 
government  funds,  however,  will 
depend  on  the  amount  of  capital  that 
shifts  into  government  funds  and  on  the 
supply  of  eligible  government  securities 
to  meet  heightened  demand  for  these 
securities  by  government  funds.  We 
discuss  these  issues  in  further  detail 
below. 

As  noted  above,  commenters 
indicated  that  some  investors  that 
currently  invest  in  non-government 
funds  may  shift  assets  into  demand 
deposits  or  short-maturity  certificates  of 
deposit.  FDIC  insurance  that  covers 
deposit  accounts  (which  include 
checking  and  savings  accounts,  money 
market  deposit  accounts,  and 
certificates  of  deposit)  guarantees 
principal  stability  within  the  insurance 
limits  and  in  certain  instances  liquidity 
irrespective  of  market  conditions.^®®® 
We  noted  in  the  Proposing  Release  that 
some  institutions  may  be  deterred  from 
moving  their  investments  from  money 
market  funds  to  banks,  because  their 
assets  in  many  cases  may  be  above  the 
current  depository  insurance  limits; 
assets  above  the  limits  would  be 
exposed  to  counterparty  and  sector- 
specific  risks  that  are  different  and  less 
attractive  than  the  risk  profiles  of 
diversified  non-government  money 
market  funds  today. ^®®^  Nevertheless, 


’89'*  See,  e.g.,  Federated  X  Comment  Letter. 

iB95Sge  Dreyfus  DERA  Comment  Letter; 
Federated  DERA  I  Comment  Letter;  Invesco  DERA 
Comment  Letter;  Wells  Fargo  DERA  Comment 
Letter. 

1896  PDIC  insurance  covers  all  deposit  accounts, 
including  checking  and  savings  accounts,  money 
market  deposit  accounts  and  certificates  of  deposit. 
FDIC  insurance  does  not  cover  other  financial 
products  and  sendees  that  banks  may  offer,  such  as 
stocks,  bonds,  mutual  fund  shares,  life  insurance 
policies,  annuities,  or  securities.  The  standard 
insurance  amount  is  8250,000  per  depositor,  per 
insured  bank,  for  each  account  ownership  category'. 
See  http://wmv.fdic.gov/deposit/deposits/. 

’“87  See,  e.g.,  Comment  Letter  of  Crawford  and 
Company  (Jan.  14,  2013)  (available  in  File  No. 
FSOC-201 2-0003)  (“Bank  demand  deposits  .  .  . 
lack  the  diversification  of  money  market  funds  and 
carrj'  inherent  counterparty  risk.”);  Comment  Letter 
of  Investment  Company  Institute  (Jan.  10,  2011) 
(available  in  File  No  4-619)  (“The  Report  suggests 
that  requiring  money  market  funds  to  float  their 
NAVs  could  encourage  investors  to  shift  their  liquid 
balances  to  bank  deposits.  We  believe  that  this 
effect  is  overstated,  particularly  for  institutional 
investors.  Corporate  cash  managers  and  other 
institutional  investors  would  not  view  an 
undiversified  holding  in  an  uninsured  (or 
underinsured)  bank  account  as  having  the  same  risk 
profile  as  an  investment  in  a  diversified  short-term 


these  investors  may  gain  full  insurance 
coverage  if  they  are  willing  and  able  to 
break  their  cash  holdings  into 
sufficiently  small  pieces  and  spread 
them  across  banks,  but  doing  so  may 
impose  an  administrative  burden  on 
investors.^®®® 

It  is  important  to  note  that  investors 
will  likely  earn  lower  yields  on  deposit 
accounts  than  what  they  currently 
receive  on  non-govemment  funds.’®®® 
One  commenter  even  suggested  flows  of 
capital  into  banks  may  create  additional 
downward  pressure  on  the  yields  paid 
to  depositors,  further  lowering  investor 
returns.’®®®  If  the  additional  capital  that 
flows  from  non-govemment  funds  is 
more  than  banks  can  profitably  lend, 
then  banks  might  reduce  the  interest 
rates  that  they  pay  to  depositors.  If, 
however,  banks  have  sufficient 
opportunities  to  invest  the  additional 
capital,  interest  rates  would  likely  not 
fall. 

In  addition,  as  discussed  above, 
investors  in  non-government  funds  may 
not  reallocate  assets  in  a  significant 
way,  and  if  they  do,  may  not  reallocate 
large  amounts  of  capital  to  banks.  Given 
that  deposit  accounts  held  over  $8 
trillion  as  of  February  28,  2014,’®®’  we 
do  not  anticipate  that  additional  flows 
from  non-government  funds  will  have  a 
sufficient  impact  to  materially  push 
down  interest  rates  at  banks.  Even  if 
investors  reallocate  capital  to  demand 
deposits,  recent  history  indicates 
demand  deposits  can  successfully 
absorb  large  flows  of  capital  from 
investors.  As  discussed  in  the  DERA 
Study,  individual  and  business  holdings 
in  checking  deposits  and  currency  have 
significantly  increased  in  recent  years 
relative  to  their  holdings  of  money 
market  fund  shares. ’®®2  The  2012  AFP 
Liquidity  Survey  of  corporate  treasurers 
indicates  that  bank  deposits  accounted 


money  market  fund.  Such  investors  would  continue 
to  seek  out  diversified  investment  pools,  which  may 
or  may  not  include  bank  time  deposits.”).  See  also 
Federated  X  Comment  Letter. 

1898  Certain  third  party  service  providers  offer 
such  services.  See,  e.g.,  Nathaniel  Popper  and 
Jessica  Silver-Greenberg,  Big  Depositors  Seek  New 
Safety  Net,  N.Y.  Times  (Dec.  30,  2012). 

1899  Spg,  g  g  ^  Federated  X  Comment  Letter;  Angel 
Comment  Letter. 

1900  Sgg  Angel  Comment  Letter. 

1901  From  Board  of  Governors,  Federal  Reserve 
System,  as  of  February  28,  2014.  Demand  deposits 
at  domestically  chartered  commercial  banks,  U.S. 
branches,  and  agencies  of  foreign  banks,  and  Edge 
Act  corporations  (excluding  those  amounts  held  by 
depository  institutions,  the  U.S.  gov'ernment,  and 
foreign  banks  and  official  institutions)  less  cash 
items  in  the  process  of  collection  and  Federal 
Reserv'e  float  held  81.069  trillion.  Savings  deposits, 
which  include  money  market  deposit  accounts, 
totaled  87.221  trillion.  See  http:// 
m\’w.federaIreserve.gov/ReIeases/h6/current/ 
default.htm. 

’887  5gg  DERA  Study,  supra  note  24,  at  figure  18. 


for  51%  of  the  surveyed  organizations’ 
short-term  investments  in  2012,  which 
is  up  from  25%  in  2008.’®®®  Money 
market  funds  accounted  for  19%  of 
these  organizations’  short-term 
investments  in  2012,  down  from  30% 
just  a  year  earlier,  and  down  from 
almost  40%  in  2008.’®®^ 

We  discussed  in  the  Proposing 
Release  and  commenters  who  addressed 
this  issue  agreed  that  one  practical 
constraint  for  many  money  market  fund 
investors  is  that  they  may  be  precluded 
from  investing  in  certain  alternatives 
outside  of  funds  regulated  under  rule 
2a-7,  such  as  STIFs,  offshore  money 
market  funds,  LGIPs,  separately 
managed  accounts,  and  direct 
investments  in  money  market 
instruments,  due  to  significant 
restrictions  on  participation.’®®®  For 
example,  STIFs  are  only  available  to 
accounts  for  personal  trusts,  estates,  and 
employee  benefit  plans  that  are  exempt 
from  taxation  under  the  U.S.  Internal 
Revenue  Code.’®®®  STIFs  subject  to 
regulation  by  the  Office  of  the 
Comptroller  of  the  Currency  also  are 
subject  to  less  stringent  regulatory 
restrictions  than  rule  2a-7  imposes,  and 
STIFs  under  the  jurisdiction  of  other 
banking  regulators  may  be  subject  to  no 
restrictions  at  all  equivalent  to  rule  2a- 
7  ’®®7  Similarly,  European  money 
market  funds  can  take  on  more  risk  than 
U.S.  money  market  funds  because  they 
are  not  currently  subject  to  regulatory 
restrictions  as  stringent  as  rule  2a-7  on 
their  credit  quality,  liquidity,  maturity, 
and  diversification.’®®®  If  investment 


1803  201 2  AFP  Liquidity  Suwey,  supra  note 

64. 

’804  i/j  ^  2008  AFP  Liquidity  Sun'ey,  supra 
note  64. 

’805  e  g  ^  Form  Letter  Type  B  |2],  Type  D  (1- 
2],  and  Type  F  [Ij;  Federated  IV  Comment  Letter; 
J.P.  Morgan  Comment  Letter;  Treasury'  Strategies 
Comment  Letter;  American  Benefits  Council 
Comment  Letter;  Ass’n  Fin.  Profs.  II  Comment 
Letter;  Nat’l  Ass’n  of  College  &  Univ.  Bus.  Olficers 
Comment  Letter. 

’906  See,  e.g.,  American  Bankers  Ass’n  Comment 
Letter.  See  Testimony  of  Paul  Schott  Stevens, 
President  and  CEO  of  the  Inv'estment  Company 
Institute,  before  the  Committee  on  Banking, 
Housing,  and  Urban  Affairs,  United  States  Senate, 
on  “Perspectives  on  Money  Market  Mutual  Fund 
Reforms,”  June  21,  2012,  available  at  http:// 

WWW. ici.org/ pdf /1 2_senate jiss_rnmf_nTitten.pdf. 

’907  For  a  discussion  of  the  regulation  of  STIFs  by 
the  Office  of  the  Comptroller  of  the  Currency  (OCC), 
see  Proposing  Release,  supra  note  25,  Table  2, 
explanatory’  n.M.  The  OCC’s  rule  9.18  governs 
STIFs  managed  by  national  banks  and  federal 
savings  associations.  Other  types  of  banks  may  or 
may  not  follow  the  requirements  of  OCC  rule  9.18, 
depending,  for  example,  on  state  law  requirements 
and  federal  tax  laws.  See  Office  of  the  Comptroller 
of  Currency,  Treasury,  Short-Term  Investment 
Funds,  at  n.6  and  accompanying  text  [77  FR  61229 
(Oct.  9,  2012)). 

1908  For  a  discussion  of  the  regulation  of 
European  money  market  funds,  see  Proposing 

Continuod 
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alternatives  are  less  stringently 
regulated  than  non-govemment  funds, 
then  they  could  pose  greater  risk  than 
money  market  funds  and  thus  may  not 
be  viable  or  attractive  alternatives  to 
investors  that  highly  value  principal 
stability.  Offshore  money  market  funds, 
which  are  investment  pools  domiciled 
and  authorized  outside  the  United 
States,  generally  sell  shares  to  U.S. 
investors  only  in  private  offerings, 
limiting  their  availability  to  investors  at 
large. Further,  few  offshore  money 
market  funds  offer  their  shares  to  U.S. 
investors  in  part  because  doing  so  could 
create  adverse  tax  consequences. 

In  the  Proposing  Release  and  sections 
III. A  and  III.B  of  this  Release,  we 
recognize,  and  commenters 
concurred,’^”  that  some  current  money 
market  fund  investors  may  have  self- 
imposed  restrictions  or  fiduciary  duties 
that  limit  the  risks  they  can  assume  or 
that  preclude  them  from  investing  in 
certain  alternatives.  They  may  be 
prohibited  from  investing  in,  for 
example,  enhanced  cash  funds  that  are 
privately  offered  to  institutions,  wealthy 
clients,  and  certain  types  of  trusts  due 
to  greater  investment  risk,  limitations  on 
investor  base,  or  the  lack  of  disclosiu'e 
and  legal  protections  of  the  type 
afforded  them  by  U.S.  securities 
regulations. Likewise,  we  recognized 
in  the  Proposing  Release  that  money 
market  fund  investors  that  can  only 
invest  in  SEC-registered  investment 
vehicles  could  not  invest  in  LGIPs, 
which  are  not  registered  with  the  SEC 
(as  states  and  local  state  agencies  are 
excluded  from  regulation  under  the 
Investment  Company  Act).  In  addition, 
many  unregistered  and  offshore 
alternatives  to  money  market  funds — 
unlike  registered  money  market  funds  in 
the  United  States  today — are  not 
prohibited  from  imposing  gates  or 
redemption  fees  or  suspending 


Release,  supra  note  25,  Table  2,  explanatory  nn.E 
and  H;  Common  Definition  of  European  Money 
Market  Funds  (Ref.  CESR/10-049).  See  also  supra 
section  11. B. 3. 

1009  See  Proposing  Release,  supra  note  25,  Table 
2,  explanatory  n.l. 

lo’oSee  Proposing  Release,  supra  note  25,  Table 
2,  explanatory  n.G. 

See,  e.g..  Form  Letter  Type  B  [2],  Type  D  |1- 
2],  and  Type  F  [1];  Federated  IV  Comment  Letter; 
J.P.  Morgan  Comment  Letter;  Treasury  Strategies 
Comment  Letter;  American  Benefits  Council 
Comment  Letter;  Ass’n  Fin.  Profs.  II  Comment 
Letter;  Nat’l  Ass’n  of  College  &  Univ.  Bus.  Officers 
Comment  Letter. 

’^’^y^ccording  to  the  2012  AFP  Liquidity  Survey, 
supra  note  64,  only  21%  of  respondents  stated  that 
enhanced  cash  funds  were  permissible  investment 
vehicles  under  the  organization’s  short-term 
investment  policy.  In  contrast,  44%  stated  that 
prime  money  market  funds  were  a  permissible 
investment  and  56%  stated  that  Treasmy  money 
market  funds  were  a  permissible  investment. 


redemptions. Other  investment 
alternatives,  such  as  bank  CDs,  also 
impose  redemption  restrictions. 

The  Commission  recognizes  that  not 
every  cash  investment  alternative 
presented  here  will  be  available  and 
attractive  to  each  investor,  which  may 
leave  investors  with  fewer  investment 
options  than  those  enumerated  above. 
Investors,  however,  have  available  a 
range  of  investment  options,  with  each 
choice  offering  different  tradeoffs. 
Money  market  fund  investors  that  are 
unwilling  or  unable  to  invest  in  their 
current  option  after  the  reforms  will 
need  to  analyze  the  various  tradeoffs 
associated  with  each  alternative.  We 
anticipate  the  money  market  fund 
industry  may  also  innovate  in  various 
ways  to  meet  investors’  needs.  For 
example,  some  managers  may  try  to 
stabilize  their  funds’  NAVs  by  choosing 
low  principal-risk  portfolio  investment 
strategies,  whereas  other  funds  may  seek 
to  offer  higher  yields  within  the 
restrictions  of  rule  2a-7. 

We  also  recognize  the  reforms 
adopted  today  may  cause  investors  to 
reallocate  assets  to  investment 
alternatives  that  offer  different 
combinations  of  yield,  risk,  and  features 
than  those  of  the  funds  in  which  they 
are  invested  today.  The  fact  that 
investors  have  bought  non-government 
funds  rather  than  these  other  investment 
alternatives  reveals  that  they  almost 
certainly  prefer  these  funds  to  the 
alternatives.  We,  and  a  number  of 
commenters, acknowledge  that  it  is 
doubtful  that  any  of  the  non-money 
market  fund  investment  alternatives 
provide  the  identical  combination  of 
price  stability,  transparency,  risk, 
liquidity,  yield,  and  level  of  regulation 
provided  by  past  money  market  funds. 
However,  with  today’s  adopted 
amendments,  the  Commission  addresses 
certain  concerns  inherent  in  the  current 
structure  of  non-government  money 
market  funds  that  create  incentives  for 
shareholders  to  redeem  shares  ahead  of 
other  investors  and  thus  contribute  to 
the  likelihood  of  heavy  share 
redemptions  and  shareholder  dilution. 
Specifically  and  as  pointed  out  in  the 
DERA  study,  although  the  2010  reforms 


’013  See,  e.g..  Proposing  Release,  supra  note  25, 
Table  2,  explanatory  n.F. 

1914  Form  Letter  Type  A  |l].  Type  B  [2],  Type  C 
[1],  Type  D  (1),  and  Type  F  |1];  Federated  II 
Comment  Letter;  PFM  Asset  Mgmt.  Comment 
Letter;  Comment  Letter  of  Square  1  Asset 
Management  (Sept.  17,  2013)  ("Square  1  Comment 
Letter’’);  Comment  Letter  of  Farmers  Trust 
Company  (July  23,  2013)  (Farmers  Trust  Comment 
Letter’’);  Comment  Letter  of  City  of  Chicago,  Office 
of  the  City  Treasurer  (Sept.  24,  2013)  ("Chicago 
Treasurer  Comment  Letter’’);  Comment  Letter  of 
United  States  Conference  of  Mayors  (July  18,  2013) 
(‘‘U.S.  Conference  of  Mayors  Comment  Letter”). 


made  the  funds  more  resilient  to  both 
portfolio  losses  and  investor 
redemptions,  no  fund  would  have  been 
able  to  withstand  the  losses  that  the 
Reserve  Primary  Fund  incurred  in  2008 
without  breaking  the  buck,  and  nothing 
in  the  2010  reforms  would  have 
prevented  the  Reserve  Primary  Fund’s 
holding  of  Lehman  Brothers  debt.  We 
therefore  believe  that  the  relative  costs 
to  investors  from  losing  certain  features 
of  some  of  today’s  money  market  funds 
should  be  acceptable  in  light  of  the 
significant  benefits  stemming  from 
advancing  our  goals  of  reducing  money 
market  funds’  susceptibility  to  heavy 
redemptions,  improving  their  ability  to 
manage  and  mitigate  potential  contagion 
from  redemptions,  and  increasing  the 
transparency  of  their  risks. 

2.  Efficiency,  Competition  and  Capital 
Formation  Effects  on  the  Money  Market 
Fund  Industry 

In  this  section,  we  consider  certain 
effects  on  the  money  market  fund 
industry  of  investors  reallocating  money 
away  from  certain  money  market  funds 
as  a  result  of  our  reforms.  As  discussed 
in  section  III. A,  our  primary  reforms 
will  not  apply  to  government  money 
market  funds.’ 9’ ^  As  such,  we 
anticipate  current  investors  in 
government  funds  will  likely  remain 
invested  in  these  funds,  as  they  will 
offer  the  price  stability,  liquidity,  and 
yield  to  which  these  investors  are 

accustomed. ’916  discussed  further  in 

section  III.K.3  below,  in  fact  we  expect 
some  non-government  money  market 
fund  shareholders  will  likely  reallocate 
their  investments  to  government  money 
market  funds.  Accordingly,  to  the  extent 
investors  reallocate  funds  between  these 
two  alternatives,  we  expect  that  our 
primary  reforms  will  affect  the  short¬ 
term  funding  market  and  capital 
allocation  at  least  in  the  short-run  as 
discussed  further  below.  We  also  expect 
to  have  an  increase  in  allocative 
efficiency  because  investors  will  be 
making  choices  best  suited  to  their 
investment  risk  profiles.  Furthermore,  to 
the  extent  that  new  government  funds 
will  be  offered  because  of  an  increased 
demand  for  government  funds. 


’“’sCovernment  money  market  funds  are 
permitted  to  opt  in  to  the  fees  and  gates  reforms  if 
they  disclose  they  are  doing  so  in  advance.  Because 
government  funds  hold  assets  with  little  credit  risk, 
we  believe  it  is  unlikely  that  these  funds  will  ever 
choose  to  impose  fees  or  gates. 

191  B]f  government  funds  experience  heavy 
inflows,  the  yields  on  eligible  government 
securities,  in  which  government  funds  largely 
invest,  might  fall.  If  the  yields  on  portfolio  assets 
fall,  the  yields  on  the  fund  will  decline  as  well.  We 
discuss  this  possibility  and  its  impact  in  greater 
detail  below. 


Federal  Register /Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


47907 


competition  among  government  funds 
will  also  increase. 

Like  government  funds,  money 
market  funds  that  qualify  as  retail  funds 
will  also  be  able  to  continue  transacting 
at  a  stable  value  and  will  not  be  subject 
to  the  floating  NAV  reform.  Retail  funds 
will  be  required  to  consider  imposing  a 
fee  or  gate  if  their  liquidity  comes  under 
stress.  As  such,  retail  funds  will  be 
competing  with  government  and 
floating  NAV  funds  based  on  their 
structure.  Although  some  investors  may 
reallocate  their  investments  away  from 
retail  money  market  funds  because  they 
could  impose  a  fee  or  gate,  we  expect 
many  investors  will  remain  in  these 
funds  because  their  investment 
experience  under  normal  market 
conditions  is  unlikely  to  change.  Some 
investors  may  move  into  retail  money 
market  funds  in  response  to  our  reforms, 
as  there  are  likely  some  natural  persons 
currently  invested  in  funds  that  are 
categorized  as  institutional  prime  or 
institutional  tax-exempt  money  market 
funds  that  would  prefer  to  stay  in  a 
money  market  fund  that  maintains  a 
stable  NAV  per  share  and  that  has  a 
similar  investment  risk  profile  as  their 
current  fund.  Funds  with  both  retail  and 
institutional  investors  also  may  create 
new  retail-only  non-government  funds 
with  the  same  investment  objective. 
Although  we  do  not  have  a  basis  for 
estimating  the  amount  of  assets  that 
might  be  reallocated  to  retail  non¬ 
government  funds  because  we  do  not 
know  what  fraction  of  the  shareholder 
base  of  these  funds  today  categorized  as 
institutional  would  qualify  as  natural 
persons,  we  anticipate  the  number  of 
retail  funds  and  competition  among 
these  funds  to  increase  as  they  compete 
to  attract  new  investors  and  thus 
increase  their  allocative  efficiency.  The 
impact  on  competition  likely  should,  at 
the  margin,  be  larger  if  the  increase  in 
the  number  retail  funds  stems  from  new 
complexes  offering  additional  retail 
funds  as  opposed  to  current  complexes 
offering  additional  retail  funds. 

Today’s  fees  and  gates  amendments 
are  designed  to  moderate  redemption 
requests  by  allocating  liquidity  costs  to 
those  shareholders  who  impose  such 
costs  on  funds  through  their 
redemptions  and,  in  certain  cases,  stop 
heavy  redemptions  in  times  of  market 
stress  by  providing  fund  boards  with 
additional  tools  to  manage  heavy 
redemptions  and  improve  risk 
transparency.  As  such,  the  fees  and 
gates  amendments  should  increase 
allocational  efficiency  in  the  non¬ 
government  money  market  fund 
industry  by  making  liquidity  risk  more 
apparent  to  shareholders  in  these  funds 
through  enhanced  disclosure  and  by 


allocating  the  costs  of  redeeming  shares 
when  liquidity  is  costly  to  shareholders 
that  redeem  shares. If  investors 
make  better  informed  investment 
decisions  given  the  liquidity  risk 
inherent  in  these  money  market  funds 
as  a  result  of  the  fees  and  gates 
amendments,  allocational  efficiency 
will  be  enhanced. 

In  addition  to  the  impacts  discussed 
above,  the  combination  of  our  floating 
NAV  and  fees  and  gates  reforms  may 
have  a  number  of  effects  on  efficiency, 
competition,  and  capital  formation  in 
the  institutional  prime  money  market 
fund  industry.  First,  by  allocating 
market-based  gains  and  losses  on 
portfolio  securities  in  institutional 
prime  funds  to  each  shareholder  on  a 
proportionate  basis,  the  floating  NAV 
should  increase  allocational  efficiency 
in  this  industry,  as  investors  are 
allocating  their  investment  capital  based 
on  true  returns.^®’®  Doing  so  will  further 
increase  the  allocative  efficiency 
discussed  above  in  institutional  prime 
money  market  funds  attributable  to  the 
fees  and  gates  reform  and  its  effect  on 
shareholders’  understanding  of  money 
market  funds’  liquidity  risk. 

Our  primary  reforms  also  may  affect 
how  different  kinds  of  money  market 
funds  compete  in  the  industry,  and  thus 
affect  efficiency,  competition,  and 
capital  formation  in  the  industry.  For 
example,  we  anticipate  that  some 
institutional  investors  will  continue  to 
demand  a  combination  of  relative  price 
stability,  liquidity,  and  yields  that  are 
higher  than  the  yields  offered  by 
government  funds.  Managers  of  floating 
NAV  money  market  funds  may  respond 
to  these  investors  in  one  of  several 
ways.  Some  managers  may  respond  by 
altering  their  portfolio  management  and 
preferentially  investing  portfolio 
holdings  in  shorter-maturity,  lower-risk 
securities  than  they  do  today.  They 
would  do  so  to  reduce  NAV  fluctuations 


’‘'’^Allocational  efficiency  refers  to  investors 
efficiently  allocating  their  funds  to  available 
investments,  taking  all  relevant  factors  into  account. 

”*’BSome  commenters  noted  the  potential  for 
inequitable  treatment  of  shareholders  under  the 
stable  NAV  model.  See,  e.g..  Better  Markets  FSOC 
Comment  Letter  (stating  that  “an  investor  that 
succeeds  in  redeeming  early  in  a  dowmward  spiral 
may  receive  more  than  they  deserve  in  the  sense 
that  they  liquidate  at  SI. 00  per  share  even  though 
the  underlying  assets  are  actually  worth  less. 
Without  a  sponsor  contribution  or  other  rescue,  that 
differential  in  share  value  is  paid  by  the 
shareholders  remaining  in  the  fund,  who  receive 
less  not  only  due  to  declining  asset  values  but  also 
because  early  redeemers  received  more  than  their 
fair  share  of  asset  value.”);  Comment  Letter  of 
Wisconsin  Bankers  Association  (Feb.  15,  2013) 
(available  in  File  No.  FSOC-201 2-0003)  (stating 
that  “[a]  floating  NAV  has  the  benefits  of .  .  . 
reducing  the  possibilities  for  transaction  activity 
that  results  in  non-equitable  treatment  across  all 
shareholders”).  See  also  supra  section  ll.B.l. 


and  lessen  the  probability  the  fund’s 
weekly  liquid  assets  decline  sufficiently 
for  a  fee  or  gate  to  be  possible.  These 
portfolio  management  changes  may 
affect  competition  within  the 
institutional  prime  money  market  fund 
industry  (or  broader  money  market  fund 
industry)  if  these  funds  more  favorably 
compete  with  other  less  conservatively 
managed  funds.  They  also  could  affect 
capital  formation  to  the  extent  they  shift 
portfolio  investment  away  from  certain 
issuers  or  certain  maturities  or  lessen 
the  yields  passed  through  to  investors 
from  their  money  market  fund 
investments.  In  addition,  an  increase  in 
these  types  of  funds  could  encourage 
issuers  to  fund  themselves  with  shorter 
term  debt. 

Other  portfolio  managers  of 
institutional  prime  funds  could  respond 
by  using  affiliate  financial  support  to 
minimize  principal  volatility  or  avoid 
declines  in  weekly  liquid  assets  that 
could  lead  to  the  imposition  of  a  fee  or 
gate.^®^®  The  emergence  of  these  types 
of  money  market  funds  also  could  have 
competitive  effects  within  the 
institutional  prime  money  market  fund 
industr}’  (or  broader  money  market  fund 
industry),  depending  on  how  favorably 
they  compete  with  money  market  funds 
that  are  managed  differently.  These 
funds  could  reduce  allocational 
efficiency  to  the  extent  shareholders 
invest  in  money  market  funds  based  on 
the  assumption  that  principal  volatility 
and  liquidity  risk  will  be  borne  by  the 
fund’s  sponsor  or  other  affiliate  rather 
than  on  the  risk-return  profile  of  the 
fund’s  portfolio  (although  this  impact 
could  be  tempered  to  the  extent  any  of 
these  costs  are  passed  on  to  investors 
through  higher  management  fees).  They 
also  could  affect  capital  formation  if 
affiliate  sponsor  support  leads  to  higher 
investment  in  riskier  or  longer-term  debt 
securities  than  otherwise  would  occur  if 
investors  had  to  bear  the  principal 
volatility  or  liquidity  risk  accompanying 
those  money  market  fund  investments. 

Finally,  some  portfolio  managers  of 
institutional  prime  money  market  funds 
may  seek  to  competitively  distinguish 
their  funds  post-reform  by  altering  their 
portfolio  management  and  investing  in 
relatively  longer-term  or  riskier 
securities  than  they  do  today.  These 
funds  may  seek  to  appeal  to  investors 
that,  if  investing  in  a  floating  NAV 


’9’9Fund  affiliates  could  avoid  declines  in 
weekly  liquid  assets,  for  example  by  purchasing 
non-weekly  liquid  assets  or  directly  purchasing 
fund  shares.  Under  the  reforms  we  are  adopting 
today,  we  are  requiring  increased  disclosure  of  any 
affiliate  financial  support  of  money  market  funds. 
These  reforms,  and  their  effects  on  efficiency, 
competition,  and  capital  formation,  are  discussed 
above  in  sections  III.E  and  III.F. 
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money  market  fund  that  could  be 
subject  to  fees  or  gates,  now  may  be 
willing  to  sacrifice  liquidity  in  times  of 
stress  or  some  principal  stability  for 
greater  yield.  The  emergence  of  these 
types  of  money  market  funds  may 
enhance  competition  in  the  money 
market  fund  industry  among  different 
types  of  institutional  prime  money 
market  funds  along  the  risk-return 
spectrum.  It  also  would  affect  changes 
in  capital  formation  post-reform  to  the 
extent  that  it  shifts  investment  to  issuers 
of  longer-term  or  riskier  securities  or 
increases  yields  paid  to  investors  (or 
increases  management  fees  paid  to 
certain  types  of  fund  complexes).  Thus, 
depending  on  the  magnitude  of  the 
primary  reforms’  effect  on  the  assets 
managed  by  different  types  of  money 
market  funds,  the  type  and  number  of 
institutional  prime  funds  may  contract 
overall,  potentially  limiting  investors’ 
choices  among  them,  or  may  expand, 
potentially  enhancing  investors’  choices 
among  them.  Accordingly,  competition 
among  institutional  prime  funds  may 
increase  or  decrease  with  an  impact  that 
will  likely  be  stronger  if  the  number  of 
complexes  offering  institutional  prime 
funds  changes. 

Finally,  as  discussed  above,  we 
recognize  investors  in  institutional 
prime  funds  may  reallocate  assets  to 
investment  alternatives.  In  addition  to 
the  potential  effects  on  investors 
described  above  and  the  short-term 
funding  markets  described  below,  a 
reallocation  of  assets  out  of  these  funds 
may  affect  the  profitability  of  the  money 
market  fund  industry,  and  thus  have 
incremental  effects  on  efficiency, 
competition,  and  capital  formation.  For 
example,  fund  complexes  that,  on  net, 
experience  a  decline  in  managed  money 
market  fund  assets  as  a  result  of  our 
primary  reforms,  will  likely  earn  lower 
fund  advisers’  management  and  other 
fees  than  they  do  today. ^^20  jt  is 
important  to  note,  however,  that  fees  for 
managing  these  assets  will  still  be 
earned,  but  by  the  asset  managers  to 
which  assets  are  reallocated.  To  the 
extent  investors  shift  assets  within  a 
fund  complex  (e.g.,  to  a  government 
fund),  at  least  some  of  the  fees  may  be 
retained  by  the  fund  complex.  If, 
however,  investors  instead  reallocate 
assets  to  non-money  market  fund 
alternatives,  the  managers  of  these  other 
options  will  benefit.  This  shift  may  have 
competitive  implications  within  the 
money  market  fund  industry  as  not  all 
fund  complexes  are  likely  to  be  equally 
affected  by  a  movement  in  money 
market  fund  assets  as  a  result  of  the 
primary  reforms.  For  example,  fund 

Federated  X  Comment  Letter. 


complexes  that  primarily  advise 
government  money  market  funds  may 
benefit  competitively  as  these  funds  are 
generally  not  affected  by  our  primary 
reforms  and  may  experience  inflows, 
which  would  raise  these  fund  advisers’ 
management  fee  income.  Similarly,  fund 
complexes  that  manage  mostly  retail 
money  market  funds  may  be 
competitively  advantaged  post -reform 
over  those  that  primarily  manage 
institutional  prime  funds.  These  latter 
funds  will  be  subject  to  both  our  floating 
NAV  and  fees  and  gates  reforms  and 
thus  may  experience  a  greater  decline  in 
assets  than  retail  money  market  funds  as 
a  result  of  ovu  primary  reforms.  We  thus 
anticipate  our  primary  reforms  may 
significantly  alter  the  competitive 
makeup  of  the  money  market  fund 
industry,  producing  related  effects  on 
efficiency  and  capital  formation.  We 
believe,  however,  that  these  changes  are 
necessary  to  accomplish  our  policy 
goals. 

3.  Effect  of  Reforms  on  Investment 
Alternatives,  and  the  Short-Term 
Financing  Markets 

In  this  section,  we  consider  the  effects 
of  the  reforms  on  investment 
alternatives,  issuers,  and  the  short-term 
financing  markets.  We  have  presented 
extensive  economic  analysis  relating  to 
our  final  policy  choices  and  discussed 
commenters’  views  in  earlier  sections  of 
the  Release.  As  such,  we  focus  here  on 
the  specific  macroeconomic  effects  of 
the  reforms  on  investment  alternatives, 
as  well  as  the  short-term  financing 
markets  and  the  impact  of  the  reforms 
on  efficiency,  competition,  and  capital 
formation  on  issuers  in  the  short-term 
financing  market  and  the  short-term 
financing  market. 

We  recognized  in  the  Proposing 
Release  that  the  amendments  we  are 
adopting  today  could  create  incentives 
for  investors  to  shift  assets  out  of  non¬ 
government  money  market  funds,  which 
could  lead  to  changes  in  the  funding  of 
and  other  effects  on  the  short-term 
financing  markets.  Many  commenters 
agreed  with  our  views. 1^21  Some 
commenters,  for  example,  cautioned 
that  a  decrease  in  investor  demand  for 
money  market  funds  could  limit  the 
availability  and  raise  the  cost  of  short¬ 
term  funding  for  businesses,  as  well  as 
federal,  state,  and  local  governments, 
and  that  it  is  currently  unclear  whether 
these  entities  would  be  able  to  find  and 
use  alternative  efficient  sources  of 

See,  e.g.,  MFDF  Comment  Letter;  Ariz.  Ass’n 
of  County  Treasurers  Comment  Letter;  Utah 
Treasurer  Comment  Letter;  Northern  Trust 
Comment  Letter;  Fidelity  Comment  Letter. 


credit.'’®22  Since  government  funds  are 
not  subject  to  the  fees  and  gates  and 
floating  NAV  requirements,  we  disagree 
that  today’s  adopted  amendments  have 
a  negative  impact  on  the  availability  and 
cost  of  short-term  funding  for  the  federal 
government.  As  discussed  in  the 
Proposing  Release  and  herein,  we 
believe  the  effects  of  a  shift,  including 
any  effects  on  efficiency,  competition, 
and  capital  formation,  will  depend  on 
the  amount  of  capital  reallocated  to 
specific  investment  alternatives  and  the 
nature  of  the  alternatives.  More 
specifically,  the  extent  to  which  money 
market  fund  investors  choose  to 
reallocate  their  assets  to  investment 
alternatives,  including  other  money 
market  fund  types,  as  a  result  of  these 
reforms  will  drive  the  effect  on  the 
short-term  financing  markets.  We 
discuss  the  potential  impact  of  these 
shifts  in  investment  below. 

As  discussed  in  the  Proposing 
Release,  because  non-government 
money  market  funds’  investment 
strategies  differ  from  a  number  of  the 
investment  alternatives  enumerated,  a 
shift  by  investors  from  non-government 
money  market  funds  to  these 
alternatives  could  affect  the  markets  for 
short-term  securities.  Commenters 
warned  that  movement  of  invested 
assets  from  prime  money  market  funds 
to,  for  example,  government  money 
market  funds  could  skew  short-term 
funding  away  from  private  markets  to 
the  public  sector.i^^a  magnitude  of 
the  effect  will  depend  on  not  only  the 
size  of  the  shift  but  also  the  extent  to 
which  there  are  portfolio  investment 
differences  between  non-govemment 
money  market  funds  and  the  chosen 
investment  alternatives.  As  discussed  in 
the  DERA  Study,  for  example,  even  a 
modest  shift  from  prime  funds  to  other 
types  of  money  market  funds  could 
represent  a  sizeable  increase  in  certain 

investments. ■'^24  jf  instead  investors  in 

institutional  prime  funds  choose  to 
manage  their  cash  directly  rather  than 
invest  in  alternative  cash  management 
products,  they  may  invest  in  securities 
that  are  similar  to  those  currently  held 
by  prime  funds,  in  which  the  effects  on 
issuers  and  the  short-term  financing 
markets  will  likely  be  minimal. '>925 

i922porni  Letter  Type  E  [1]  and  Type  F  [1]; 

Fidelity  Comment  Letter;  Invesco  Comment  Letter; 
iMoneyNet  Comment  Letter;  KeyBank  Comment 
Letter;  Ass’n  Fin.  Profs.  II  Comment  Letter;  Fin. 

Svcs.  Inst.  Comment  Letter. 

’'•^^Blackrock  II  Comment  Letter;  Invesco 
Comment  Letter;  Wells  Fargo  Comment  Letter;  U.S. 
Bancorp  Comment  Letter;  ICI  Comment  Letter. 

DERA  Study,  supra  24,  Table  7. 

1925  jpg  preference  for  this  alternative,  however, 
may  be  tempered  by  the  cost  to  investors  of 
managing  cash  on  their  ovra.  See,  e.g.,  supra  note 
580  and  accompanying  text. 
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We  believe,  and  a  number  of 
commenters  agreed, that  some 
capital  will  be  reallocated  from  non¬ 
government  funds,  especially 
institutional  prime  funds,  to 
government  money  market  funds.  If  the 
magnitude  of  the  flows  is  large,  we 
anticipate  the  shift  in  investment  could 
affect  not  only  the  government 
securities  market,  but  also  issuers, 
including  companies  and 
municipalities,  that  previously  sold 
securities  to  non-government  funds.  It  is 
important  to  note  that  although 
investors  may  reallocate  assets  to 
government  funds,  it  is  also  possible 
and  even  likely  that  some  will  reallocate 
assets  to  bank  demand  deposits  and 
other  investment  vehicles,  which  would 
mitigate  the  negative  impact  of  the 
reforms  on  the  short-term  funding 
market  in  general  and  bank  issuers  of 

short-term  papers  in  particular.^^^? 

Commenters  cautioned  that  there  is 
limited  market  capacity  if  investors 
reallocate  their  assets  from  non¬ 
government  money  market  funds  into 
government  money  market  funds. 
Commenters  noted  a  specific  concern 
that  reallocating  assets  from  non¬ 
government  funds  to  government  funds 
would  increase  the  demand  for  eligible 
government  securities, which  could 
reduce  these  securities’  yields  in  what  is 
already  a  low-yield  environment.  Low 
yields  on  eligible  government  securities 
would  not  only  affect  investors  in 
government  funds,  but  also  those 
investors  who  directly  purchase 
government  securities. Commenters 
noted  heavy  flows  to  government  funds 
during  the  financial  crisis  caused 
several  government  funds  to  close  to 
new  investors  to  prevent  additional  net 
inflows, while  yields  fell  close  to 
zero. 2  These  problems  arose  even 
with  large  issuances  of  government 


‘‘^^^See,  e.g.,  Federated  IV  Comment  Letter; 
TRACS  Financial  Comment  Letter;  Wells  Fargo 
Comment  Letter;  Boeing  Comment  Letter;  American 
Bankers  Ass’n  Comment  Letter;  Def.  Contrib.  Inst. 
Inv.  Ass’n  Comment  Letter.  See  also  Dreyfus  DERA 
Comment  Letter,  Federated  DERA  I  Comment 
Letter,  Fidelity’  DERA  Comment  Letter,  Invesco 
DERA  Comment  Letter,  and  Wells  Fargo  DERA 
Comment  Letter. 

See  supra  section  IlI.K.l  of  this  Release. 

See,  e.g.,  Blackrock  II  Comment  Letter; 
Dreyfus  Comment  Letter;  Federated  II  Comment 
Letter;  Invesco  Comment  Letter;  Northern  Trust 
Comment  Letter;  Schwab  Comment  Letter. 

’329  Seg  supra  section  llI.C.l. 

1930  5gg^  e.g..  Federated  X  Comment  Letter; 
Dreyfus  DERA  Comment  Letter;  Federated  DERA  1 
Comment  Letter;  Invesco  DERA  Comment  Letter; 
Wells  Fargo  DERA  Comment  Letter. 

’331  Sgg  Dreyfus  DERA  Comment  Letter;  Invesco 
DERA  Comment  Letter.  The  commenters  did  not 
address  where  the  potential  new  investors 
ultimately  invested  their  assets. 

’332  5gg  Dreyfus  DERA  Comment  Letter; 

Federated  DERA  1  Comment  Letter. 


securities  during  the  financial  crisis.^ 
One  commenter  specifically  stated  that 
negative  yields  would  be  problematic 
for  the  competitiveness  of  government 
funds  and  investors,  as  well  as  for 
parties  holding  government  securities 
for  regulatory  capital  and  collateral 
purposes. 

Evidence  from  the  financial  crisis  also 
indicates,  however,  that  government 
funds  absorbed  large  inflows  of  assets. 
Specifically,  approximately  $498  billion 
or  24%  of  assets  flowed  out  of  prime 
funds,  whereas  $409  billion  or  44%  of 
assets  flowed  into  government  funds 
between  September  2,  2008  and  October 
7,  2008,193®  and  even  with  these 
unprecedented  reallocations  of  assets. 
Treasury-bill  rates  approached  or  fell 
below  zero  for  only  a  relatively  short 
period  during  the  crisis. i®®®  One 
commenter  also  noted  the  supply  of 
Treasury  bills  has  declined  by  more 
than  $250  billion  on  three  separate 
occasions  between  January  31,  2009  and 
March  31,  2014  without  apparent 
market  dislocation. i®®!'  We  recognize 
that  any  reallocation  of  assets  from  non¬ 
government  money  market  funds  into 
government  money  market  funds  may 
affect  yields  in  the  short-run.  However, 
we  believe  that  the  two-year  period  for 
funds  to  implement  the  fees  and  gates 
and  floating  NAV  reforms  that  we  are 
adopting  may  help  facilitate  the  market 
adjustment  process.  For  example,  fund 
complexes  with  non-government  funds 
that  have  both  institutional  and  retail 
investors  as  well  as  other  fund 
complexes  will  have  time  to  originate 
retail  funds  not  subject  to  the  floating 
NAV  requirement  to  meet  the  needs  of 
retail  clients.  Similarly,  retail  investors 
in  non-government  funds  that  will  be 
subject  to  the  floating  NAV  after  the 
implementation  period  will  have  time  to 
reallocate  assets  to  a  retail  fund.  More 
generally,  investors  will  have  time  to 
identify  investment  alternatives  and 
consider  trade-offs  for  alternatives  other 
than  government  funds. 

Commenters,  using  data  from  July 
2013  through  March  2014,  estimated 
there  are  between  $5.2-$6.8  trillion  in 
eligible  government  securities. ^93® 


’333  BlackRock  DERA  Comment  Letter; 
Invesco  DERA  Comment  Letter;  ICI  DERA  Comment 
Letter. 

’334  See  Federated  DERA  I  Comment  Letter. 

’335  See  SEC  Staff  Analysis  http ://m\'w. sec.gov/ 
comments/s7-03-13/s7031 3-324.pdf.  These 
investors  would  not  be  government  money  market 
funds  (5). 

’33BSee  SEC  Staff  Analysis  http://\\’^\'w.sec.gov/ 
comments/s7-03-  J  3/s703 1 3-324.pdf.  These 
investors  would  not  be  government  money  market 
funds  l6-7]. 

’337  See  Fidelity  DERA  Comment  Letter. 

’938  See  Federated  DERA  I  Comment  Letter; 
Fidelity  DERA  Comment  Letter;  ICI  DERA  Comment 


However,  as  noted  by  several 
commenters,  it  is  difficult  to  estimate 
the  amount  of  assets  that  institutional 
investors  might  reallocate  from  non¬ 
government  funds  to  government 
funds. ^939  Several  commenters 
cautioned  this  supply  of  eligible 
government  securities  would  likely  be 
insufficient  if  today’s  reforms  were 
adopted. 1940  One  commenter,  however, 
argued  that  the  supply  would  be 
adequate. 1941  This  commenter  estimated 
64%  or  $806  billion  could  shift  from 
prime  funds  to  government  funds, 1942 
whereas  a  second  commenter  estimated 
25%  of  assets  in  its  institutional  prime 
funds  would  transfer  permanently  into 
government  funds. 1943  a  third 
commenter  estimated  between  $500 
billion  to  $1  trillion. i944  The  first 
commenter  noted,  however,  that  prime 
funds  invested  19.5%  of  their  assets  on 
average  in  eligible  government 
securities  as  of  February  28,  2014, 
explaining  that  prime  funds  hold 
eligible  government  securities  to  meet 
the  Daily  Liquid  Asset  and  Weekly 
Liquid  Asset  requirements  of  Rule  2a- 
7.1945  such,  they  would  likely  divest 
some  of  these  assets  to  meet  investor 
redemption  requests,  thereby  freeing  up 
eligible  government  securities  for 
government  fund  purchase.  Applying 
this  19.5%  estimate  to  prime  funds  at 
large  and  assuming  investors  reallocated 
64%  of  prime  fund  assets  to  government 
funds, 1946  the  commenter  then 
estimated  the  demand  for  eligible 
government  securities  would  increase 


Letter;  Wells  Fargo  DERA  Comment  Letter.  One 
commenter  (see  the  Invesco  DERA  Comment  Letter) 
estimated  eligible  government  assets  were  S2 
trillion,  which  is  substantially  lower  than  the  other 
commenters’  estimates.  It  appears  the  estimate  does 
not  include  repurchase  agreements  collateralized  by 
U.S.  Treasuries  or  other  government  securities  and 
may  have  other  assumptions,  so  we  focus  here  on 
the  estimates  provided  in  the  other  four  letters. 

’939  Federated  DERA  1  Comment  Letter  and 
Invesco  DERA  Comment  Letter.  See  also  supra 
sections  III.A-B. 

’340  5ge  BlackRock  DERA  Comment  Letter; 
Dreyfus  DERA  Comment  Letter;  Federated  DERA  1 
Comment  Letter;  Invesco  DERA  Comment  Letter. 

’3«’  See  Fidelity  DERA  Comment  Letter. 

’343  Dreyfus  DERA  Comment  Letter. 

’344  See  Federated  DERA  I  Comment  Letter.  The 
commenter  did  not  provide  a  basis  for  the  estimate 
in  this  letter.  We  note,  however,  the  commenter 
presented  similar  estimates  using  survey  data  in  a 
previous  letter.  See  Federated  X  Comment  Letter. 
We  address  limitations  of  inferences  from  the 
survey  in  section  III.B. 

’345  See  Fidelity  DERA  Comment  Letter.  The 
Federated  DERA  1  Comment  Letter  estimated  prime 
funds  invested  27%  of  assets  in  eligible  government 
securities.  More  specifically,  the  letter  stated  prime 
money  market  funds  held  S95  billion  in  Treasury 
securities,  SI  30  billion  in  agency  securities,  and 
S169  in  fully  collateralized  repurchase  agreements. 

It  cited  year-end  assets  in  prime  money  market 
funds  of  SI  .486  trillion. 

’346  See  Fidelity  DERA  Comment  Letter. 
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“approximately  $806  billion,  which  is 
only  about  8%  of  current  total  available 
eligible  government  securities.”  The 
commenter  concluded,  “the  supply  of 
eligible  government  securities  is  more 
than  adequate  to  meet  anticipated 
demand.”  We  agree  with  this 
commenter.  Applying  the  19.5% 
estimate  to  institutional  prime  funds  at 
large  and  assuming  investors  reallocated 
25%  of  prime  fund  assets  to  government 
funds, demand  for  eligible 
government  securities  would  increase 
about  $239  billion,  which  is  only  about 
4%  of  current  total  available  eligible 
government  securities. Therefore, 
we  do  not  anticipate  the  reallocation  of 
fund  assets  will  be  large  relative  to  the 
market  for  eligible  government 
securities. 

It  is  also  difficult  to  estimate  the 
future  supply  of  available  eligible 
government  securities,  given  market 
forces  and  possible  changes  in  the 
supply  and  demand.  Commenters,  as 
well  as  the  staff,  noted  a  number  of 
factors  that  may  affect  the  supply  and 
demand  of  eligible  government 
securities.’ Some  factors  would  affect 
the  net  supply  negatively,  whereas  other 
factors  would  affect  it  positively.  Given 
the  large  number  of  possible  factors  and 
the  range  of  possible  effects  of  each 
factor  on  both  the  supply  of  eligible 
government  securities  and  the  economy 
overall,  we  cannot  estimate  the  net 
macroeconomic  effect  of  the  factors 
overall. pop  this  reason,  we  discuss 
these  factors  qualitatively. 

Several  factors  could  increase  the 
future  demand  for  and  decrease  the 
future  supply  of  eligible  government 
securities.  For  example,  one  commenter 
discussed  the  impact  of  rising  interest 
rates  on  the  demand  for  money  market 

1948 

See  Dreyfus  DERA  Comment  Letter. 

1950  See  Dreyfus  DERA  Comment  Letter.  This 
estimate  assumes  institutions  invest  about  SI. 187 
trillion  in  prime  funds.  To  estimate  assets  managed 
by  institutional  prime  funds,  we  used  self-reported 
fund  data  from  iMoneyNet  as  of  February  28,  2014 
to  estimate  the  percentage  of  assets  managed  by 
institutional  prime  funds.  VVe  then  multiplied  the 
percentage  times  the  assets  managed  by  prime 
funds,  as  provided  by  Form  N-MFP  as  of  February 
28,  2014.  Commenters,  using  data  from  July  2013 
through  March  2014,  estimated  there  are  betw'een 
S5.2-S6.8  trillion  Eligible  Government  Securities. 
See  Federated  DERA  I  Comment  Letter;  Fidelity 
DERA  Comment  Letter;  ICI  DERA  Comment  Letter; 
Wells  Fargo  DERA  Comment  Letter. 

See  SEC  Staff  Analysis  http:/M’Vi'vi'.sec.gov/ 
comments/s7-03-13/s703i3-324.pdf,  pp.  [4-5]. 

1952  We  note  commenters  did  not  provide  data  to 
help  the  Commission  estimate  the  effects  of  these 
factors.  See,  e.g.,  BlackRock  DERA  Comment  Letter; 
Dreyfus  DERA  Comment  Letter;  Federated  DERA  1 
Comment  Letter;  Fidelity  DERA  Comment  Letter; 
Invesco  DERA  Comment  Letter;  Wells  Fargo  DERA 
Comment  Letter. 


funds  generally  and  the  concomitant 
increase  in  demand  for  eligible 
government  securities. This 

commenter  suggested,  for  example,  the 
“eventual  resolution  of  the  Federal 
National  Mortgage  Association  and 
Federal  Home  Loan  Mortgage 
Corporation  will  reduce  the 
supply,”  as  will  a  reduction  in  the 
federal  deficit. The  same  commenter 
noted  several  factors  have  increased  the 
demand  of  government  securities, 
including  the  stockpiling  of  securities 
by  the  Federal  Reserve  “as  a  result  of 
quantitative  easing  and  other  policy 
initiatives.”’®^®  The  commenter  further 
notes  continued  trade  deficits,  structural 
and  regulatory  changes  in  the  markets 
for  financial  contracts,  and  regulatory 
capital  and  liquidity  requirements  have 
increased  and  are  likely  to  continue 
increasing  the  demand  for  U.S. 
government  securities.’®®’’  We  agree 
with  the  commenter  that  many  of  these 
factors  will  increase  the  demand  for 
U.S.  government  securities.’®®® 

On  the  other  hand,  several  factors 
may  decrease  the  future  demand  for  and 
increase  the  future  supply  of  eligible 
government  securities.  For  example,  one 
commenter  hypothesized  companies, 
seeking  better  investment  opportunities, 
may  reduce  their  holdings  of  cash 
equivalents,  thereby  reducing  their 
holdings  of  government  money  market 
funds  and  eligible  government 
securities.’®®®  This  commenter  further 
suggested  that  central  banks  might  wind 
down  their  open  market  bond 
purchases,  which  could  cause  investors 
to  sell  short-term  and  purchase  long¬ 
term  government  securities  to  earn 
higher  yields.  In  addition,  the 
commenter  suggested  that  the  Federal 
Reserve  Bank  of  New  York  through  its 
Overnight  Reverse  Repo  Program  might 
increase  government  repmchase 
agreements  as  part  of  its  quantitative 
easing  exit  strategy,’®®®  and  the 
Treasury  could  increase  the  supply  of 
Treasury  Floating  Rate  Notes  designed 
to  be  attractive  to  money  market  funds 


1953  federated  DERA  I  Comment  Letter. 

1954/cf 

1955  ](j 

1956  See  Federated  DERA  I  Comment  Letter; 
Invesco  DERA  Comment  Letter. 

’957  See  Federated  DERA  I  Comment  Letter; 
Invesco  DERA  Comment  Letter;  Wells  Fargo  DERA 
Comment  Letter. 

1958  See  SEC  Staff  Analysis  http://mvn’.sec.gov/ 
comments/s7-03-l  3/s703 1 3-324.pdf. 

1959  See  Fidelity  DERA  Comment  Letter. 

1969  See  Fidelity  DERA  Comment  Letter; 

Federated  DERA  I  Comment  Letter.  The  Federated 
DERA  I  Comment  Letter  notes,  however,  using  the 
Program  to  counteract  “the  unintended 
consequences  of  the  Commission’s  reforms  may  not 
be  an  appropriate  use,  however,  of  a  monetary' 
policy  tool,”  and  it  may  be  an  unreliable  source  of 
supply. 


and  their  investors.’®®’  Because  we 
cannot  foresee  all  of  the  ways  markets 
will  evolve,  we  cannot  predict  the 
macroeconomic  effects  of  these 
changes.’ ®®2  Nevertheless,  we 
acknowledge  changes  in  the  market 
arising  from  the  reforms  may  have 
macroeconomic  effects  in  the  future. 

In  a  separate  analysis,  the  staff  noted 
that  some  investors  that  currently  own 
eligible  government  securities  might 
choose  to  reallocate  these  assets  to  other 
global  safe  assets,’®®®  which  could  free 
up  eligible  government  securities  for 
government  fund  purchase.’®®^  A 
number  of  commenters  argued  the 
Commission  should  focus  solely  on  the 
supply  of  eligible  government  securities, 
given  that  government  funds  are  largely 
restricted  to  investing  in  eligible 
government  securities.’®®®  Several 
commenters  also  argued  investors  other 
than  government  funds  may  be 
restricted  from  holding  assets  other  than 
eligible  government  securities,  which 
would  preclude  them  from  buying  other 
assets.’®®®  One  commenter  pointed  out 
certain  global  safe  assets  can  present 
risks,  such  as  foreign  exchange  risk,’®®’’ 
credit  risk  (securitized  assets  and 
investment  grade  corporate  debt),’®®® 
and  commodity  risk  (gold),’®®®  and 


’98’  See  Fidelity  DERA  Comment  Letter. 

’962  It  is  important  to  also  note  that  arguments 
supporting  the  idea  of  a  shortfall  typically  ignore 
the  ability  of  market  participants  to  adapt  to  a 
changing  landscape.  See  SEC  Staff  Analysis  http:// 
m\w.sec.gov/comments/s7-03-t  3/s7031 3-324.pdf. 

’963  Sgg  sgc  Staff  Analysis  http:/ /www .sec.gov/ 
comments/s7-03-13/s70313-324.pdf.  A  “safe  asset” 
is  defined  as  any  debt  asset  that  promises  a  fixed 
amount  of  money  in  the  future  with  virtually  no 
default  risk.  Safe  assets  are  generally  considered  to 
be  information  insensitive:  Investors’  concerns 
about  asj'mmetric  information  or  adverse  selection 
are  ameliorated  when  trading  because  the  asset’s 
creditworthiness  is  known  with  near  certainty, 
reducing  the  need  for  investors  to  collect 
information.  The  safety  of  a  given  asset  does  not 
depend  on  the  creditworthiness  of  the  issuer  alone 
but  also  is  determined  by  the  liquidity  of  the  market 
in  which  the  asset  trades  and  by  guarantees.  Any 
asset  can  be  rendered  safe  by  an  implicit  or  explicit 
promise  from  a  central  bank  or  credit-worthy 
institution  to  buy  it  if  its  price  falls  below  a  certain 
level. 

’964  See  SEC  Staff  Analysis  http:/ /www. sec. gov/ 
comments/s7-03-i3/s70313-324.pdf.  We  note 
government  money  market  funds  are  largely 
precluded  from  investing  in  securities  other  than 
government  securities.  The  market  for  global  safe 
assets  may  provide  investment  alternatives  for 
current  investors  in  government  funds  and 
institutional  investors  invested  in  non-government 
funds  that  are  willing  to  reallocate  assets. 

’965  5ee  Dreyfus  DERA  Comment  Letter; 

Federated  DERA  I  Comment  Letter;  Fidelity  DERA 
Comment  Letter;  ICI  DERA  Comment  Letter; 

Invesco  DERA  Comment  Letter;  Wells  Fargo  DERA 
Comment  Letter. 

’966  5egP0{ierated  DERA  I  Comment  Letter;  Wells 
Fargo  DERA  Comment  Letter. 

’967/J 

’968  See  Federated  DERA  I  Comment  Letter. 
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suggested  investors  either  may  not 
choose  to  or  cannot  hold  them.^^^o 
Moreover,  this  commenter  suggested 
that  using  global  safe  assets  for 
regulatory  and  counterparty  purposes 
may  be  more  expensive  than  using 
eligible  government  securities. 

We  recognize  that  government  funds 
and  certain  other  investors  are  restricted 
from  investing  in  assets  other  than 
eligible  government  securities  and  that 
other  investors  may  prefer  to  invest  in 
eligible  government  securities.  As 
discussed  above,  commenters  estimated 
there  are  between  $5.2-$6.8  trillion  of 
eligible  government  securities. Qf 

these,  government  money  market  funds 
today  hold  about  $959  billion  or  16%, 
which  leaves  over  $5  trillion  or  84%  of 
eligible  government  securities  in  the 
hands  of  investors  that  may  be  able  to 
reallocate  their  investments  in  eligible 
government  securities  to  other 
assets.^®^^  The  staff’s  analysis,  which 
we  credit,  suggests  any  shift  in  demand 
from  eligible  government  securities  to 
global  safe  assets  more  generally  would 
be  small  relative  to  the  overall  supply  of 
global  safe  assets,  which  is  estimated  to 
be  $74  trillion.^ Consistent  with  this 
argument,  a  commenter  notes  that  the 
entire  market  for  eligible  government 
securities  is  less  than  10%  of  the  market 
for  global  safe  assets. Based  on  these 
comments  and  the  staff’s  analysis,  we 
continue  to  believe  that  some  investors 
and  market  participants  may  reallocate 
assets  from  eligible  government 
securities  to  other  safe  assets,  which 
would  free  up  eligible  government 
securities  for  government  fund 
purchase. 

If  significant  capital  flows  from 
institutional  prime  funds  to  demand 
deposits,  issuers  and  the  short-term 
capital  markets  may  be  affected.  If  banks 
invest  the  additional  capital  in  the 
short-term  financing  markets,  we  do  not 
anticipate  a  large  impact  on  issuers  or 
the  short-term  capital  markets.  But  if 
they  do  not,  less  capital  will  be 


wojd. 

Id. 

Federated  DERA  I  Comment  Letter; 
Fidelitj’  DERA  Comment  Letter;  ICI  DERA  Comment 
Letter;  Wells  Fargo  DERA  Comment  Letter.  One 
commenter  (see  the  Invesco  DERA  Comment  Letter) 
estimated  eligible  government  assets  were  S2 
trillion,  which  is  substantially  lower  than  the  other 
commenters’  estimates.  It  appears  the  estimate  does 
not  include  repurchase  agreements  collateralized  by 
U.S.  Treasuries  or  other  government  securities  and 
may  have  other  assumptions,  so  we  focus  here  on 
the  estimates  provided  in  the  other  four  letters. 

1973  Based  on  Form  N-MFP  data  as  of  February 
28,  2014,  government  money  market  funds  had 
approximately  S959  billion  in  assets  under 
management. 

’974  See  SEC  Staff  Analysis  http:/ /mnv. sec. gov/ 
coinments/s7-03-J3/s70313-324.pdf[3]. 

’975  555  Wells  Fargo  DERA  Comment  Letter. 


available  to  issuers,  which  could 
negatively  impact  capital  formation  in 
the  short-term  financing  market  and 
perhaps  increase  the  cost  of  short-term 
financing.  In  this  scenario,  however, 
banks,  which  tend  to  fund  longer-term 
lending  and  capital  investments,  will 
have  additional  monies  to  invest  in  the 
long-term  financing  market,  which 
could  lower  the  cost  of  capital  for  long¬ 
term  financing  and  aid  capital  formation 
in  that  market. 

Several  commenters  noted  that  shifts 
in  assets  from  institutional  prime  funds 
to  banks,  although  reducing  systemic 
risk  in  money  market  funds,  might 
increase  systemic  risk  in  the  banking 
system. Some  commenters,  for 
example,  noted  that  a  shift  of  assets 
from  money  market  funds  to  bank 
deposits  would  increase  the  size  of  the 
banking  sector  and  investors’  reliance 
on  FDIC-deposit  insurance,  possibly 
increasing  the  concentration  of  risk  in 
banks. Several  commenters  also 
observed  that  banks  in  this  scenario 
would  likely  need  to  raise  capital  to 
meet  capital  adequacy  standards. 

Several  commenters  discussed  the 
effects  of  evolving  regulations  (and 
related  regulatory  uncertainty)  on  banks’ 
willingness  to  accept  large  inflows.  For 
example,  they  noted  that  pending 
proposals  to  increase  banks’  leverage 
ratios  could  limit  banks’  willingness  to 
accept  large  cash  deposits  on  their 
balance  sheets,  because  banks  will  need 
to  raise  large  amounts  of  new  capital  to 
reflect  the  growth  in  bank  assets.^®’’® 
Finally,  commenters  explained  that 
state  and  municipal  entities  might  not 
be  able  to  find  banks  willing  to  accept 
their  large  deposits  due  to  the  high  cost 
of  collateralizing  public  bank  deposits, 


’976  555^  5  g  ^  Federated  X  DERA  Comment  Letter; 
Fidelity  DERA  Comment  Letter;  Invesco  DERA 
Comment  Letter;  PFM  Asset  Mgmt.  DERA  Comment 
Letter;  Reich  &  Tang  DERA  Comment  Letter;  UBS 
DERA  Comment  Letter. 

’977  555,  e.g.,  Comment  Letter  of  James  Angel 
(Feb.  6,  2013)  (available  in  File  No.  FSOC-2012- 
0003)  (“Angel  FSOC  Comment  Letter”)  (stating  that 
“(mjany  of  the  proposed  reforms  would  seriously 
reduce  the  attractiveness  of  money  market  funds,” 
which  "could  increase,  not  decrease,  systemic  risk 
as  assets  move  to  too-big-to-fail  banks.”);  Comment 
Letter  of  Jonathan  Macey  (Nov.  27,  2012)  (available 
in  File  No.  FSOC-201 2-0003)  (stating  that  a 
“reduced  money  market  fund  industry'  may  lead  to 
the  flow  of  large  amounts  of  cash  into  (the  banking 
sj'stem],  especially  through  the  largest  banks,  and 
increase  pressure  on  the  FDIC.”);  See,  e.g., 

Comment  Letter  of  Federated  Investors,  Inc.  (Jan. 

25,  2013)  (available  in  File  No.  FSOC-20 12-0003) 
(“A  floating  NAV  would  accelerate  the  flow  of 
assets  to  “Too  Big  to  Fail”  banks,  further 
concentrating  risk  in  that  sector.”). 

’978  555,  5  g  ,  Federated  X  Comment  Letter;  Angel 
Comment  Letter. 

’979555,  e.g..  Federated  X  Comment  Letter;  State 
Street  Comment  Letter;  American  Bankers  Ass’n 
Comment  Letter. 


a  common  requirement  among 
municipalities.  ’  ®®° 

As  discussed  above,  although  we  are 
not  able  to  estimate  the  flows  of  capital 
from  institutional  prime  funds,  we  do 
expect  some  outflow  when  investors  in 
institutional  prime  funds  weigh  the 
costs  and  benefits  of  each  investment 
alternative  against  the  prime  fund 
investment  and  find  an  investment 
alternative  a  superior  allocation.  Given 
the  heterogeneity  of  investors’ 
preferences  and  investment  objectives 
and  constraints,  we  do  not  expect  that 
all  investors  will  allocate  assets  to  the 
same  alternative.  We  expect,  for 
example,  that  some  investors  will 
allocate  assets  to  government  funds, 
some  to  demand  deposits,  and  others  to 
various  other  alternatives.  If,  however, 
significant  capital  flows  from  prime 
money  market  funds  to  demand 
deposits,  the  size  of  the  banking  sector 
will  increase.  It  is  uncertain  to  what 
extent  an  increase  in  the  size  of  the 
banking  sector  is  a  concern.  First,  banks 
are  highly  regulated  and  attuned  to 
managing  and  diversifying  risks. 
Second,  because  the  size  of  the 
remaining  institutional  prime  funds’ 
portfolios  will,  in  aggregate,  be  smaller, 
these  portfolios  could  contain  a  higher 
percentage  of  high-quality  prime  assets, 
with  improved  diversification,  and 
likely  could  be  less  susceptible  to  heavy 
redemptions.  Taken  together,  it  is  not 
clear  what  the  net  effect  on  the 
resilience  of  the  short-term  funding 
markets  will  be  due  to  a  shift  of  assets 
from  institutional  prime  funds  to  the 
banking  sector. 

Historically,  money  market  funds 
have  been  a  significant  source  of 
financing  for  issuers  of  commercial 
paper,  especially  financial  commercial 
paper,  and  for  issuers  of  short-term 
municipal  debt.^®®i  Analysis  of  Form 


’980  555,  e.g.,  Ga.  Treasurer  Comment  Letter;  WV 
Bd.  of  Treas.  Invs.  Comment  Letter;  Chicago 
Treasurer  Comment  Letter.  The  commenters 
explained  that  many  state  and  local  governments 
have  laws  that  require  their  bank  deposits  to  be 
collateralized  by  marketable  securities  at  a  higher 
amount  than  the  current  8250,000  FDIC  deposit 
insurance  limit  (often  over  100  percent  of  the 
deposits  after  the  deduction  of  the  amount  of 
deposit  insurance). 

’981  Based  on  Form  N-MFP  data,  non-financial 
company  commercial  paper,  which  includes 
corporate  and  non-financial  business  commercial 
paper,  is  a  small  fraction  of  overall  money  market 
holdings.  In  addition,  commercial  paper  financing 
by  non-financial  businesses  is  a  small  portion  (one 
percent)  of  their  overall  credit  market  instruments. 
According  to  Federal  Reserve  Board  flow  of  funds 
data,  as  of  December  31,  2012  non-financial 
company  commercial  paper  totaled  8130. 5  billion 
compared  with  812,694.2  billion  of  total  credit 
market  instruments  outstanding  for  these  entities. 
As  such,  we  do  not  anticipate  a  significant  effect  on 
the  market  for  non-financial  corporate  fund  raising. 

Continued 
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N-MFP  data  from  November  2010 
through  March  2014  indicates  that 
financial  company  commercial  paper 
and  asset-backed  commercial  paper 
comprise  most  of  money  market  funds’ 
commercial  paper  holdings. ^982  Thus, 
we  acknowledge  that  a  shift  by  investors 
from  non-government  money  market 
funds  to  other  investment  alternatives 
could  cause  a  decline  in  demand  for 
commercial  paper  and  municipal  debt, 
reducing  these  firms  and  municipalities’ 
access  to  capital  from  money  market 
funds  and  potentially  creating  a  decline 
in  short-term  financing  for  them.i^®^ 
however,  money  market  fund  investors 
shift  capital  to  investment  alternatives 
that  demand  the  same  assets  as  prime 
money  market  funds,  the  net  effect  on 
the  short-term  financing  markets  should 
be  small. 

As  discussed  in  the  DERA  Study,  the 
2008-2012  increase  in  bank  deposits 
coupled  with  the  contraction  of  money 
market  funds  provides  data  to  examine 
how  capital  formation  can  be  affected  by 
a  reallocation  of  capital  among  different 
funding  sources.  According  to  Federal 
Reserve  Board  flow-of-funds  data, 
money  market  funds’  investments  in 
commercial  paper  declined  by  45%,  or 
$277.7  billion,  from  the  end  of  2008  to 
the  end  of  2012.  Contemporaneously, 
funding  corporations  reduced  their 
holdings  of  commercial  paper  by  99% 
or  $357.7  billion. The  end  result  was 

Federal  Reser\'e  Board  flow  of  funds  data  is 
available  at  http://m\'vi’.federaIreserve.gov/releases/ 
zl /Current /zl. pdf. 

1982  ]n  addition,  according  to  the  DERA  Study, 
supra  note  24,  “as  of  March  31,  2012,  money  market 
funds  held  SI. 4  trillion  in  Treasury  debt,  Treasiuy 
repo.  Government  agency  debt,  and  Government 
agency  repo  as  its  largest  sector  exposure,  followed 
by  S659  billion  in  financial  company  commercial 
paper  and  GDs,  its  next  largest  sector  exposure.” 

1983  See,  e.g.,  Gomment  Letter  of  Associated 
Oregon  Industries  (Jan.  18,  2013)  (available  in  File 
No.  FSOG-201 2-0003)  (stating  that  if  the  proposed 
reforms  “drive  investors  out  of  money  market 
funds,  the  flow  of  short-term  capital  to  businesses 
will  be  significantly  disrupted.”);  U.S.  Ghamber 
FSOG  Gomment  Letter  (stating  that  “any  changes 
[that  make  money  market  funds]  a  less  attractive 
investment  will  impact  the  overall  costs  for  issuers 
in  the  commercial  paper  market  resulting  from  a 
reduced  demand  in  commercial  paper.”);  Gomment 
Letter  ofN.J.  Municipal  League  (Jan.  23,  2013) 
(available  in  File  No.  FSOG-201 2-0003)  (stating 
that  “money  market  funds  hold  more  than  half  of 
the  short-term  debt  that  finances  state  and 
municipal  governments  for  public  projects,”  which 
could  force  local  governments  to  “limit  projects  and 
staffing,  spend  more  on  financing  ...  or  increase 
taxes”  if  such  financing  was  no  longer  available.); 
Gomment  Letter  of  Government  Finance  Officers 
Association,  et  al.  (Feb.  13,  2013)  (available  in  File 
No.  FSOC-201 2-0003)  (stating  that  with  respect  to 
FSOG’s  floating  NAV  proposal,  “changing  the 
fundamental  feature  of  money  market  funds  .  .  . 
would  dampen  investor  demand  for  municipal 
securities  and  therefore  could  deprive  state  and 
local  governments  and  other  borrowers  of  much- 
needed  capital.”). 

1984  xhe  Federal  Reserve  flow  of  funds  data 
defines  funding  corporations  as  “funding 


a  contraction  of  more  than  40%  or 
$647.5  billion  in  the  amount  of 
commercial  paper  outstanding. 

Although  the  decline  in  funds’ 
commercial  paper  holdings  was  large,  it 
is  important  to  place  commercial  paper 
borrowing  by  financial  institutions  into 
perspective  by  considering  its  size 
compared  with  other  funding  sources. 
As  with  non-financial  businesses, 
financial  company  commercial  paper  is 
a  small  fraction  (3.2%)  of  all  credit 
market  instruments.’®®®  We  have  also 
witnessed  the  ability  of  issuers, 
especially  financial  institutions,  to 
adjust  to  changes  in  markets.  Financial 
institutions,  for  example,  dramatically 
reduced  their  use  of  commercial  paper 
from  $1.1  trillion  at  the  end  of  2008  to 
$449.2  billion  at  the  end  of  2012.’®®®  As 
such,  we  continue  to  believe  that 
financial  institutions,  as  well  as  other 
firms,  will  be  able  to  identify  alternate 
short-term  financing  somces  if  the 
amount  of  capital  available  to  purchase 
financial  commercial  paper  declines  in 
response  to  our  money  market  fund  rule 
changes. 

We  recognize,  however,  that  as  part  of 
this  shift  there  is  the  potential  that 
commercial  paper  issuers  may  have  to 
offer  higher  yields  to  attract  alternate 
investors,  which  would  increase  issuers’ 
short-term  cost  of  capital.’®®^  Any 
increase  in  yield  would  likely  increase 
demand  for  these  investments  which  in 
turn  could  to  some  extent  mitigate  the 
potential  adverse  capital  formation 
effects  on  the  commercial  paper  market. 
Issuers,  facing  higher  short-term 
financing  costs,  might  consider  the 
trade-offs  of  shifting  into  longer-term 

subsidiaries,  custodial  accounts  for  reinvested 
collateral  of  securities  lending  operations.  Federal 
Reserv'e  lending  facilities,  and  funds  associated 
with  the  Public-Private  Investment  Program 
(PPIP).” 

1985  According  to  the  Federal  Resen'e  Flow  of 
Funds  data  as  of  December  31,  2012,  commercial 
paper  outstanding  was  S449.2  billion  compared 
with  813,852.2  billion  of  total  credit  market 
instruments  outstanding  for  financial  institutions. 

1  “86  The  statistics  in  this  paragraph  are  based  on 
the  Federal  Reserve  Board’s  Flow  of  Funds  data. 

See  also  2012  FSOG  Annual  Report,  available  at 
http://www.treasury.gov/initiatives/fsoc/ 
Documents/2012%20Annual%20Report.pdf,  at  55- 
56,  66  (showing  substantial  declines  in  domestic 
banking  firm’s  reliance  on  short-term  wholesale 
funding  compared  with  deposit  funding).  The  Basel 
III  liquidity  framework  also  proposes  requirements 
aimed  at  limiting  banks’  reliance  on  short-term 
wholesale  funding.  See  201 1  FSOG  Annual  Report, 
available  at  http://wi‘\'Vi'.treasury.gov/initiatives/ 
fsoc/Documents/FSOCAR201 1  .pdf,  at  90 
(describing  Basel  Ill’s  proposed  liquidity  coverage 
ratio  and  the  net  stable  funding  ratio);  Basel 
Gommittee  on  Banking  Supervision:  Basel  III:  The 
Liquidity  Goverage  Ratio  and  liquidity  risk 
monitoring  tools  (Jan.  2013),  available  at  http:// 
\\'\\'w.bis.org/publ/bcbs238.pdf  (describing  revisions 
to  the  liquidity  coverage  ratio). 

e.g..  Federated  X  Gomment  Letter. 


sources  of  financing.  To  the  extent 
issuers’  funding  costs  rise,  whether 
short  or  long  term,  issuers  will  be  less 
likely  to  raise  capital  and  invest  in 
projects,  possibly  affecting  capital 
formation  negatively.  However,  we  also 
note  that  to  the  extent  that  fees  and 
gates  slow  capital  from  leaving  money 
market  funds  during  times  of  stress,  the 
fees  and  gates  amendments  adopted 
today  should  benefit  the  short-term 
funding  market.  This  is  because  money 
from  maturing  portfolio  assets  may  need 
to  be  reinvested  in  the  short-term 
funding  market,  which  may  help 
prevent  that  market  from  completely 
locking  up  during  times  of  stress  as  we 
have  experienced  during  the  financial 
crisis.  To  that  extent,  fees  and  gates  may 
allow  issuers  to  continue  accessing  the 
short-term  capital  market  served  by 
money  market  funds  while  they  identify 
alternate  sources  of  short-term  capital. 

Municipalities  also  could  be  affected 
if  the  new  amendments  cause  the  size 
or  number  of  municipal  money  market 
funds  to  contract.  Commenters 
expressed  concern  about  a  loss  of 
funding  or  other  adverse  impacts  on 
state  and  local  governments.’®®®  As 
discussed  in  detail  in  section  III.B, 
however,  we  anticipate  the  impact  will 
likely  be  relatively  small.  As  of  the  last 
quarter  of  2013,  municipal  funds  held 
approximately  7%  of  the  municipal  debt 
outstanding.’®®®  Of  that  7%,  retail 
investors  owned  approximately  71%  of 
the  assets  under  management.  Even 
though  municipal  funds  will  be  subject 
to  our  fees  and  gates  reforms,  we  do  not 
anticipate  that  retail  investors  in 
significant  numbers  will  divest  their 
assets  in  municipal  funds  because  these 
funds  should  continue  to  offer  price 
stability,’®®®  yield,  and  liquidity  in  all 

1988  A  number  of  commenters  argued  that 
applying  our  floating  NAV  reform  to  municipal 
funds  would  reduce  demand  for  municipal 
securities  and  raise  the  costs  of  financing.  See,  e.g.. 
Fidelity  Comment  Letter  (noting  that  tax-exempt 
funds  purchase  approximately  65%  of  short-term 
municipal  securities  and  that  fewer  institutional 
investors  in  tax-exempt  funds  will  lead  to  less 
purchasing  of  short-term  municipal  securities  by 
tax-exempt  funds  and  a  corresponding  higher  yield 
paid  by  municipal  issuers  to  attract  new  investors); 
BlackRock  II  Comment  Letter;  Federated  Vll 
Comment  Letter;  ICI  Comment  Letter;  U.S.  Mayors 
Comment  Letter. 

1989  Based  on  data  from  Form  N-MFP  and  the 
Federal  Reserve  Board  “Flow  of  Funds  Accounts  of 
the  United  States”  (Z.l),  which  details  the  flows 
and  levels  of  municipal  securities  and  loans,  to 
estimate  outstanding  municipal  debt,  (March  6th, 
2014),  available  at  http://www.federalrcserve.gov/ 
rcicases/zl/current/zl.pdf  This  estimate  is 
consistent  with  a  previous  estimate  presented  in 
U.S.  Securities  and  Exchange  Commission.  2012 
Report  on  the  Municipal  Securities  Market.  The 
estimate  in  the  2012  report  was  based  on  data  from 
Mergent’s  Municipal  Bond  Securities  Database. 

1990 Retail  municipal  funds  are  exempt  from  the 
floating  NAV  requirement  adopted  today. 
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but  exceptional  circumstances.  We 
therefore  anticipate  that  many  retail 
investors  will  continue  to  find 
municipal  funds  to  be  an  attractive  cash 
management  tool  compared  to  other 
alternatives. 

Of  that  7%  of  municipal  debt 
outstanding  that  municipal  funds  held, 
institutional  investors,  who  might  divest 
their  municipal  fund  assets  if  they  do 
not  want  to  invest  in  a  floating  NAV 
fund,  held  approximately  30%  of 
assets. Because  we  estimate  that 
institutional  municipal  funds  held 
approximately  2%  of  the  total 
municipal  debt  outstanding,  we  believe 
at  most  approximately  2%  is  at  risk  of 
leaving  the  municipal  debt  market. 

Of  this  2%  of  the  municipal  debt  market 
that  institutions  hold,  we  anticipate 
many  investors  that  currently  invest  in 
institutional  municipal  funds  likely 
value  the  tax  benefits  of  the  funds  and 
should  choose  to  continue  investing  in 
municipal  funds  to  take  advantage  of 
the  tax  benefits.  In  addition,  we 
anticipate  that  some  investors  who 
qualify  as  natural  persons  and  currently 
are  invested  in  institutional  prime  funds 
may  reallocate  their  assets  to  retail 
municipal  funds,  thereby  increasing 
investment  in  retail  municipal  funds. 

Even  if  municipal  funds  were  to 
reduce  their  purchasing  of  municipal 
securities,  we  expect  that  other 
investors  may  fill  the  gap.  Between  the 
end  of  2008  and  the  end  of  2012,  for 
example,  money  market  funds 
decreased  their  holdings  of  municipal 
debt  by  34%  or  $172.8  billion. 

Despite  this  reduction  in  holdings  by 
money  market  funds,  municipal  issuers 
increased  aggregate  borrowings  by  over 


See  Dreyfus  II  Comment  Letter  indicated  that 
based  on  data  from  iMonevNet  institutional  tax- 
exempt  funds  represent  “approximately  S80  billion 
in  assets,”  which  “constitute  approximately  30%  of 
the  current  Municipal  MMF  industn,'.”  Commission 
staff  estimates  based  on  data  from  Form  N-MFP  and 
iMoneyNet  as  of  February  28,  2014  confirm  these 
statistics.  To  estimate  the  assets  managed  by  the 
retail  and  institutional  segments  of  municipal 
funds,  we  used  self-reported  fund  data  from 
iMoneyNet  as  of  February  28,  2014  to  estimate 
percentages.  We  then  multiplied  the  percentages 
times  the  total  assets  managed  by  municipal  funds, 
as  provided  by  Form  N-MFP  as  of  February  28, 

2014.  We  note  the  retail  designation  is  self-reported 
and  omnibus  accounts  in  these  funds  may  include 
both  individual  and  institutional  beneficial  owners. 
For  these  reasons,  our  estimates  may  underestimate 
the  number  of  funds  with  retail  investors.  In  the 
Proposing  Release,  we  estimated  that  retail 
investors  own  close  to  all  municipal  fund  assets. 

We  now  recognize  retail  investors  own 
approximately  71%  of  municipal  fund  assets. 

io92  7'j,i5  estimate  is  calculated  as  follows: 
Municipal  funds  hold  7.5%  of  municipal  debt 
outstanding  x  29%  of  municipal  assets  held  by 
institutional  investors  =  2.2%  of  total  municipal 
debt  held  by  institutions. 

1993  fhe  statistics  in  this  paragraph  are  based  on 
the  Federal  Resen'e  Board’s  Flow  of  Funds  data. 


4%  between  the  end  of  2008  and  the 
end  of  2012.  Municipalities  were  able  to 
fill  the  gap  by  attracting  other  investor 
types.  Other  types  of  mutual  funds,  for 
example,  increased  their  municipal 
securities  holdings  by  61%  or  $238.6 
billion.  Depository  institutions  have 
also  increased  their  funding  of 
municipal  issuers  during  this  time 
period  by  $141.2  billion  as  investors 
have  shifted  their  assets  away  from 
money  market  funds  into  bank  deposit 
accounts.  Life  insurance  companies 
almost  tripled  their  municipal  securities 
holdings  from  $47.1  billion  at  the  end 
of  2008  to  $121  billion  at  the  end  of 
2012.  Because  historically  other  types  of 
investors  have  increased  their 
investment  in  municipal  debt  when 
money  market  funds  have  decreased 
their  investment,  the  Commission 
expects  that  other  investors  may  again 
increase  their  investment  in  municipal 
debt  if  money  market  funds  reduce  their 
funding  of  the  municipal  debt  market  in 
the  future,  though  we  note  that  yields 
on  municipal  securities  could  rise.  For 
these  reasons,  we  do  not  anticipate  the 
amendments  adopted  today  will 
substantially  affect  capital  formation  in 
the  municipal  debt  market. 

The  amendments  we  are  adopting 
today,  including  the  floating  NAV 
requirement  and  enhanced  disclosure 
requirements  should  improve 
informational  efficiency  in  the  capital 
markets  by  increasing  investors’  ability 
to  knowledgably  allocate  capital.  We 
recognize,  however,  that  a  fund’s 
imposition  of  a  liquidity  fee  increases 
the  cost  of  reallocating  their  assets  while 
it  is  in  place,  whereas  a  gate  prevents 
investors  from  doing  so.  The  additional 
costs  of  liquidity  and  inability  of 
investors  to  redeem  shares  may  impede 
the  efficient  allocation  of  capital  and 
hence  capital  formation  during  periods 
of  market  stress  because  investors  will 
not  be  able  to  reallocate  capital  as  freely. 
We  have  tried  to  mitigate  the  magnitude 
of  this  effect  by  reducing  the  time  that 
gates  are  in  place  to  at  most  10  business 
days  in  any  90-day  period  (dowrn  from 
the  proposed  30  calendar  days)  and  by 
adopting  a  1%  default  liquidity  fee 
(down  from  the  proposed  2%  fee).  We 
also  expect  that  funds  will  impose  fees 
and  gates  infrequently.’®®^ 

Although  we  recognize  that  the 
reallocation  of  assets  by  money  market 
fund  investors  may  affect  efficiency, 
competition,  and  capital  formation 
within  the  short-term  financing  markets, 
the  final  amendments  reflect  our  efforts 


1994  As  discussed  in  section  III.E,  the  DERA  study 
found  that  2.7%  of  the  funds  had  their  monthly 
weekly  liquid  assets  percentages  fall  below  30% 
and  0.02%  of  the  funds  had  their  monthly  weekly 
liquid  assets  percentages  fall  below  10%. 


to  moderate  the  amount  of  assets  that 
may  be  potentially  redistributed  by 
limiting  our  fees  and  gates  requirement 
to  non-government  funds  and  our 
floating  NAV  requirement  to 
institutional  prime  funds.  If 
shareholders  either  remain  in  non¬ 
government  money  market  funds  or 
move  to  alternatives  that  invest  in 
similar  underlying  assets,  the 
competitive  effects  are  likely  to  be 
small.  If,  however,  investors  reallocate 
(whether  directly  or  through 
intermediaries)  investments  into 
substantively  different  assets,  the  effects 
may  be  larger.  In  that  case,  issuers  may 
have  to  access  different  investor  bases 
and  perhaps  offer  higher  yields  to  attract 
capital,  whether  from  the  smaller  money 
market  fund  industry  or  from  other 
investors.  Either  way,  we  recognize  that 
issuers  that  are  unable  to  offer  the 
required  higher  yield  may  have 
difficulties  raising  capital,  at  least  in  the 
short-term  financing  markets.  However, 
as  discussed  in  detail  earlier  in  this 
section,  we  can  neither  precisely 
estimate  the  amount  of  capital  that  will 
be  reallocated  nor  its  destination. 

The  Commission  anticipates  other 
competitive  consequences  and  effects 
on  capital  formation  as  well.  For 
example,  we  expect  managers  of  non¬ 
government  money  market  funds  will 
have  incentives  to  closely  manage 
weekly  liquid  assets  and  principal  risk 
so  as  to  avoid  crossing  the  threshold  for 
triggering  fees  and  gates  or  having  a 
volatile  NAV.’®®^  To  manage  these  risks, 
fund  managers  will  have  incentives  to 
hold  short-maturity,  low-risk  securities, 
and  as  a  result  the  overall  short-term 
financing  markets  may  tilt  toward  these 
issuances.  If  so,  the  prices  of  these 
securities  are  likely  to  rise  and  yields 
may  fall.  We  anticipate  issuers  that  are 
able  and  willing  to  issue  securities  that 
meet  these  criteria  may  gain  a 
competitive  advantage  over  other 
issuers  in  the  market.  Alternatively,  the 
new  amendments  may  create  a 
competitive  advantage  for  issuers  of 
higher  yielding  and  riskier  assets  that 
are  rule  2a-7-eligible  securities  if  non¬ 
government  funds  pursue  more 
aggressive  investment  strategies  within 
the  confines  of  rule  2a-7  or  if  relatively 
less  risk-averse  investors  avoid 
government  funds  and  instead  invest  in 
non-govemment  funds.  If  so,  issuers  of 
higher-yielding  2a-7-eligible  assets  may 
gain  a  competitive  advantage. 

The  DERA  study  pointed  out  that 
although  the  2010  reforms  made  money 


1995  e.g.,  SIFMA  Comment  Letter;  BlackRock 

II  Comment  Letter;  Wells  Fargo  Comment  Letter; 
Peirce  &  Greene  Comment  Letter;  Dreyfus  Comment 
Letter;  Goldman  Sachs  Comment  Letter. 
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market  funds  more  resilient  to  both 
portfolio  losses  and  investor 
redemptions,  no  fund  would  have  been 
able  to  withstand  the  losses  that  the 
Reserve  Primary  Fund  incurred  in  2008 
without  breaking  the  buck,  and  nothing 
in  the  2010  reforms  would  have 
prevented  the  Reserve  Primary  Fund’s 
holding  of  Lehman  Brothers  debt.  We 
therefore  believe  that  the  costs  to 
participants  in  the  short-term  funding 
market  are  acceptable  relative  to  the 
benefits  stemming  from  advancing  our 
goals  of  reducing  money  market  funds’ 
susceptibility  to  heavy  redemptions, 
improving  their  ability  to  manage  and 
mitigate  potential  contagion  from 
redemptions,  and  increasing  the 
transparency  of  their  risks. 

L.  Certain  Alternatives  Considered 

In  this  section,  we  discuss  certain 
reasonable  alternatives  that  we 
considered  as  potential  other  methods 
for  achieving  our  primary  reform  goals, 
as  well  as  a  number  of  other  alternatives 
suggested  by  comm  enters,  and  discuss 
their  benefits  as  well  as  their 

limitations. 1996  The  goals  of  today’s 

reforms  include  reducing  money  market 
funds’  susceptibility  to  heavy 
redemptions,  improving  their  ability  to 
manage  and  mitigate  potential  contagion 
from  such  redemptions,  and  increasing 
the  transparency  of  their  risks,  while 
preserving,  as  much  as  possible,  the 
benefits  of  money  market  funds.  Having 
considered  carefully  the  trade-offs  of  the 
alternatives  discussed  below,  we 
believe,  based  on  our  experience, 
observations,  and  analysis,  as  well  as 
careful  consideration  of  comments 
received  on  the  adopted  reforms  and 
alternatives,  that  the  amendments  we 
are  adopting  today  best  effectuate  our 
policy  goals. 

1.  Liquidity  Fees,  Gates,  and  Floating 
NAV  Alternatives 

In  the  Proposing  Release,  we 
presented  a  number  of  reform  options. 
Among  them  were  standalone  floating 
NAV,  standalone  fees  and  gates,  and  a 
combination  of  fees,  gates,  and  a  floating 
NAV  requirement.  Today  we  are 
adopting  an  approach  that  includes  fees 
and  gates  for  all  non-government  money 
market  funds,  as  well  as  an  additional 
targeted  reform  of  a  floating  NAV  for  the 
funds  with  investors  most  susceptible  to 
heavy  redemptions,  institutional  prime 

]9B6  7},js  section  discusses  reasonable  alternatives 
to  the  primary  fees  and  gates  and  floating  NAV 
reforms  discussed  above.  We  also  discuss 
reasonable  alternatives  to  other  rule  amendments, 
as  well  as  more  specific  or  distinct  issues, 
throughout  other  parts  of  the  Release.  For  example, 
see  supra  section  III.B.5  for  a  discussion  of 
alternatives  related  to  decimal  place  rounding. 


funds. ^997  yye  are  adopting  this 

approach  based  on  our  evaluation, 
discussed  both  in  other  sections  of  this 
Release  and  below,  of  our  policy  goals, 
experience,  observations,  and  analysis, 
as  well  as  careful  consideration  of 
comments  received  on  the  following 
reasonable  alternatives. 

a.  Standalone  Liquidity  Fees  and 
Redemption  Gates 

One  option  outlined  in  the  Proposing 
Release  was  for  non-government  fund 
boards  to  be  given  discretion  to  impose 
liquidity  fees  and  permit  imposition  of 
redemption  gates  under  certain 
conditions,  but  without  also  requiring  a 
floating  NAV  for  institutional  prime 
money  market  funds. ^998  y\jQ  believe  a 
standalone  fee  option  would  reduce 
money  market  funds’  susceptibility  to 
heavy  redemptions  when  liquidity  costs 
are  high  and  fund  liquidity  is  stressed 
and  would  allocate  liquidity  costs  to 
redeeming  shareholders,  making  them 
pay  for  the  liquidity  that  they  receive, 
rather  than  transferring  such  liquidity 
costs  to  remaining  shareholders.  Gates, 
in  addition  to  liquidity  fees,  would  help 
improve  the  ability  of  fund  managers 
and  boards  to  manage  and  mitigate 
potential  contagion  from  high  levels  of 

shareholder  redemptions.^ 999  ^ 

standalone  fees  and  gates  requirement 
would  eliminate  some  of  the  benefits  of 
money  market  funds  as  they  exist  today 
for  investors,  but  retain  others.  Investors 
would  face  the  possibility  of  costly 
redemptions  or  the  elimination  of 
redemptions  temporarily  when  fund 
liquidity  is  stressed.  On  the  other  hand, 
fees  and  gates,  as  discussed  in  section 
III. A  and  below,  would  retain  the 
advantages  of  a  stable-price  product, 
avoiding  certain  issues  associated  with 
floating  NAV  funds.  A  large  number  of 
commenters  supported,  to  varying 
degrees  and  with  varying  caveats,  our 
fees  and  gates  proposal. Many  other 
commenters,  however,  expressed  their 

i997\Yg  nQ(  propose  to  apply  either  the  fees 
and  gate  or  floating  NAV  reforms  to  government 
money  market  funds,  and  accordingly  the  final 
amendments  do  not  apply  to  government  funds,  for 
the  policy  reasons  discussed  in  section  IlI.C.l.  The 
analysis  of  reasonable  alternatives  below  therefore 
does  not  focus  on  the  potential  effects  of  these 
alternatives  as  applied  to  government  funds. 

1998  Proposing  Release,  supra  note  25,  at 
section  III.B.  We  note  that  we  have  adopted  this 
alternative  for  a  certain  subset  of  funds-namely 
retail  funds  that  limit  their  investors  to  natural 
persons.  We  discuss  the  reasons  why  we  adopted 
this  alternative  for  retail  funds,  and  the  tradeoffs 
involved,  in  section  III.C.2. 

1999  5ee  section  III. A  for  a  detailed  discussion  of 
commenters’  responses. 

2000 5ee,  e.g..  Form  Letter  Type  A,  Fidelity 
Comment  Letter;  Federated  V  Comment  Letter; 
Northern  Trust  Comment  Letter. 


opposition  to  fees  and  gates. We 
discuss  specific  comments  on  fees  and 
gates  in  detail  in  section  III. A. 2002 

As  discussed  here  and  in  the 
Proposing  Release,  liquidity  fees  are 
designed  to  preserve  the  current  benefits 
of  principal  stability,  liquidity,  and  a 
market  yield,  but  reduce  the  likelihood 
that  “when  markets  are  dislocated,  costs 
that  ought  to  be  attributed  to  a 
redeeming  shareholder  are  externalized 
on  remaining  shareholders  and  on  the 
wider  market.’’  2003  Even  if  a  liquidity 
fee  is  imposed,  fund  investors  will 
continue  to  be  able  to  access  liquidity, 
although  at  a  cost.  The  ability  of  fund 
boards  to  impose  liquidity  fees  when 
liquidity  costs  are  high  would  have 
many  benefits,  including  reducing  the 
incentives  for  shareholders  to  redeem 
shares  when  the  fees  are  in  effect. 
Liquidity  fees  will  require  redeeming 
shareholders  to  bear  the  liquidity  costs 
associated  with  their  redemptions, 
rather  than  transferring  those  costs  to 
remaining  shareholders.  Likewise,  fees 
would  help  reduce  investors’  incentives 
to  redeem  shares  ahead  of  other 
investors,  especially  if  fund  managers 
deplete  their  funds’  most  liquid  assets 
first  to  meet  redemptions,  leaving  later 
redemption  requests  to  be  met  by  selling 
less  liquid  assets.  Liquidity  fees  would 
protect  fund  liquidity  by  requiring 
redeeming  shareholders  to  repay  funds 
for  the  liquidity  costs  incurred.  For 
these  reasons,  we  believe  liquidity  fees 
would  reduce  money  market  funds’ 
susceptibility  to  heavy  redemptions 
when  liquidity  fees  are  high  and  would 
improve  fund  managers  and  boards’ 
ability  to  manage  and  mitigate  potential 
contagion  from  such  redemptions. 

We  also  recognize  that  the  possibility 
of  fees  and  gates  being  imposed  when  a 
fund  is  under  stress  may  make  the  risk 
of  investing  in  money  market  funds 
more  salient  and  transparent  to  some 
investors,  which  could  sensitize  them  to 
the  risks  of  investing  in  the  funds.  The 
disclosure  amendments  we  are  adopting 
today  will  require  funds  to  provide 
disclosure  to  investors  regarding  the 
possibility  of  fees  and  gates  being 
imposed  if  a  fund’s  liquidity  is 
significantly  stressed.  Funds’ 
disclosures  that  shareholders  may  face 
liquidity  fees  and  redemption  gates  may 
help  inform  and  could  perhaps  sensitize 
some  of  those  investors  to  some  of  the 
risks  of  investing  in  money  market 
funds. 

200’  See,  e.g.,  Capital  Advisors  Comment  Letter; 
Boston  Federal  Reserve  Comment  Letter;  Americans 
for  Fin.  Reform  Comment  Letter;  Edward  Jones 
Comment  Letter. 

2002  discuss  the  trade-offs  of  standalone  fees 
versus  standalone  gates  in  section  III.L.l.a  below. 

2003  Proposing  Release,  supra  note  25,  n.343. 
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Redemption  gates  would  stop  heavy 
redemptions  in  times  of  market  or  fund 
stress. 2004  liquidity  fees,  gates 
would  preserx^e  the  current  benefits  of 
money  market  funds  under  most  market 
conditions.  Funds,  however,  would  be 
able  to  use  gates  to  respond  to  runs  by 
halting  redemptions.  Gates  would 
provide  a  “cooling  off’  period,  which 
might  temper  the  effects  of  short-term 
investor  panic,  possibly  reducing 
investors’  incentives  to  redeem  shares. 
In  addition,  gates  would  allow  funds  to 
generate  additional  internal  liquidity  as 
assets  mature  and  would  reduce  or 
eliminate  the  likelihood  that  funds  sell 
otherwise  desirable  assets  and  engage  in 
“fire  sales.”  They  would  also  provide 
time  for  funds  to  identify  solutions  in 
crises  and  communicate  the  nature  of 
any  stresses  to  shareholders. 

Standalone  liquidity  fees  and  gates 
would  preserve  many  of  the  current 
benefits  of  money  market  funds  under 
normal  market  conditions.  As  discussed 
in  the  Proposing  Release,  the  ability  of 
funds  to  impose  liquidity  fees  and 
redemption  gates,  had  it  been  available 
during  the  financial  crisis,  might  have 
helped  some  funds  manage  the  heavy 
redemptions  that  occurred  and  may 
have  helped  limit  the  contagion  effects 
of  such  redemptions,  though  it  is 
impossible  to  know  what  exactly  would 
have  happened  if  money  market  funds 
had  operated  with  fees  and  gates  at  that 
time.  Unlike  a  floating  NAV,  which 
affects  day-to-day  fund  pricing,  fund 
boards  would  impose  liquidity  fees  and 
gates  only  when  liquidity  costs  are  high 
and  fund  liquidity  is  stressed.  In 
addition,  a  standalone  liquidity  fee  and 
redemption  gate  structure  would 
preserve  many  of  the  benefits  of  stable 
price  money  market  funds,  avoiding 
many  of  the  costs  associated  with 
floating  NAV  funds. 2005 

The  Commission  recognizes,  however, 
that  liquidity  fees  and  redemption  gates 
address  some  of  the  risks  associated 
with  money  market  funds,  but  cannot 


2004  See  supra  section  III. A.  We  note,  however, 
gates  could  prompt  pre-emptive  runs  if  investors 
anticipate  them.  We  believe,  however,  that  several 
aspects  of  today’s  amendments  mitigate  this  risk, 
and  the  effects  of  such  pre-emptive  runs  should 
they  occur.  For  example,  board  discretion  in 
imposing  gates  mitigates  this  risk.  We  have  also 
tried  to  mitigate  the  magnitude  of  this  effect  by 
reducing  the  time  that  gates  are  in  place  to  at  most 
10  business  days  in  any  90-day  period  (down  from 
the  proposed  30  days)  and  adopted  a  1%  default 
liquidity  fee  (down  from  a  2%  fee). 

2005^8  discussed  previously,  the  Commission 
acknowledges,  for  example,  some  investors  may 
reallocate  assets  from  floating  NAV  prime  funds  to 
either  government  money  market  fund  or  other 
stable-price  alternatives,  which  may  impose  costs 
on  investors,  funds,  and  the  short-term  capital 
markets.  We  discuss  these  effects  in  more  detail  in 
section  lll.K. 


address  all  of  the  factors  that  might  lead 
to  heavy  redemptions  in  certain  money 
market  funds.  As  discussed  previously, 
we  have  found  that  certain  money 
market  funds  {i.e.,  institutional  prime 
funds)  pose  particularly  significant  risks 
that  fees  and  gate  alone  do  not  fully 
address. 2006  Specifically,  fees  and  gates 
are  intended  to  enhance  money  market 
funds’  ability  to  manage  and  mitigate 
potential  contagion  from  high  levels  of 
redemptions  and  make  investors  pay 
their  share  of  the  costs  of  the  liquidity 
that  they  receive.  They  do  not,  however, 
eliminate  the  incremental  incentive  for 
certain  investors  to  redeem  shares  ahead 
of  other  shareholders  when  their  money 
market  fund’s  shadow  price  falls  below 
$1.00 — a  risk  to  which  institutional 
prime  funds  are  particularly  susceptible, 
and  the  potential  resultant  dilution  of 
remaining  shareholders  interests.  Thus, 
we  believe  a  liquidity  fee  combined 
with  a  redemption  gate — without  a 
floating  NAV — will  not  adequately 
address  this  risk  of  heavy  redemptions 
for  institutional  prime  funds.  However, 
balanced  with  the  competing  goal  of 
retaining  the  benefits  of  money  market 
funds  for  investors  to  the  extent 
possible,  as  discussed  above,  we  believe 
that  a  standalone  fees  and  gates 
approach  does  meet  our  policy  goals 
when  applied  to  retail  funds. 2002 

b.  Standalone  Floating  NAV 

Another  option  outlined  in  the 
Proposing  Release  was  for  institutional 
prime  funds  to  transact  at  a  floating 
NAV  with  no  liquidity  fees  or  gates. 20°“ 
Most  commenters  opposed  requiring  a 
standalone  floating  NAV. 2009  As  we 
discuss  in  detail  in  section  III.B,  we 
believe  a  floating  NAV  requirement 
reduces  certain  money  market  funds’ 
susceptibility  to  heavy  redemptions  and 
improves  the  allocation  of  gains,  losses, 
and  costs  among  shareholders.  It  does 
not,  however,  fully  address  the  ability  of 
fund  managers  and  boards  to  manage 
and  mitigate  potential  contagion  from 
high  levels  of  shareholder  redemptions. 

A  standalone  floating  NAV  requirement 
would  eliminate  some  of  the  benefits  of 


'■iooG  See  supra  section  III.B. 

20077^0  tradeoffs  of  just  a  fee  or  gate  (without  a 
floating  NAV)  are  discussed  in  section  III.A.  We 
note  that  one  commenter  suggested  a  “penny 
rounding”  alternative  that,  if  combined  with  fees 
and  gates,  is  very  similar  to  the  fees  and  gates 
alternative  we  proposed  (which  included  a 
requirement  for  penny-rounded  pricing).  We 
discuss  this  alternative  at  notes  512-515  and 
accompanj'ing  text.  We  are  not  adopting  this 
suggested  “penny  rounding”  alternative  combined 
with  fees  and  gates  for  the  reasons  described  in  this 
section  lII.L.l.a. 

2008  See  Proposing  Release,  supra  note  25,  at 
section  III.A. 

2009  See  supra  section  III.B  for  a  detailed 
discussion  of  comments  we  received  on  this  issue. 


a  stable-price  fund  for  institutional 
investors,  while  retaining  other  benefits 
that  investors  currently  experience  with 
money  market  funds. 

First  and  foremost,  we  believe  a 
standalone  floating  NAV  would  help 
reduce  institutional  prime  money 
market  funds’  susceptibility  to  heavy 
redemptions  by  reducing  the 
incremental  incentive  for  shareholders 
in  these  funds  to  redeem  shares  ahead 
of  other  investors  when  a  fund’s  shadow 
NAV  falls  below  $1.00. 2010  As  discussed 
in  Section  III.B,  a  floating  NAV 
requirement  mandating  that 
institutional  prime  money  market  funds 
transact  at  share  prices  that  reflect 
current  market-based  factors  [not 
amortized  cost  or  penny  rounding,  as 
currently  is  permitted)  would  lessen 
investors’  incentives  to  redeem  early  to 
take  advantage  of  transacting  at  a  stable 
value.  As  a  result,  the  floating  NAV 
requirement  by  itself  without  an 
accompanying  liquidity  fee  and/or 
redemption  gate  would  help  mutualize 
potential  losses  and  costs  among  all 
investors,  including  redeeming 
shareholders. 2911 

A  standalone  floating  NAV,  which 
many  observers  perceive  to  be  more 
equitable  than  a  stable  NAV, 2012  may 
also  minimize  investor  dilution.  A 
standalone  floating  NAV  should  result 
in  redeeming  investors  receiving  only 
their  fair  share  of  the  fund  when  there 
are  embedded  losses  in  the  portfolio, 
thereby  avoiding  dilution  of  remaining 
shareholders.  A  standalone  floating 
NAV  requirement  would  also  preserve 
certain  current  benefits  of  money  market 
funds,  because  investors  would 
continue  to  be  able  to  redeem  shares 
during  times  of  market  stress  without 
paying  a  liquidity  fee  or  waiting  for  a 
redemption  gate  to  be  lifted.  A 
standalone  floating  NAV  would  also 
avoid  certain  costs  associated  with 
liquidity  fees  and  redemption  gates. 

We  anticipate  a  standalone  floating 
NAV  would  contribute  to  the  allocation 
of  money  market  fund  risks  in  the  same 
ways  that  a  floating  NAV  does  in  a 
combination  approach.  As  discussed  in 
the  Proposing  Release  and  in  section 


2010  Although  most  commenters  opposed 
requiring  a  floating  NAV,  a  number  of  commenters 
did  agree  that  a  floating  NAV  would  address  this 
incremental  incentive  to  redeem.  See,  e.g.,  Thrivent 
Comment  Letter;  TIAA-CREF  Comment  Letter;  Fin. 
Svcs.  Roundtable  Comment  Letter;  SIFMA 
Comment  Letter;  Systemic  Risk  Council  Comment 
Letter.  But  see,  e.g.,  BlackRock  II  Comment  Letter; 
Dreyfus  Comment  Letter;  Federated  IV  Comment 
Letter;  Ropes  &  Gray  Comment  Letter;  ICI  Comment 
Letter;  Chamber  II  Comment  Letter. 

See,  e.g.,  Deutsche  Comment  Letter;  TIAA- 
CREF  Comment  Letter;  Systemic  Risk  Council 
Comment  Letter. 

2912  See  supra  section  III.B;  see  also  TIAA-CREF 
Comment  Letter. 
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III.B,  a  floating  NAV  requirement  is 
designed  to  increase  the  allocation  of 
the  risks  present  in  money  market  funds 
by  causing  shareholders  to  experience 
gains  and  losses  when  a  fund’s  value 
fluctuates.  Some  money  market  fund 
investors,  accustomed  to  a  stable  NAV, 
may  not  appreciate  the  risks  associated 
with  money  market  funds  whose  prices 
may  remain  stable,  but  whose 
underlying  values  may  fluctuate  in 
times  of  market  stress.  As  we  have 
discussed  previously,  transacting  at 
prices  based  on  current  market  values 
will  help  ensure  that  institutional 
investors  who  invest  in  floating  NAV 
funds  do  so  only  if  they  are  willing  to 
tolerate  small  fluctuations  in  share  price 
in  return  for  potentially  higher 
yield. And  for  those  investors  who 
are  unwilling  to  tolerate  the  risk  that  the 
price  fluctuations  reflect,  we  anticipate 
they  may  reallocate  their  investments  to 
other,  more  appropriate  alternatives, 
which  may  help  reduce  any  redemption 
pressure  that  these  investors  could  have 
caused  in  times  of  stress  had  they 
remained  in  the  funds. 

A  standalone  floating  NAV  would  not 
necessarily  eliminate,  however, 
shareholders’  incentives  to  redeem 
shares  from  institutional  prime  money 
market  funds  ahead  of  other  investors 
when  liquidity  costs  are  high.  In  times 
of  severe  market  stress  when  the 
secondary  markets  for  funds’  assets 
become  illiquid  and  liquidity  costs  are 
high,  investors  may  still  have  an 
incentive  to  rapidly  redeem  shares 
before  their  fund’s  liquidity  dries  up.  A 
floating  NAV  may  also  not  alter 
institutional  prime  money  market  fund 
shareholders’  incentives  to  redeem 
shares  in  times  of  market  stress  when 
investors  want  to  shift  from  money 
market  funds  into  securities  with  greater 
quality,  liquidity,  and  transparency.  As 
such,  when  the  situation  develops,  a 
standalone  floating  NAV  would  not 
necessarily  prevent  heavy  shareholder 
redemptions  in  institutional  prime 
money  market  funds  and  the  related 
effects  on  the  short-term  capital  markets 
or  help  fund  managers  and  boards 
manage  redemptions. 2°’ ^  Thus,  a 
standalone  floating  NAV  would  likely 
be  insufficient  to  satisfy  these  important 
policy  goals  of  the  money  market  fund 
reform. 

We  have  therefore  determined  to 
adopt  a  floating  NAV  as  a  targeted 
reform  that  is  intended  to  supplement 
the  broader  liquidity  fees  and  gates 

g  g_  Vanguard  Comment  Letter. 

3014  supra  section  III.B. 

2015  We  have  discussed  the  particular  risks  posed 
by  institutional  prime  funds  throughout  this 
Release  and  especially  in  section  III.B. 


reforms  discussed  above  (as  well  as 
other  reforms  discussed  in  sections  III.E, 
III. I,  and  III.J)  by  addressing  the 
incremental  incentive  for  institutional 
investors  to  redeem  from  prime  funds. 
We  believe  that  an  approach  that 
includes  both  fees  and  gates  for  all  non¬ 
government  money  market  funds  as  well 
as  a  floating  NAV  for  a  subset  of  those 
funds  (i.e.,  institutional  prime  money 
market  funds)  provides  fund  managers 
and  boards  with  targeted  and  additional 
tools  to  manage  heavy  redemptions  and 
help  limit  contagion. 

c.  Fund  Choice  of  Standalone  Floating 
NAV  or  Standalone  Liquidity  Fees  and 
Redemption  Gates 

We  also  considered  providing 
institutional  prime  money  market  funds 
a  choice  of  either  transacting  with  a 
floating  NAV  or  being  able  to  impose 
liquidity  fees  and  gates  in  times  of 
stress — in  other  words,  each 
institutional  prime  money  market  fund 
would  choose  to  apply  either  the 
floating  NAV  alternative  or  the  liquidity 
fees  and  gates  alternative. In  the 
Proposing  Release,  we  discussed  how 
providing  such  a  choice  might  allow 
each  money  market  fund  to  select  the 
reform  alternative  that  is  most  efficient, 
cost-effective,  and  preferable  to  its 
shareholders.  We  suggested  such  a 
choice  might  enhance  the  efficiency  of 
our  reforms  and  minimize  costs  and 
competitive  impacts. 

A  number  of  commenters  offered 
support  for  this  “choice”  reform 
approach,2oi7  3^^  one  commenter 
specifically  opposed  it.^ois  The 
commenters  who  supported  allowing 
funds  to  choose  which  reform 
alternative  to  implement  argued  that 
this  approach  would  allow  the  market  to 
decide  which  reform  was  most  suitable 
rather  than  imposing  a  top-down 
solution.  They  noted  that  each 
alternative  offers  a  varying  set  of 
benefits  and  drawbacks  and  that 
allowing  funds  to  choose  which  reform 
to  implement  would  allow  them  to  offer 
different  kinds  of  funds  to  clients  who 
may  have  divergent  priorities  for  either 

201 6  We  note  that  we  did  not  propose  to  require 
retail  or  government  funds  to  adopt  a  floating  NAV, 
and  accordingly  this  discussion  focuses  on  the 
tradeoffs  between  allowing  such  a  choice  for 
institutional  prime  funds.  We  discuss  the  reasons 
why  we  are  not  mandating  either  a  floating  NAV 

or  fees  and  gates  for  government  money  market 
funds,  but  allowing  them  to  opt  in  to  fees  and  gates 
if  they  choose  in  section  Ill.C.l  and  discuss  why  we 
believe  that  a  floating  NAV  is  not  necessary  for 
retail  funds  in  section  III.C.2. 

201 7  Dreyfus  Comment  Letter;  Legg  Mason 
Comment  Letter;  ICl  Comment  Letter;  MFDF 
Comment  Letter. 

201 8  Vanguard  Comment  Letter. 


liquidity  or  a  stable  NAV. 20^9  These 
commenters  also  suggested  that  letting 
each  fund  choose  would  allow  them  to 
select  the  approach  that  they  can 
implement  at  lowest  cost  and  with  least 
disruption.  The  commenters  who 
supported  allowing  fund  choice 
between  the  principal  reforms  we  are 
adopting  today  also  emphasized  they 
did  not  support  imposing  both  reforms 

in  combination,  only  alternatively. 2020 

One  commenter  that  supported  fund 
choice  nonetheless  suggested 
intermediaries  may  be  unwilling  to 
accommodate  funds  that  have  two 
options  as  they  would  have  to  bear  the 
costs  of  dealing  with  both  sets  of 
reforms  for  different  funds. 2021  xhe 
commenter  that  opposed  allowing  a 
choice  of  structural  reforms  stated  that 
having  both  primary  structural  reforms 
available  could  be  confusing  for 
investors  and  may  promote  regulatory 
arbitrage. 292 2  They  argued  that  the 
Commission  should  adopt  a 
standardized  structure  that  is  simple  for 

investors  to  understand. 2023 

We  have  carefully  considered  these 
comments.  However,  for  the  same 
reasons  that  we  believe  a  standalone 
approach  with  either  fees  and  gates  or 
floating  NAV  would  not  fully  address 
the  risks  inherent  in  money  market 
funds,  we  believe,  based  on  our 
consideration  of  relevant  risks  and 
policy  objectives,  allowing  institutional 
prime  money  market  funds  to  choose 
between  them  also  would  not  address 
the  risks  posed  by  money  market  funds. 
As  discussed  above,  the  floating  NAV 
alternative  by  itself  would  not 
necessarily  eliminate  shareholders’ 
incentives  to  redeem  shares  from  money 
market  funds  ahead  of  other  investors 
when  liquidity  costs  are  high.  In  times 
of  severe  market  stress  when  the 
secondary  markets  for  funds’  assets 
become  illiquid  and  liquidity  costs  are 
high,  investors  may  still  have  an 
incentive  to  redeem  shares  before  their 
fund’s  liquidity  dries  up.  A  floating 
NAV  also  may  not  alter  money  market 
fund  shareholders’  incentives  to  redeem 
shares  in  times  of  market  stress  when 
investors  want  to  shift  from  money 
market  funds  into  securities  with  greater 
quality,  liquidity,  and  transparency.  As 
such,  a  floating  NAV  alternative  by  itself 
would  not  necessarily  prevent  heavy 
shareholder  redemptions  and  the  related 
effects  on  the  short-term  capital  markets 

3oi9  5gg_  e  g  ^  ]CJ  Comment  Letter;  MFDF 
Comment  Letter;  SPARK  Comment  Letter. 

3030  See,  e.g.,  ICI  Comment  Letter;  Dreyfus 
Comment  Letter;  Goldman  Sachs  Comment  Letter. 

3031  See  ICI  Comment  Letter. 

3022  See  Vanguard  Comment  Letter. 

2023  ](j 
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or  help  fund  managers  and  boards 
manage  the  rapid  heavy  redemptions  to 
which  institutional  prime  funds  can  be 
susceptible.  These  funds  would  lack  the 
additional  tools  of  fees  and  gates  to  help 
manage  heavy  redemptions  and  limit 
contagion.  Thus,  providing  institutional 
prime  funds  an  alternative  and  having 
some  funds  adopt  a  floating  NAV  would 
prevent  us  from  satisfying  certain 
important  policy  goals  of  the  money 
market  fund  reform  for  those  funds. 

Some  funds  might  instead  choose  to 
adopt  the  liquidity  fees  and  gates 
option.  However,  as  discussed  above, 
these  funds,  while  having  certain  tools 
to  manage  heavy  redemptions,  would 
have  a  diminished  ability  to  address  an 
important  factor  that  can  lead  to 
redemptions  in  money  market  funds. 
Specifically,  fees  and  gates  would  not 
eliminate  the  incentive  for  institutional 
investors  to  redeem  shares  ahead  of 
other  shareholders  to  avoid  market- 
based  losses  embedded  in  their  fund’s 
portfolio  or  mitigate  shareholder 
dilution.  Liquidity  fees  and  gates  would 
not  allocate  day-to-day  gains,  losses, 
and  costs  to  investors  on  a  proportionate 
basis,  a  risk  that  is  particularly  relevant 
to  institutional  prime  fimds. 

In  addition,  we  note  that  today 
neither  funds  nor  their  investors  may 
necessarily  internalize  the  full  likely 
effects  of  their  own  decisions  on  other 
funds  and  investors  and  the  short-term 
financing  markets,  and  thus  capital 
formation. 2024  approach  that  we  are 
adopting  today,  which  subjects  all  non¬ 
government  funds  to  the  fees  and  gates 
reform  and  only  institutional  prime 
funds  to  the  additional  floating  NAV 
requirement,  is  designed  to  address 
these  externalities  by  reducing  money 
market  funds’  susceptibility  to  hea\^ 
redemptions  and  improving  their  ability 
to  manage  and  mitigate  potential 
contagion  from  such  redemptions. 
Because  allowing  institutional  prime 
funds  to  choose  between  either  a 
floating  NAV  or  fees  and  gates  would 
effectively  negate  the  combined  effects 
of  the  reforms  that  we  have  found  to  be 
necessary  to  address  their  risks,  we 
believe  that  this  is  not  the  most 
appropriate  alternative,  for  the  reasons 
discussed  above.  For  these  reasons,  we 
now  believe  neither  liquidity  fees  and 
redemption  gates  nor  floating  NAV, 
alone,  addresses  all  of  the  factors  that 
might  lead  to  heavy  redemptions  in 
institutional  prime  money  market  funds, 
and  thereby  to  allow  them  such  a  choice 
would  not  effectively  mitigate  all  of  the 


2024  generally  MFDF  Comment  Letter 
(discussing,  in  the  context  of  fees  and  gates,  that 
boards  need  not  put  significant  emphasis  on  the 
broader  systemic  effects  of  their  decisions). 


risks  that  our  reforms  are  designed  to 
address. 

d.  Standalone  Fees  or  Standalone  Gates 

The  amendments  we  are  adopting 
today  will  allow  funds  to  impose 
liquidity  fees  and  redemption  gates. 2025 
Some  commenters  on  the  proposal, 
however,  expressed  a  preference  for 
either  just  fees  or  just  gates.  For 
example,  some  commenters  noted  a 
preference  for  fees  over  gates. 2026  One 
commenter  argued  that  liquidity  fees 
could  slow  runs,  as  the  price  for 
liquidity  would  be  factored  into 
investors’  redemption  decisions, 
whereas  a  gate  could  exacerbate  the  risk 
of  pre-emptive  runs  if  investors  expect 
gates  to  be  imposed. 2027  Another 
commenter  stated  that  although  a 
liquidity  fee  might  be  acceptable  to 
shareholders  if  it  reflected  the  cost  of 
liquidity,  gates  that  prevented  investors 
from  accessing  their  cash  would  be  the 
least  attractive  alternative  for 
institutional  investors  that  use  money 
market  funds  for  cash  management 

purposes. 2028 

Conversely,  other  commenters 
expressed  a  preference  for  gates  over 
fees. 2029  Qne  commenter  noted  liquidity 
fees  are  unlikely  to  prevent  institutional 
investors  from  redeeming  shares  in  a 
crisis,  but  that  gates  would  be  more 
likely  to  achieve  the  Commission’s 
goals.  2030  Similarly,  another  commenter 
described  gates  as  the  “most  effective 
option  in  addressing  run  risk,”  but  was 
skeptical  as  to  whether  fees  “would 
deter  shareholders  from  redeeming  their 
shares  in  a  time  of  extreme  market 
stress.”  2031  Finally,  a  commenter 
suggested  implementing  only  fully 
discretionary  gates  but  no  fees,  noting  in 
part  that,  “establishing  appropriate 
triggers  and  setting  properly  sized  fees 


2025^8  discussed  in  section  IIl.C.l,  government 
funds  are  not  required  to  impose  fees  or  gates,  but 
may  opt  to  do  so  if  they  choose.  We  believe  that 
if  a  government  fund  were  to  choose  to  opt  into  a 
fee  and  gate  regime,  for  the  same  reasons  discussed 
below,  such  a  fund  should  have  the  flexibility  to 
use  both  tools,  rather  than  be  limited  to  just  one  or 
the  other.  We  further  note  that  gating  is  always 
entirely  discretionary'  (once  a  fund  goes  below  30% 
weekly  liquid  assets),  and  that  if  a  board  finds  that 
a  fee  is  not  in  the  best  interests  of  the  fund  need 
not  impose  it,  and  thus  a  government  fund  that 
opted  into  fees  and  gates  could  apply  effectively 
only  a  fee  or  only  a  gate  if  the  hoards  finds  that 
using  only  one  such  tools  is  in  the  best  interests  of 
the  fund. 

2026  g  g  _  Deutsche  Comment  Letter;  Capital 
Advisors  Comment  Letter. 

2027  5gg  Deutsche  Comment  Letter. 

2028  sgg  Capital  Advisors  Comment  Letter. 

2029  See,  e.g.,  Fein  Comment  Letter;  Peirce  & 
Greene  Comment  Letter. 

2030  See  Fein  Comment  Letter. 

2031  See  U.S.  Bancorp  Comment  Letter. 


in  advance  are  difficult  and  likely  futile 
tasks.”  2032 

We  continue  to  believe  that  funds  and 
their  boards  should  be  permitted  to 
choose  between  fees  and  gates  but  be 
capable  of  utilizing  both  when 
determining  the  best  way  to  address 
heavy  redemptions.  As  discussed  in 
section  III.l  above,  fees  and  gates  can 
accomplish  similar  policy  goals,  but  one 
may  be  better  suited  to  one  set  of 
circumstances  or  funds  than  the 
other. 2033  xhe  flexibility  in  today’s 
amendments  should  address  many  of 
the  commenters’  concerns  in  favoring 
one  approach  over  the  other,2034 
because  it  gives  boards  the  option  to 
impose  fees,  gates,  neither  or  both.  The 
flexibility  provided  in  today’s 
amendments  will  allow  funds  to  tailor 
the  redemption  restrictions  they  employ 
to  market  conditions,  as  well  as  the 
preferences  and  behavior  of  their 
particular  shareholder  base  and  to  adapt 
restrictions  over  time  as  they  and  the 
industry  gain  experience  employing 
such  restrictions.  Of  course, 
consideration  of  any  such  factors  would 
have  to  be  made  in  the  context  of  the 

fund’s  best  interests. 2035  flexibility 

provided  by  today’s  amendments  also 
allows  funds  to  alter  their  approach  as 
events  unfold.  For  example,  if  a  board 
determines  initially  that  a  liquidity  fee 
is  in  the  best  interests  of  the  fund,  but 
the  fee  turns  out  to  be  ineffective  in 
reducing  heavy  redemptions,  the  board 


2032  Sgg  Peirce  &  Greene  Comment  Letter. 

2033^8  discussed  in  the  Proposing  Release, 
shareholders  valuing  principal  presen'ation  may 
prefer  a  redemption  gate  over  a  liquidity  fee, 
particularly  if  the  fund  expects  to  rebuild  liquidity 
through  maturing  assets.  In  contrast,  shareholders 
preferring  liquidity  over  principal  presen'ation  may 
prefer  a  liquidity  fee  because  it  allows  access  to  that 
investor’s  money  market  fund  shareholdings — it 
just  imposes  a  greater  cost  for  that  liquidity  if  the 
fund  is  under  stress.  See,  e.g.,  Comment  Letter  of 
BlackRock,  Inc.  on  the  IOSCO  Consultation  Report 
on  Money  Market  Fund  Systemic  Risk  Analysis  and 
Reform  Options  (May  28,  2012),  available  at 
http  .7/wti'vi'.  iosco.  org/Iibrar}'/pubdocs/ pdf/ 
IOSCOPD392.pdf  (stating  their  preference  for 
liquidity  fees  over  gates  "because  clients  with  an 
extreme  need  for  liquidity  can  choose  to  pay  for 
that  liquidity  in  a  crisis’’);  Comment  Letter  of  BNP 
Paribas  on  the  IOSCO  Consultation  Report  on 
Money  Market  Fund  Systemic  Risk  Analysis  and 
Reform  Options  (May  25,  2012),  available  at 
http://wmv.iosco.org/Iibrar}'/pubdocs/pdf/ 
IOSCOPD392.pdf  [stating  that  it  “would  not  make 
sense  to  restrict  the  redeemer  willing  to  pay  the 
price  of  liquidity’’);  see  also  Capital  Advisors 
Comment  Letter. 

2034  Sgg  supra  section  IIl.A.l.c.i  addressing  pre¬ 
emptive  run  concerns  and  section  111. A. 2  addressing 
concerns  with  default  thresholds  and  fees.  We  also 
note  that,  to  the  extent  an  investor  is  seeking  to 
invest  in  a  money  market  fund  for  cash 
management  purposes  and  views  a  fund  with  the 
ability  to  impose  a  fee  or  gate  as  incompatible  with 
cash  management,  it  may  alternatively  invest  in  a 
government  monej'  market  fund  that  does  not 
impose  fees  and  gates. 

2035  Sgg  j-ule  2a-7(c)(i)  and  (ii). 
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may  then  choose  to  impose  a 
redemption  gate.  Accordingly,  we 
believe  that  providing  funds  and  their 
boards  with  the  flexibility  to  choose  on 
an  ongoing  basis  between  fees  and  gates 
best  meets  ovu  policy  goals  of  reducing 
money  market  funds’  susceptibility  to 
heavy  redemptions  and  helping  funds 
manage  and  mitigate  potential  contagion 
from  such  redemptions. 

e.  Partial  Gates 

We  are  adopting  amendments  to  rule 
2a-7  that,  like  the  proposal,  will  allow 
a  fund  board  to  impose  a  gate  on  all 
redemptions,  but  that  will  not  allow  for 
partial  redemption  gates. A  number 
of  commenters  advocated  allowing  the 
board  greater  discretion  to  impose 
partial  gates. For  example,  some 
commenters  noted  partial  gates  would 
provide  investors  with  some  immediate 
liquidity,  but  allow  funds  time  to 
regenerate  liquidity  or  service 
redemptions  under  improved  market 

conditions. 2038  addition,  a 

commenter  stated  that  partial  gates 
would,  “make  it  easier  for  a  board  to 
determine  that  a  gate  is  in  the  best 
interests  of  the  fund  because  a  partial 
gate  would  impose  a  lesser  hardship  on 
investors.’’  2039 

Commenters  suggested  a  variety  of 
approaches  for  imposing  partial  gates. 
For  example,  a  commenter  proposed 
allowing  shareholders  to  redeem  “at 
least  50%  of  their  remaining  balance  at 
the  then  basis-point  rounded  NAV  plus 
a  1%  fee.”  2040  Others  proposed 
imposing  partial  gates  with  greater 
restrictions  on  shareholders  making 
larger  redemptions  and  lower  or  no 
restrictions  on  shareholders  making 
smaller  redemptions. 2®4^  Another 
commenter  suggested  limiting 
redemptions  to  10%  of  outstanding 
shares  per  day  and  applying  this 
limitation  pro  rata  among  all  redeeming 
shareholders  that  day,  with  the  balance 

^030  j-yig  2a-7(c)(2)(i)(B). 

2037  5ee,  e.g.,  Wilmington  Trustees  Comment 
Letter;  UBS  Comment  Letter;  Chamber  II  Comment 
Letter;  ABA  Business  Law  Section  Comment  Letter; 
see  also  Comment  Letter  of  HSBC  Global  Asset 
Management  on  the  European  Commission’s  Green 
Paper  on  Shadow  Banking  (May  28,  2012)  (stating 
that  a  money  market  fund  should  be  able  to  limit 
the  total  number  of  shares  that  the  fund  is  required 
to  redeem  on  any  trading  day  to  10%  of  the  shares 
in  issue,  that  any  such  gate  be  applied  pro  rata  to 
redemption  requests,  and  that  any  redemption 
requests  not  met  be  carried  over  to  the  next 
business  day  and  so  forth  until  all  redemption 
requests  have  been  met). 

2030  gee,  e.g.,  Wilmington  Trustee  Comment 
Letter;  ABA  Business  Law  Section  Comment  Letter; 
Deutsche  Comment  Letter. 

2030  Sgg  aba  Business  Law  Section  Comment 
Letter. 

2040  Capital  Advisors  Comment  Letter. 

2041  See  UBS  Comment  Letter;  Chamber  II 
Comment  Letter. 


of  unredeemed  shares  carried  to  the 
next  day  until  all  redemption  requests 
have  been  met.2®‘*2  in  contrast,  other 
commenters  were  opposed  to  the  idea  of 
partial  redemption  gates,  citing 
significant  operational  challenges  and 
costs, 2®‘*3  as  .^vell  as  the  potential  for 
arbitrary  and  inconsistent  application 
among  funds  and  inequitable  treatment 
among  shareholders. 20^4 

We  have  determined  not  to  permit 
partial  redemption  gates  imder  amended 
rule  2a-7.  An  important  policy  goal  of 
this  reform  is  to  improve  funds’  ability 
to  manage  and  mitigate  potential 
contagion  from  such  redemptions. 

Partial  gates  do  not  fully  stop  runs, 
because  shareholders  can  continue  to 
redeem  shares.  Although  board 
discretion  to  impose  partial  gates  may 
be  effective  for  individual  funds,  it  may 
not  address  our  larger  concerns  about 
contagion  resulting  from  rapid  heavy 
redemptions.  There  may  exist  times 
when  full  gates  are  required  to  limit  the 
contagion  effects  of  heavy  redemptions 
on  remaining  investors  and  the  short¬ 
term  financing  markets,  but  individual 
firms  may  choose  instead  to  impose 
partial  gates.  We  also  note  that  a  number 
of  commenters  opposed  partial  gates, 
noting  significant  operational  challenges 
and  costs,  which  are  not  associated  with 
full  gates. 2045  We  also  believe  the 
benefits  of  allowing  partial  gating  is 
further  diminished  now  that  we  are 
adopting  only  a  10  business  day 
maximum  gate  period,  because  10 
business  days  (rather  than  the  30-day 
gate  under  the  proposal)  may  be  a  more 
reasonably  manageable  period  of  time 
during  which  investors  may  not  need 
the  safety  valve  that  a  partial  gate  might 
afford. 

There  are  several  additional  potential 
issues  with  partial  gates.  First,  we 
understand  it  may  be  difficult  for  funds 
to  achieve  desired  outcomes  with  partial 
gates,  and  partial  gates  may  create 
unintended  consequences.  For  example, 
when  a  Florida  LGIP  suspended 
redemptions  in  2007  in  response  to  a 
run,  it  re-opened  with  a  combined 
partial  gate  and  liquidity  fee — local 
governments  could  take  out  the  greater 
of  15%  of  their  holdings  or  $2  million 
without  penalty,  and  the  remainder  of 
any  redemptions  was  subject  to  a  2% 

2042  HSBC  Comment  Letter. 

2043  Sgg  Fidelity  Comment  Letter;  Fin.  Info. 

Forum  Comment  Letter;  Federated  V  Comment 
Letter. 

2044  sgg  Fidelity  Comment  Letter. 

2045  See,  e.g..  Fidelity  Comment  Letter;  Fin.  Info. 
Forum  Comment  Letter;  Federated  V  Comment 
Letter. 


redemption  fee.2®46  wjq  understand  that 
investors  redeemed  most  of  what  was 
allowed  under  the  partial  gate  without 
triggering  the  redemption  fee,  which 
meant  the  partial  gate  not  only  did  not 
stop  the  run,  but  may  have  triggered 
redemptions  up  to  that  limit. 2®47 

Second,  partial  gates  based  on  the  size 
of  redemptions  may  also  be  easily 
manipulated  unless  appropriate,  but 
costly  and  complex,  procedures  are  put 
in  place  to  prevent  such  gaming.  For 
example,  a  partial  gate  that  allowed 
small  redemptions  could  result  in 
investors  redeeming  small  amounts  over 
a  number  of  days,  essentially  achieving 
large  redemptions  through  multiple 

smaller  redemption  transactions. 2048 

Funds  could  prevent  this  sort  of  gaming 
by  limiting  each  shareholder’s 
redemptions  to  a  certain  amount,  but 
this  type  of  restriction  would  only  serve 
to  increase  the  costs  and  complexity  of 
such  a  gate.  Third,  a  partial  gate  based 
on  the  size  of  redemptions  could 
effectively  exempt  certain  types  of  funds 
and  their  shareholders  (e.g.,  retail  funds 
and  their  shareholders)  from  a  gating 
requirement. 

Fourth,  we  also  believe  partial  gates 
would  complicate  the  fees  and  gates 
requirements  as  an  operational  matter.  If 
partial  gates  were  assessed  on  a 
redemption-by-redemption  basis  (e.g., 
the  size  of  a  shareholder’s  redemption), 
we  believe,  as  one  commenter  stated, 
“[t]he  systems  enhancements  necessary 
to  track  holdings  for  purposes  of 
determining  each  shareholder’s 
redemption  limit  would  be  more 
complicated,  cumbersome,  and  costly 
than  the  changes  required  to  implement 
the  full  gate.”  2049  Similarly,  complexity 
would  be  compounded  by  the  existence 
of  omnibus  accounts,  as  funds  would 
need  to  track  all  redemptions  made  by 
a  single  investor  through  multiple 
accounts  over  the  course  of  a  day  to 
prevent  investors  from  making 
redemptions  in  excess  of  the  limit 
imposed  by  a  partial  gate  in  a  single  day 
by  spreading  them  over  multiple 
omnibus  accounts. 

f.  In-Kind  Redemptions 

As  discussed  in  the  Proposing 
Release,  we  requested  comment  in  2009 

2046  5ee  David  Evans  and  Darrell  Preston,  Florida 
Investment  Chief  Quits;  Fund  Rescue  Approved, 
Bloomberg  (Dec.  4,  2007). 

2047  5ee,  e.g.,  Neil  Weinberg,  Florida  Fund 
Meltdown:  Bad  to  Worse,  Forbes  (Dec.  6,  2007) 
(noting  that  investors  withdrew  Si. 2  billion  from 
the  S14  billion  pool  after  it  re-opened,  while 
depositing  only  S7  million,  but  that  only  3  out  of 
about  1,700  participants  in  the  pool  withdrew 
assets  subject  to  the  redemption  fee). 

2048  supra  section  lII.A.l.c  herein  discussing 
gaming  of  redemption  restrictions. 

2040  Sgg  Fidelity  Comment  Letter. 
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on  a  potential  amendment  that  would 
require  funds  to  satisfy  redemption 
requests  in  excess  of  a  certain  size 
through  in-kind  redemptions. We 
also  requested  comment  on  this  type  of 
redemption  restriction  when  we 
requested  comment  on  the  PWG 
Report. 2051  Almost  all  commenters  on 
the  PWG  alternative  opposed  it. 2052 
Most  commenters  believed  that 
requiring  in-kind  redemptions  would  be 
technically  unworkable  due  to  the 
complex  valuation  and  operational 
issues  that  would  be  imposed  on  both 
the  fund  and  on  investors  receiving 

portfolio  securities. 2053  Several 

commenters  stated  that  investors  would 
dislike  the  prospect  of  receiving 
redemptions  in-kind  and  would 
structure  their  holdings  to  avoid  the 
requirement,  but  would  nevertheless 
still  collectively  engage  in  redemptions 
if  the  money  market  funds  were  to  come 
under  stress  with  similar  adverse 
consequences  for  the  funds  and  the 
short-term  financing  markets. 2054 
In  connection  with  the  current 
reforms,  we  again  asked  for  comment 
regarding  possible  in-kind  redemption 
restrictions.  Two  commenters  noted  the 
complexity  of  implementing  this 

mechanism.  2055  Q^e  of  these 

commenters  suggested  that  the 
Gommission  permit,  but  not  require, 
money  market  funds  to  meet 
redemptions  by  returning  a  pro  rata 
share  of  the  fund’s  assets  rather  than 

cash  to  investors. 2056  light  of  these 


2050  5ee  2009  Proposing  Release,  supra  note  66, 
at  section  III.B;  PWG  Report,  supra  note  506,  at 
section  3.c.  An  in-kind  redemption  occurs  when  a 
shareholder's  redemption  request  to  a  fund  is 
satisfied  by  distributing  to  that  shareholder 
portfolio  assets  of  that  fund  instead  of  cash.  In-kind 
redemptions  might  lessen  the  effect  of  large 
redemptions  on  remaining  money  market  fund 
shareholders,  and  they  would  ensure  that  the 
redeeming  investors  bear  part  of  the  cost  of  their 
liquidity  needs.  During  the  financial  crisis,  one 
money  market  fund  stated  that  it  would  honor 
certain  large  redemptions  in-kind  in  an  attempt  to 
decrease  the  level  of  redemptions  in  that  fund.  See 
2009  Proposing  Release,  supra  note  66,  at  n.30. 

2051  See  PWG  Report,  supra  note  506,  at  section 
3.C  (discussing  requiring  that  money  market  funds 
satisfy  certain  redemptions  in-kind). 

2052  5uf  sggPi-Qposing  Release,  supra  note  25  at 
n.472. 

2053  See  Proposing  Release,  supra  note  25  at  233- 
34  n.473.  They  also  asserted  that  required  in-kind 
redemptions  could  result  in  disrupting,  rather  than 
stabilizing,  markets  if  redeeming  shareholders 
needing  liquidity  were  forced  to  sell  into  declining 
markets.  See  Proposing  Release,  supra  note  25,  at 
n.474. 

2054  See  Proposing  Release,  supra  note  25  at 
n.475. 

2055  See  State  Street  Comment  Letter  (“State 
Street  agrees  with  commenters  that  requiring 
in-kind  redemptions  would  be  unworkable  due  to 
the  complex  valuation  and  operational  issues  that 
would  be  imposed  on  both  the  fund  and  on 
investors  receiving  portfolio  securities.”);  HSBC 
Comment  Letter. 

2056  See  HSBC  Comment  Letter. 


comments  and  comments  we  previously 
received,  we  continue  to  believe 
requiring  in-kind  redemptions  could 
create  operational  difficulties  that  might 
prevent  funds  from  treating  investors 
fairly  in  practice.  In  contrast,  we 
anticipate  reforms  such  as  liquidity  fees 
and  gates  would  fulfill  many  of  our 
policy  goals  in  a  manner  that  is 
operationally  simpler  and  potentially 
fairer  to  investors  than  in-kind 
redemptions. 

We  also  note  requiring  in-kind 
redemptions  would  not  necessarily  stop 
runs  and  the  related  adverse  effects  on 
the  short-term  financing  markets  and 
capital  formation.  Rather,  we  believe  the 
liquidity  fees  and  gates  approach 
described  in  section  III. A  would  better 
achieve  our  policy  goals,  including 
improving  money  market  funds’  ability 
to  manage  and  mitigate  potential 
contagion  from  high  levels  of 
redemptions  and  helping  to  preserve  the 
benefits  of  money  market  funds  for 
investors  and  the  short-term  financing 
markets  for  issuers.  We  note  that  money 
market  funds  are  already  permitted  to 
satisfy  redemptions  in  kind  if  they 
disclose  such  a  possibility  in  the  fund’s 

prospectus, 2057 

g.  Standalone  Floating  NAV  Gombined 
With  Only  Liquidity  Fees  or 
Redemption  Gates 

The  Gommission  also  considered 
combining  a  floating  NAV  with  either  a 
liquidity  fee  or  a  redemption  gate;  that 
is,  we  considered  an  alternative  where 
money  market  funds  would  be  required 
to  maintain  a  floating  NAV  combined 
with  a  liquidity  fee  but  not  a 
redemption  gate  and  an  alternative 
where  money  market  funds  would  be 
required  to  maintain  a  floating  NAV 
combined  with  a  redemption  gate  but 
not  a  liquidity  fee.  Combining  a  floating 
NAV  with  just  a  liquidity  fee  or  just  a 
redemption  gate  would  simplify  the 
operational  implementation  of  the  rule 
and  perhaps  make  money  market  funds 
more  attractive  to  investors. 

These  more  limited  combinations, 
however,  would  likely  fail  to  achieve 
the  policy  goals  of  the  money  market 
fund  reform  to  the  same  extent  as  the 
full  set  of  reforms  that  we  are  adopting 
today.  Without  liquidity  fees,  there 
would  be  heightened  incentives  for 
shareholders  to  redeem  in  times  of 
market  stress  before  fund  managers 


2057  See  section  2(a)(32)  (defining  a  redeemable 
securitj'  as  a  security  where  the  holder  is  entitled 
...  to  receive  approximately  his  proportionate 
share  of  the  issuer’s  current  net  assets,  or  the  cash 
equivalent  thereof  (italics  added)).  See  also  rule 
18f-l,  which  provides  an  exemption  from  certain 
prohibitions  of  section  18(f)(1)  of  the  Act  with 
regard  to  redemptions  in  kind  and  in  cash. 


deplete  their  funds’  liquidity  to  meet 
redemptions.  The  costs  of  providing 
liquidity  to  redeeming  shareholders 
would  fall  on  non-redeeming 
shareholders,  creating  a  financial 
inequity  between  shareholder  types. 

Similarly,  without  the  possibility  of 
imposing  gates,  funds  would  lose  an 
important  tool  to  manage  redemptions 
during  periods  of  stress.  They  would  not 
be  able  to  fully  halt  redemptions,  which 
could  affect  funds’  ability  to  generate 
internal  liquidity  as  assets  mature, 
perhaps  undermining  capital  formation. 
Losing  the  time  necessary  to  generate 
internal  liquidity  would  increase  the 
likelihood  funds  would  have  to  sell 
desirable  assets,  perhaps  at  “fire  sale’’ 
prices.  Funds  would  not  have  as  much 
time  to  identify  solutions  and 
communicate  with  investors  as  they 
would  with  gates.  They  would  also  lose 
the  ability  to  create  a  “cooling  off’ 
period,  which  might  temper  the  effects 
of  short-term  investor  panic,  possibly 
reducing  investors’  incentives  to  redeem 
shares. 

Precommiting  to  either  a  combination 
of  a  floating  NAV  and  fees  or  a 
combination  of  a  floating  NAV  and  gates 
would  reduce  funds’  ability  to  manage 
heavy  redemptions  relative  to  having  a 
floating  NAV  and  both  fees  and  gates.  In 
addition,  it  would  limit  boards’  ongoing 
discretion  to  address  potential 
problems.  A  fund’s  optimal  response  to 
managing  heavy  redemptions  would 
likely  depend  on  its  particular 
circumstance,  market  conditions,  and 
the  appropriateness  of  imposing  a  fee  or 
gate.  As  discussed  in  section  III. A 
above,  we  believe  funds  are  likely  to 
first  impose  fees  in  times  of  market 
stress  and  then  to  impose  gates,  but  only 
if  fees  fail  to  control  redemptions.  That 
said,  the  managers  of  a  fund  that 
experiences  a  credit  event  in  an 
othenvise  healthy  economy  might 
instead  choose  to  gate  their  fund  to 
staunch  redemptions,  forgoing  a 
liquidity  fee  because  liquidity  costs  are 
low.  By  forcing  funds  to  precommit  to 
fees  or  gates  (along  with  a  floating 
NAV),  this  alternative  limits  funds’ 
ability  to  manage  and  mitigate  potential 
contagion  from  such  redemptions. 

2.  Alternatives  in  the  FSOG  Proposed 
Recommendations 

As  discussed  in  the  Proposing 
Release,  we  considered  a  number  of 
alternatives  for  regulatory  reform, 
including  the  reforms  proposed  by 
FSOG.  We  received  comment  on  several 
of  these  alternatives.  After  considering 
the  comments  that  FSOG  received  on 
their  proposed  reforms  (the  “FSOG 
Proposed  Recommendations’’],  as  well 
as  the  comments  we  received  on  the 
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Proposing  Release  and  the  economic 
analysis  set  forth  in  this  Release,  we 
have  concluded  that  these  alternatives 
generally  would  not  achieve  oiu’ 
regulatory  goals  as  well  as  the  reforms 
we  are  adopting  today.  We  are,  however, 
today  adopting  a  floating  NAV  for 
institutional  funds,  which  was  one 
proposed  reform  included  in  the  FSOC 
Proposed  Recommendations.  We 
discuss  below  these  options,  and  our 
principal  reasons  for  not  adopting  them 
(other  than  the  floating  NAV  for 
institutional  prime  money  market 
funds). 

In  November  2012,  the  FSOC 
proposed  to  recommend  that  we 
undertake  structural  reforms  of  money 
market  funds.  FSOC  proposed  three 
alternatives  for  consideration,  which,  it 
stated,  could  be  implemented 
individually  or  in  combination.  The  first 
option  2058 — requiring  that  money 
market  funds  use  a  floating  NAV — is 
one  of  the  reforms  we  are  adopting 
today  for  institutional  prime  money 
market  funds.  We  discuss  this  option  in 
section  III.B  below.  The  other  two 
options  in  the  FSOC  Proposed 
Recommendations  each  would  require 
that  money  market  funds  maintain  a 
NAV  buffer,  or  a  specified  amount  of 
additional  assets  available  to  absorb 
daily  fluctuations  in  the  value  of  the 
fund’s  portfolio  securities.  One  option 
would  require  that  most  money  market 
funds  have  a  risk-based  NAV  buffer  of 
up  to  1%  to  absorb  day-to-day 
fluctuations  in  the  value  of  the  funds’ 
portfolio  securities  and  allow  the  funds 
to  maintain  a  stable  NAV  and  that  this 
NAV  buffer  be  combined  with  a 
“minimum  balance  at  risk.’’  The 
required  minimum  size  of  a  fund’s  NAV 
buffer  would  be  determined  based  on 
the  composition  of  the  money  market 
fund’s  portfolio  according  to  the 
following  formula; 

•  No  buffer  requirement  for  cash, 
Treasury  securities,  and  repos 
collateralized  solely  by  cash  and 
Treasury  securities  (“Treasury  repo’’); 

•  A  0.75%  buffer  requirement  for 
other  daily  liquid  assets  (or  weekly 
liquid  assets,  in  the  case  of  tax-exempt 
money  market  funds);  and 

•  A  1%  buffer  requirement  for  all 
other  assets. 


2058  FSOC  Proposed  Recommendations,  supra 
note  1562,  at  section  V.A. 

2059  Under  the  FSOC  Proposed 
Recommendations,  Treasury  money  market  funds 
would  not  be  subject  to  a  NAV  buffer  or  a  minimum 
balance  at  risk.  See  FSOC  Proposed 
Recommendations,  supra  note  1562,  at  sections  V.B 
and  V.C  for  a  full  discussion  of  these  two 
alternatives.  This  section  of  the  Release  provides  a 
summarj'  based  on  those  sections  of  the  FSOC 
Proposed  Recommendation. 


A  fund  whose  NAV  buffer  fell  below 
the  required  minimum  amount  would 
be  required  to  limit  its  new  investments 
to  cash,  Treasury  securities,  and 
Treasury  repos  until  its  NAV  buffer  was 
restored.  A  fund  that  completely 
exhausted  its  NAV  buffer  would  be 
required  to  suspend  redemptions  and 
liquidate  or  could  continue  to  operate 
with  a  floating  NAV  indefinitely  or  until 
it  restored  its  NAV  buffer. 

A  money  market  fund  could  use  any 
funding  method  or  combination  of 
methods  to  build  the  NAV  buffer,  and 
could  vary  these  methods  over  time. 

The  FSOC  Proposed  Recommendations 
identified  three  funding  methods  that 
would  be  possible  with  Commission 
relief  from  certain  provisions  of  the 
Investment  Company  Act:  (1)  An  escrow 
account  that  a  money  market  fund’s 
sponsor  established  and  funded  and  that 
was  pledged  to  support  the  fund’s  stable 
share  price;  (2)  the  money  market  fund’s 
issuance  of  a  class  of  subordinated,  non- 
redeemable  equity  securities  (“buffer 
shares’’)  that  would  absorb  first  losses  in 
the  funds’  portfolios;  and  (3)  the  money 
market  fund’s  retention  of  some 
earnings  that  it  would  otherwise 
distribute  to  shareholders  (subject  to 
certain  tax  limitations). \i^q  believe 
that  the  first  funding  method  would  be 
the  most  likely  approach  for  funding  the 
buffer  given  the  complexity  of  a  fund 
offering  a  new  class  of  buffer  shares 
(and  the  uncertainty  of  an  active,  liquid 
market  for  buffer  shares  developing)  and 
the  tax  limitations  on  the  third 
method. 2061  We  note,  however,  that  we 
believe  this  funding  method  is  the  most 
expensive  of  the  three  because  of  the 
opportimity  costs  the  fund’s  sponsor 
would  bear  to  the  extent  that  the  firms 
redirect  this  funding  from  other 


2060  Sgg  FSOC  Proposed  Recommendations,  supra 
note  1562,  at  section  V.B. 

2061  Under  the  Internal  Revenue  Code,  each  year, 
mutual  funds,  including  money  market  funds,  must 
distribute  to  shareholders  at  least  90%  of  their 
annual  earnings  or  lose  the  ability  to  deduct 
dividends  paid  to  their  shareholders.  See,  e.g.. 
Comment  Letter  of  the  Investment  Company 
Institute  (May  16,  2012)  (available  in  File  No.  4- 
619).  We  note  that  the  retained  earnings  method  is 
similar  to  how  some  money  market  funds  paid  for 
insurance  that  was  provided  by  ICI  Mutual 
Insurance  Company  from  1993  to  2003.  This 
insurance  covered  losses  on  money  market  fund 
portfolio  assets  due  to  defaults  and  insolvencies  but 
not  from  events  such  as  a  security  downgrade  or  a 
rise  in  interest  rates.  Coverage  was  limited  to  S50 
million  per  fund,  with  a  deductible  of  the  first  10 

to  40  basis  points  of  any  loss.  Premiums  ranged 
from  1  to  3  basis  points.  See  PWG  Report,  supra 
note  506,  at  n.24  and  accompanying  text.  Because 
of  the  tax  disadvantages  of  this  funding  method,  it 
would  take  a  long  time  for  a  NAV  buffer  of  any  size 
to  build,  particularly  in  the  current  low  interest  rate 
environment. 


essential  activities,  as  further  discussed 

below. 2062 

The  minimum  balance  at  risk 
(“MBR’’)  would  require  that  the  last  3% 
of  a  shareholder’s  highest  account  value 
in  excess  of  $100,000  during  the 
previous  30  days  (the  shareholder’s 
MBR  or  “holdback  shares’’)  be 
redeemable  only  with  a  30-day 
delay.  2063  shareholders  may  redeem 
97%  of  their  holdings  immediately 
without  being  restricted  by  the  MBR.  If 
the  money  market  fund  suffers  losses 
that  exceed  its  NAV  buffer,  the  losses 
would  be  borne  first  by  the  MBRs  of 
shareholders  who  have  recently 
redeemed  {i.e.,  their  MBRs  would  be 
“subordinated’’).  The  extent  of 
subordination  of  a  shareholder’s  MBR 
would  be  approximately  proportionate 
to  the  shareholder’s  cumulative  net 
redemptions  during  the  prior  30  days — 
in  other  words,  the  more  the 
shareholder  redeems,  the  more  their 
holdback  shares  become  “subordinated 
holdback  shares.” 

The  last  option  in  the  FSOC  Proposed 
Recommendations  would  require  money 
market  funds  to  have  a  risk-based  NAV 
buffer  of  up  to  3%  (which  otherwise 
would  have  the  same  structure  as 
discussed  above),  and  this  larger  NAV 
buffer  could  be  combined  with  other 

measures. 2664  other  measures 

discussed  in  the  FSOC  Proposed 
Recommendations  include  more 
stringent  investment  diversification 
requirements  (which  we  are  generally 
adopting,  as  discussed  in  section  III. I 
above),  increased  minimum  liquidity 
levels  (which  we  are  not  adopting),  and 
more  robust  disclosure  requirements 
(which  we  are  generally  adopting,  as 
discussed  in  sections  III.E  and  III.F 

above). 2665 


2062  xhis  funding  method  also  could  have  the 
greatest  competitive  impacts  on  the  money  market 
fund  industry,  as  larger  bank-affiliated  sponsors 
would  have  less  costly  access  to  funding  for  the 
NAV  buffer  than  independent  asset  management 
firm  sponsors.  See,  e.g..  Comment  Letter  of  The 
Systemic  Risk  Council  (Jan.  18,  2013)  (available  in 
File  No.  FSOC  2012-0003)  (“Systemic  Risk  Council 
FSOC  Comment  Letter”)  (“Capital  requirements 
would  likely  encourage  money  market  fund 
consolidation — particularly  toward  larger  bank- 
affiliated  sponsors  (who  traditionally  have,  and  can 
access,  more  capital  than  traditional,  independent 
asset  managers).  If  so,  this  could  further  concentrate 
systemic  risk  from  these  institutions,  and  create 
conflicts  of  interest  in  the  short-term  financing 
markets  (as  fewer  money  funds  would  control  a 
larger  share  of  the  short-term  lending  markets.”)). 

2063  5ge  FSOC  Proposed  Recommendations,  supra 
note  1562,  at  section  V.C. 

20B4  Sgg  at  section  V.C. 

2065 'pfie  FSOC  Proposed  Recommendations  asked 
the  Commission  to  consider  increasing  minimum 
weekly  liquidity  requirements  from  30%  of  total 
assets  to  40%  of  total  assets.  The  justification 
provided  by  FSOC  was  that  most  funds  already 
have  weekly  liquidity  in  excess  of  this  40% 
minimum  level.  We  are  not  adopting  this 
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In  the  sections  that  follow,  we  discuss 
our  evaluation  of  a  NAV  buffer 
requirement  and  an  MBR  requirement 
for  money  market  funds.  We  also 
discuss  comments  FSOC  received  on 
these  recommendations,  and  that  we 
received  on  the  Proposing  Release.  As 
we  discuss  in  more  detail  below,  the 
Commission  is  not  pursuing  these 
alternatives  because  we  continue  to 
believe  that  the  imposition  of  either  a 
NAV  buffer  combined  with  a  minimiun 
balance  at  risk  or  a  stand-alone  NAV 
buffer,  while  advancing  some  of  our 
goals  for  money  market  fund  reform, 
might  prove  costly  for  money  market 
fund  shareholders  and  could  result  in  a 
contraction  in  the  money  market  fund 
industry  that  could  harm  the  short-term 
financing  markets  and  capital  formation 
to  a  greater  degree  than  the  reforms  we 
are  adopting  today. 

a.  NAV  Buffer 

Several  commenters  expressed 
support  for  a  NAV  buffer  (which  we  did 
not  propose),  although  no  commenters 
explicitly  discussed  an  opposition  to 
such  a  buffer  as  part  of  their  comments 
on  this  proposal. 2066  particular,  two 
commenters  argued  that  a  capital  buffer 
would  reduce  the  incentives  for  a  fund 
to  take  excessive  risk  and  for  investors 
to  run. 2067  As  discussed  in  the 
Proposing  Release,  in  considering  a 
NAV  buffer  such  as  those  recommended 
by  FSOC  as  a  potential  reform  option  for 
money  market  funds,  we  considered  the 
benefits  that  such  a  buffer  could 
provide,  as  well  as  its  costs.  Our 
evaluation  of  what  could  be  a 
reasonable  size  for  a  NAV  buffer  also 
factored  into  our  analysis  of  the 
advantages  and  disadvantages  of  these 
options.  A  buffer  can  be  designed  to 


alternative.  There  is  no  evidence  that  current 
liquidity  requirements  are  inadequate,  and  several 
commenters  agreed.  See,  e.g.,  ICI  Comment  Letter, 
U.S.  Bancorp  Comment  Letter,  Federated  Comment 
Letter.  For  example,  the  DERA  Study  notes  that  the 
heightened  redemption  activity  in  the  summer  of 
2011  did  not  place  undue  burdens  on  MMFs  when 
they  sold  assets  to  meet  redemption  requests.  No 
fund  lost  more  than  50  basis  points  during  this 
period  nor  did  their  shadow  NAVs  deviate 
significantly  from  amortized  cost.  See  DERA  Study, 
supra  note  24.  We  have  therefore  determined  not 
to  address  additional  minimum  liquidity 
requirements  at  this  time. 

20Besee,  e.g.,  Americans  for  Fin.  Reform 
Comment  Letter;  Comment  Letter  of  Dorothy  B. 
Sherrj'  (Sept.  21,  2013)  (“Sherrj'  Comment  Letter”); 
Occupy  the  SEC  Comment  Letter.  However,  many 
commenters  opposed  a  NAV  buffer  when  included 
as  an  alternative  in  the  FSOC  recommendation.  See, 
e.g.  Comment  Letter  of  Invesco  Ltd.  (Feb.  15,  2013) 
(available  in  File  No.  FSOC-201 2-0003)  ("Invesco 
FSOC  Comment  Letter”);  Blackrock  FSOC  Comment 
Letter;  Comment  Letter  of  Independent  Directors 
Council  (Jan.  23,  2013)  (available  in  File  No.  FSOC- 
2012-0003)  (“IDC  FSOC  Comment  Letter”). 

2067  e  g  ^  Hanson  et  al.  Comment  Letter; 
Squam  Lake  Comment  Letter. 


satisfy  different  potential  objectives.  A 
large  buffer  could  protect  shareholders 
from  losses  related  to  defaults,  such  as 
the  one  experienced  by  the  Reserve 
Primary  Fund  following  the  Lehman 
Brothers  bankruptcy.  However,  if 
complete  loss  absorption  is  the 
objective,  a  substantial  buffer  would  be 
required,  particularly  given  that  money 
market  funds  can  hold  up  to  5%  of  their 
assets  in  a  single  security.^®®® 
Alternatively,  if  a  buffer  were  not 
intended  for  complete  loss  absorption, 
but  rather  designed  primarily  to  absorb 
day-to-day  variations  in  the  market- 
based  value  of  money  market  funds’ 
portfolio  holdings  under  normal  market 
conditions,  this  would  allow  a  fund  to 
hold  a  significantly  smaller  buffer. 
Accordingly,  the  relatively  larger  buffers 
contemplated  in  the  FSO(I  Proposed 
Recommendations  2069  must  have  been 
designed  to  absorb  daily  price 
fluctuations  as  well  as  relatively  large 
security  defaults. 2020  jn  fact,  a  3%  buffer 


2008  Even  commenters  in  favor  of  a  buffer  showed 
concern  that  FSOC’s  proposed  buffer  size  of  1%  or 
3%  maybe  inadequate.  See,  e.g..  Federal  Reserve 
Bank  Presidents  FSOC  Comment  Letter,  supra  note 
47  (“For  a  poorly  diversified  fund  with  portfolio 
assets  that  carrj'  relatively  more  credit  risk,  a  3% 
(maximum)  NAV  buffer  may  not  be  sufficient.”); 
Harvard  Business  School  FSOC  Comment  Letter, 
supra  note  47  ("For  a  well-diversified  portfolio,  we 
estimate  that  MMFs  should  hold  3  to  4%  capital 
against  unsecured  paper  issued  by  financial 
institutions,  the  primary'  asset  held  by  MMFs.  For 
more  concentrated  portfolios,  we  estimate  that  the 
amount  of  capital  should  be  considerably  higher.”); 
Better  Markets  FSOC  Comment  Letter,  supra  note 
59  ("The  primarj'  shortcoming  of  (FSOC’s  proposed 
buffer)  is  its  low  level  of  1  or  3  percent.  .  .  .  [Any 
buffer]  must  be  set  at  a  level  that  is  sufficient  to 
cover  all  of  these  factors:  Projected  and  historical 
losses;  additional  costs  in  the  form  of  liquidity 
damages  or  government  backstops;  and  investor 
psychology'  in  the  face  of  possible  financial  shocks 
or  crises.  [.  .  .  .]  Historical  examples  alone  .  .  . 
indicate  that  MMF  losses  have  risen  as  high  as  3.9 
percent.  This  ser\'es  only  as  a  floor  regarding  actual 
potential  losses,  clearly  indicating  that  the 
necessary  buffer  must  be  substantially  higher  than 
3.9  percent.”);  Comment  Letter  of  Occupy  the  SEC 
(Feb.  15,  2013)  (available  in  File  No.  FSOC-201 2- 
0003)  ("Occupy  the  SEC  FSOC  Comment  Letter”), 
supra  note  52  (arguing  that  FSOC's  proposed  buffer 
does  not  go  far  enough  in  accounting  for  potential 
risks  in  a  fund’s  portfolio.  Instead,  the  approach 
should  be  a  two-layer  buffer,  with  a  first  layer  of 
up  to  3%  depending  on  the  portfolio’s  credit  rating 
and  a  second  layer  to  be  sized  according  to  the 
concentration  of  the  portfolio). 

^660  While  the  second  alternative  in  the  FSOC 
Proposed  Recommendation  only  includes  a  NAV 
buffer  of  up  to  1%,  it  was  combined  with  a  3% 

MBR,  which  would  effectively  provide  the  fund 
with  a  4%  buffer  before  non-redeeming 
shareholders  in  the  fund  suffered  losses. 

2070 poj-  example,  beginning  in  September  2008, 
money  market  funds  that  chose  to  participate  in  the 
Treasury  Temporary  Guarantee  Program  were 
required  to  file  with  the  Treasury  their  weekly 
shadow  price  if  it  was  below  SO. 9975.  Our  staff  has 
reviewed  the  data,  and  found  that  through  October 
17,  2008,  only  three  funds  carried  losses  leu-ger  than 
four  percent,  and  only  five  funds  carried  losses 
larger  than  three  percent.  Reported  shadow  prices 
excluded  the  value  of  any  capital  support 


would  accommodate  all  but  extremely 
large  losses,  such  as  those  experienced 
during  the  crisis.  However,  a  buffer  that 
was  designed  to  absorb  such  large  losses 
may  be  too  high  and  too  costly  because 
the  opportunity  cost  of  this  capital 
would  be  borne  at  all  times  even  though 
it  was  likely  to  be  drawn  upon  to  any 
degree  only  rarely.  Two  commenters 
disagreed,  noting  that  a  capital  buffer  in 
the  range  of  three  to  four  percent  would 
reduce  yields  for  ordinary  investors  by 
about  five  basis  points. 2021  However, 
another  commenter  asserted  that  a 
capital  buffer  would  have  a  much  more 
dramatic  effect  on  yields  by  effectively 
turning  prime  money  market  funds  into 
synthetic  Treasury  funds.  2022 
Accordingly,  as  we  discuss  below,  a 
buffer  of  the  size  contemplated  by  either 
alternative  in  the  FSOC  Proposed 
Recommendations  appears  to  be  too 

costly  to  be  practicable. 2023 

i.  Benefits  of  a  NAV  Buffer 

As  discussed  in  the  Proposing 
Release,  the  FSOC  Proposed 
Recommendations  discusses  a  number 
of  potential  benefits  that  a  NAV  buffer 
could  provide  to  money  market  funds 
and  their  investors,  many  of  which  we 
discuss  below. 2624  as  noted  by 
commenters,  it  would  preserve  money 
market  funds’  stable  share  price  and 


agreements  in  place  at  the  time,  but  in  some  cases 
included  sponsor-provided  capital  contributions  to 
the  fund.  Not  every  money  market  fund  that  applied 
to  participate  in  the  program  reported  shadow  price 
data  for  every  day  during  the  period  between 
September  1,  2008  and  October  17,  2008.  See  also 
Patrick  E.  McCabe  et  al..  The  Minimum  Balance  at 
Risk:  A  Proposal  to  Mitigate  the  Systemic  Risks 
Posed  by  Money  Market  Funds,  at  31,  Table  2 
Federal  Reserve  Bank  of  New  York  Staff  Report  No. 
564,  July  2012  (providing  additional  statistical 
analysis  of  shadow  price  information  reported  by 
money  market  funds  filing  under  the  Treasury 
Temporary  Guarantee  Program).  During  that  period 
there  were  over  800  money  market  funds  based  on 
Form  N-SAR  data. 

2621  See  Americans  for  Fin.  Reform  Comment 
Letter;  Squam  Lake  Comment  Letter. 

2072  See  Craig  M.  Lewis,  The  Economic 
Implications  of  Money  Market  Fund  Capital  Buffers 
(Nov.  2013),  available  at  http;//m\'w. sec.gov/ 
divisions/riskfin/workingpapers/rsfi-wp2014-01.pdf 
(“Lewis”). 

2073  There  is  another  potential  adverse  effect  of 
requiring  large  NAV  buffers  for  money  market  funds 
to  address  risk  from  systemic  events.  According  to 
the  FSOC  Proposed  Recommendations,  outflows 
from  institutional  prime  money  market  funds 
following  the  Lehman  Brothers  bankruptcy  tended 
to  be  larger  among  money  market  funds  with 
sponsors  that  were  themselves  under  stress, 
indicating  that  investors  redeemed  shares  when 
concerned  about  sponsors’  potential  inability  to 
support  ailing  funds.  But  these  sponsors  were  the 
ones  most  likely  to  need  funding  dedicated  to  the 
buffer  for  other  purposes.  As  a  result,  larger  buffers 
may  negatively  affect  other  important  activities  of 
money  market  fund  sponsors  and  cause  them  to  fail 
faster. 

207'i  See  FSOC  Proposed  Recommendations,  supra 
1562,  at  section  V.B. 
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potentially  increase  the  stability  of  the 
funds,  but  would  likely  reduce  the 
yields  (and  in  the  option  that  combines 
a  1%  NAV  buffer  with  an  MBR,  the 
liquidity)  that  money  market  funds 
currently  offer  to  investors. Like  the 
reforms  we  are  adopting  today,  the  NAV 
buffer  presents  trade-offs  between 
stability,  yield,  and  liquidity. 

In  effect,  depending  on  the  size  of  the 
buffer,  a  buffer  could  provide  various 
levels  of  coverage  of  losses  due  to  both 
the  illiquidity  and  credit  deterioration 
of  portfolio  securities.  Money  market 
funds  that  are  supported  by  a  NAV 
buffer  would  be  more  resilient  to 
redemptions  and  credit  or  liquidity 
changes  in  their  portfolios  than  stable 
value  money  market  funds  without  a 
buffer  (the  current  baseline). As  long 
as  the  NAV  buffer  is  funded  at  necessary 
levels,  each  $1.00  in  money  market  fund 
shares  is  backed  by  $1.00  in  fund  assets, 
eliminating  the  incentive  of 
shareholders  to  redeem  at  $1.00  when 
the  market-based  value  of  their  shares  is 
worth  less.  This  reduces  shareholders’ 
incentive  to  redeem  shares  quickly  in 
response  to  small  losses  or  concerns 
about  the  quality  and  liquidity  of  the 
money  market  fund  portfolio,  discussed 
in  section  II. B  above,  particularly  during 
periods  when  the  underlying  portfolio 
has  significant  unrealized  capital  losses 
and  the  fund  has  not  broken  the  buck. 

As  long  as  the  expected  effect  on  the 
portfolio  from  potential  losses  is  smaller 
than  the  NAV  buffer,  investors  would  be 
protected — they  would  continue  to 
receive  a  stable  value  for  their  shares. 

A  second  benefit  is  that  a  NAV  buffer 
would  force  money  market  funds  to 
provide  explicit  capital  support  rather 
than  the  implicit  and  uncertain  support 
that  is  permitted  under  the  current 
regulatory  baseline.  This  would  require 
funds  to  internalize  some  of  the  cost  of 
the  discretionary  capital  support 
sometimes  provided  to  money  market 
funds  and  to  define  in  advance  how 
losses  will  be  allocated.  In  addition,  as 
noted  by  commenters,  a  NAV  buffer 
could  reduce  fund  managers’  incentives 
to  take  risk  beyond  what  is  desired  by 
fund  shareholders  because  investing  in 
less  risky  securities  reduces  the 
probability  of  buffer  depletion. 20^7 

Another  potential  benefit  is  that  a 
NAV  buffer  might  provide  counter- 

See  Americans  for  Fin.  Reform  Comment 
Letter;  Squam  Lake  Comment  Letter. 

See,  e.g..  Occupy  the  SEC  FSOC  Comment 
l.etter,  supra  note  52. 

See,  e.g..  Harvard  Business  School  FSOC 
Comment  Letter,  supra  note  47  (“Capital  buffers 
also  mean  that  there  is  an  investor  class  that 
explicitly  bears  losses  and  has  incentives  to  curb  ex 
ante  risk  taking.”);  Americans  for  Fin.  Reform 
Comment  Letter;  Hanson  et  a].  Comment  Letter;  and 
Squam  Lake  Comment  Letter. 


cyclical  capital  to  the  money  market 
fund  industry.  This  is  because  once  a 
buffer  is  funded  it  remains  in  place 
regardless  of  redemption  activity.  With 
a  buffer,  redemptions  increase  the 
relative  size  of  the  buffer  because  the 
same  dollar  buffer  now  supports  fewer 
assets. 2028  As  example,  consider  a 
fund  with  a  1%  NAV  buffer  that 
experiences  a  25  basis  point  portfolio 
loss,  which  then  triggers  redemptions  of 
20%  of  its  assets.  The  NAV  buffer,  as  a 
proportion  of  fund  assets  and  prior  to 
any  replenishment,  will  increase  from 
75  basis  points  after  the  loss  to  93.75 
basis  points  after  the  redemptions.  This 
illustrates  how  the  NAV  buffer 
strengthens  the  ability  of  the  fund  to 
absorb  further  losses,  reducing 
investors’  incentive  to  redeem  shares. 
This  result  contrasts  to  the  current 
regulatory  baseline  under  rule  2a-7 
where  redemptions  amplify  the  impact 
of  losses  by  distributing  them  over  a 
smaller  investor  base.  For  example, 
suppose  a  fund  with  a  shadow  price  of 
$1.00  [i.e.,  no  embedded  losses) 
experiences  a  25  basis  point  loss,  which 
causes  its  shadow  price  to  fall  to 
$0.9975.  If  20%  of  the  fund’s  shares  are 
then  redeemed  at  $1.00,  its  shadow 
price  will  fall  to  $0.9969,  reflecting  a 
loss  that  is  24%  greater  than  the  loss 
precipitating  the  redemptions. 

Finally,  by  allowing  money  market 
funds  to  absorb  small  losses  in  portfolio 
securities  without  affecting  their  ability 
to  transact  at  a  stable  price  per  share,  a 
NAV  buffer  may  facilitate  and  protect 
capital  formation  in  short-term 
financing  markets  during  periods  of 
modest  stress.  Currently,  money  market 
fund  portfolio  managers  are  limited  in 
their  ability  to  sell  portfolio  securities 
when  markets  are  under  stress  because 
they  have  little  ability  to  absorb  losses 
without  causing  a  fund’s  shadow  NAV 
to  drop  below  $1.00  (or  embed  losses  in 
the  fund’s  market-based  NAV  per  share). 
As  a  result,  managers  tend  to  avoid 
trading  when  markets  are  strained, 
contributing  to  further  illiquidity  in  the 
short-term  financing  markets  in  such 
circumstances.  A  NAV  buffer  should 
enable  funds  to  absorb  small  losses  and 
thus  could  reduce  this  tendency.  Thus, 
by  adding  resiliency  to  money  market 

2078  See,  e.g..  Comment  Letter  of  J.P.  Morgan 
Asset  Management  (Jan.  14,  2013)  (available  in  File 
No.  FSOC-201 2-0003)  (“J.P.  Morgan  FSOC 
Comment  Letter”)  (“|W]here  capital  support  is 
utilized  as  a  first  loss  position  upon  liquidation,  the 
level  of  capital  can  be  tied  to  a  MMF’s  highest  asset 
levels.  This  can  result  in  a  structure  whereby,  as 
redemptions  accelerate  and  cause  the  unrealized 
loss  per  share  to  increase  further,  the  amount  of 
capital  support  available  per  share  increases 
accordingly,  providing  further  capital  support  to  the 
remaining  shareholders  that  do  not  redeem  their 
shares.”). 


funds  and  enhancing  their  ability  to 
absorb  losses,  a  NAV  buffer  may  benefit 
capital  formation  in  the  long  term.  A 
more  stable  money  market  fund 
industry  may  produce  more  stable  short¬ 
term  financing  markets,  which  would 
provide  more  reliability  as  to  the 
demand  for  short-term  credit  to  the 
economy. 

ii.  Costs  of  a  NAV  Buffer 

The  Proposing  Release  also 
recognized  that  there  are  significant 
ongoing  costs  associated  with  a  NAV 
buffer.  Some  commenters  agreed  that  a 
capital  buffer  would  impose  a  cost  on 
funds  and  their  investors,  but  these 
commenters  claimed  that  the  magnitude 
of  the  costs  would  be  relatively 
modest. 2079  pgp  the  reasons  discussed 
below,  we  disagree  with  these 
commenters  that  the  costs  would  be 
relatively  modest.  Costs  can  be  divided 
into  direct  costs  that  affect  money 
market  fund  sponsors  or  investors  and 
indirect  costs  that  impact  capital 
formation.  In  addition,  a  NAV  buffer 
does  not  protect  shareholders 
completely  from  the  possibility  of 
heightened  rapid  redemption  activity 
during  periods  of  market  stress, 
particularly  in  periods  where  the  buffer 
is  at  risk  of  depletion.  As  the  buffer 
becomes  impaired  (or  if  shareholders 
believe  the  fund  may  suffer  a  loss  that 
exceeds  the  size  of  its  NAV  buffer), 
shareholders  have  an  incentive  to 
redeem  shares  quickly  because,  once  the 
buffer  fails,  the  fund  will  no  longer  be 
able  to  maintain  a  stable  value  and 
shareholders  will  experience  sudden 
losses. 2080  Such  rapid  severe 
redemptions  could  impair  the  fund’s 
business  model  and  viability. 

Another  possible  implication  is  that 
money  market  funds  with  buffers  may 
avoid  holding  riskier  short-term  debt 
securities  (like  commercial  paper)  and 
instead  hold  a  higher  amount  of  low 
yielding  investments  like  cash.  Treasury 
securities,  or  Treasury  repos.  This  could 
lead  money  market  funds  to  hold  more 
conservative  portfolios  than  investors 
may  prefer,  given  tradeoffs  between 
principal  stability,  liquidity,  and 
yield. 2081 

'■‘079  See  Americans  for  Fin.  Reform  Comment 
Letter;  Hanson  et  al.  Comment  Letter;  Squam  Lake 
Comment  Letter. 

2080  See,  e.g..  Systemic  Risk  Council  FSOC 
Comment  Letter  (stating  that  capital  is  difficult  to 
set  and  is  imperfect,  that  “[gjiven  the  lack  of  data 
and  impossibility  of  modeling  future  events,  even 
[a  3%  NAV  buffer]  runs  the  risk  of  being  too  high, 
or  too  low  to  protect  the  system  in  the  future”  and 
that  “too  little  capital  could  provide  a  false  sense 

of  security  in  a  crisis”).  See  also  infra  note  2091  and 
accompanying  discussion. 

2081  p^f  U  S,  Chamber  FSOC  Comment 

Letter  (arguing  that  “a  NAV  buffer  is  likely  to 
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The  most  significant  indirect  cost  of  a 
NAV  buffer  is  the  opportunity  cost 
associated  with  maintaining  a  NAV 
buffer. 2082  Those  contributing  to  the 
buffer  essentially  deploy  valuable  scarce 
resources  to  maintain  a  NAV  buffer 
rather  than  being  able  to  use  the  funds 
elsewhere.  The  cost  of  diverting  funds 
for  this  purpose  represents  a  significant 
incremental  cost  of  doing  business  for 
those  providing  the  buffer  funding.  We 
cannot  provide  estimates  of  these 
opportunity  costs  because  the  relevant 
data  is  not  currently  available  to  the 

Commission.  2083 

The  second  indirect  cost  of  a  NAV 
buffer  is  the  equilibrium  rate  of  return 
that  a  provider  of  funding  for  a  NAV 
buffer  would  demand. 2084  entity  that 

provides  such  funding,  possibly  the 
fund  sponsor,  would  expect  to  be  paid 
a  return  that  sets  the  market  value  of  the 
buffer  equal  to  the  amount  of  the  capital 
contribution.  Since  a  NAV  buffer  is 
designed  to  absorb  the  same  amount  of 
risk  regardless  of  its  size,  as  noted  by  at 
least  one  commenter,  the  promised 
yield,  or  cost  of  the  buffer,  increases 
with  the  relative  amount  of  risk  it  is 
expected  to  absorb. 2085  This  is  a  well- 
known  leverage  effect. 2086 

One  could  analogize  a  NAV  buffer  to 
bank  capital  by  considering  the 


incentivize  sponsors  to  reach  for  yield.”);  Vanguard 
FSOC  Comment  Letter  (“Capital  buffers  are  also 
likely  to  carrj’  unintended  consequences,  as  some 
funds  may  purchase  riskier,  higher-yielding 
securities  to  compensate  for  the  reduction  in  yield. 
As  a  result,  capital  buffers  are  likely  to  provide 
investors  with  a  false  sense  of  security.”);  Federated 
V  Comment  Letter  (“If  anjdhing,  creating  a  junior 
class  of  equity  puts  earnings  pressure  on  an  MMF 
to  alter  its  balance  sheet  to  decrease  near-term 
liquid  assets  to  generate  investment  returns 
available  from  longer-term,  higher  risk  investments 
in  order  to  either  build  capital  through  retained 
earnings  or  to  compensate  investors  who  have 
invested  in  the  new  class  of  subordinated  equity 
capital  of  the  MMF.”). 

2082  See  Lewis,  supra  note  2072. 

2083  The  opportunity  costs  would  represent  the 
net  present  value  of  these  forgone  opportunities,  an 
amount  that  carmot  be  estimated  without  relevant 
data  about  each  firm’s  productive  opportunities. 
However,  a  number  of  FSOC  commenters  have 
already  cautioned  that  a  NAV  buffer  could  make 
money  market  funds  unprofitable.  See,  e.g.,  Angel 
FSOC  Comment  Letter  (stating  that  “in  today’s  low 
yield  environment,  even  five  basis  points  (of  cost 
associated  with  a  NAV  buffer]  would  push  most 
money  market  funds  into  negative  yield  territory.”); 
BlackRock  FSOC  Comment  Letter  (“(Ajny  capital 
over  0.75%  will  make  the  MMF  product 
uneconomical  for  sponsors  to  offer.”);  Comment 
Letter  of  Federated  Investors,  Inc.  (Fek  15.  2013) 
(available  in  File  No.  FSOC-201 2-0003) 

(“Federated  Investors  Feb.  15  FSOC  Comment 
Letter”)  (calculating  that  “prime  MMFs  would  no 
longer  be  economically  viable  products”  based  on 
cost  estimates  provided  by  the  ICL). 

2084  Lewis,  supra  note  2072. 

2085  Squam  Lake  Comment  Letter. 

2086  The  leverage  effect  reflects  the  concept  that 
higher  leverage  levels  induce  an  equity  holder  to 
demand  higher  returns  to  compensate  for  the  higher 
risk  levels. 


similarities  between  money  market 
funds  with  a  NAV  buffer  and  banks  with 
capital.  A  traditional  bank  generally 
finances  long-term  assets  (customer 
loans)  with  short-term  liabilities 
(demand  deposits).  The  Federal  Reserve 
Board,  as  part  of  its  prudential 
regulation,  requires  banks  to  adhere  to 
certain  minimum  capital 

requirements. 2887  Bank  capital,  among 

other  functions,  provides  a  buffer  that 
allows  banks  to  withstand  a  certain 
amount  of  sudden  demands  for  liquidity 
and  losses  without  becoming  insolvent 
and  thus  needing  to  draw  upon  federal 
deposit  insurance  or  other  aspects  of  the 
regulatory  safety  net  for  banks. 2888  The 
fact  that  the  bank  assets  have  a  long 
matmity  and  are  illiquid  compared  to 
the  bank’s  liabilities  results  in  a 
maturity  and  liquidity  mismatch 
problem  that  creates  the  possibility  of  a 
depositor  run  during  periods  of 
stress. 2889  Capital  is  one  part  of  a 
prudential  regulatory  framework 
employed  to  deter  runs  in  banks  and 
generally  protect  the  safety  and 
soundness  of  the  banking  system.  A 
money  market  fund  with  a  NAV  buffer 
has  been  described  as  essentially  a 
“special  purpose  bank’’  where  fund 
shareholders’  equity  is  equivalent  to 
demand  deposits  and  a  NAV  buffer  is 
analogous  to  the  bank’s  capital. 2898 
Since  a  NAV  buffer  is  effectively  a 


2087  5ge  the  Federal  Reser\'e  Board’s  Web  site  on 
Capital  Guidelines  and  Adequacy,  available  at 
http://w\vw.federalreserve.gov/bankinforeg/topics/ 
capital.htm,  for  an  overview  of  minimum  capital 
requirements. 

2088  5ee^  e.g.,  Allen  N.  Berger  et  ah.  The  Hole  of 
Capital  in  Financial  Institutions,  19  ].  of  Banking 
and  Fin.  393  (1995)  (“Berger”)  (“Regulators  require 
capital  for  almost  all  the  same  reasons  that  other 
uninsured  creditors  of  banks  ‘require’  capital — to 
protect  themselves  against  the  costs  of  financial 
distress,  agency  problems,  and  the  reduction  in 
market  discipline  caused  by  the  safety  net.”). 

2089h4ore  generally,  banks  are  structured  to 
satisfy  depositors’  preference  for  access  to  their 
money  on  demand  with  businesses’  preference  for 
a  source  of  longer-term  capital.  However,  the 
maturity  and  liquidity  transformation  provided  by 
banks  can  also  lead  to  runs.  Deposit  insurance, 
access  to  a  lender  of  last  resort,  and  other  bank 
regulator^'  tools  are  designed  to  lessen  the  incentive 
of  depositors  to  run.  See,  e.g.,  Douglas  W.  Diamond 
&  Philip  H.  Dybvig,  Bank  Huns,  Deposit  Insurance, 
and  Liquidity,  91 J.  Pol.  Econ  401  (June  1983) 
(“Diamond  &  Dybvig”);  Mark  ].  Flannery,  Financial 
Crises,  Payment  System  Problems,  and  Discount 
Window  Lending,  28  Journal  of  Money,  Credit  and 
Banking  804  (1996);  Jeffrey  A.  Miron,  Financial 
Panics,  the  Seasonality  of  the  Nominal  Interest 
Hate,  and  the  Founding  of  the  Fed,  76  American 
Economic  Review  125  (1986);  S.  Bhattacharj'a  &  D. 
Gale,  Preference  Shocks,  Liquidity,  and  Central 
Hank  Policy,  in  New  Approaches  to  Monetary 
Economics  (eds.,  W.  Barnnett  and  K.  Singleton, 
1987). 

2090  e.g.,  Gary  Gorton  &  George  Pennacchi, 

Money  Market  Funds  and  Finance  Companies:  Are 
They  the  Banks  af  the  Future?,  in  Structural  Change 
in  Banking  (Michael  Klausner  &  Lawence  J.  White, 
eds.  1993),  at  173-214. 


leveraged  position  in  the  underlying 
assets  of  the  fund  that  is  designed  to 
absorb  interest  rate  risk  and  mitigate 
default  risk,  a  provider  of  buffer  funding 
should  demand  a  return  that  reflects  the 
fund’s  aggregate  cost  of  capital  plus 
compensation  for  the  fraction  of  default 
risk  it  is  capable  of  absorbing. 

The  effectiveness  of  a  NAV  buffer  to 
protect  against  large-scale  redemptions 
during  periods  of  stress  is  predicated 
upon  whether  shareholders  expect  the 
decline  in  the  value  of  the  fund’s 
portfolio  to  be  less  than  the  value  of  the 
NAV  buffer.  Once  investors  anticipate 
that  the  buffer  will  be  depleted,  they 
have  an  incentive  to  redeem  before  it  is 
completely  depleted. 2891  jn  this  sense,  a 
NAV  buffer  that  is  not  sufficiently  large 
is  incapable  of  fully  mitigating  the 
possibility  of  a  liquidity  run.  The 
drawback  with  increasing  buffer  size  to 
address  this  risk,  however,  is  that  the 
opportunity  costs  of  operating  a  buffer 
increase  as  the  size  of  the  buffer 
increases.  Due  to  the  correlated  nature 
of  portfolio  holdings  across  money 
market  funds,  this  could  amplify 
market- wide  run  risk  if  NAV  buffer 
impairment  also  is  highly  correlated 
across  money  market  funds.  The 
incentive  to  redeem  could  be  further 
amplified  if,  as  contemplated  in  the 
FSOC  Proposed  Recommendations,  a 
NAV  buffer  failure  would  require  a 
money  market  fund  to  either  liquidate 
or  convert  to  a  floating  NAV.  If  investors 
anticipate  this  occurring,  some  investors 
that  value  principal  stability  and 
liquidity  may  no  longer  view  money 
market  funds  as  viable  investments. 

As  noted  above,  substantial  NAV 
buffers  may  be  able  to  absorb  much,  if 
not  all,  of  the  default  risk  in  the 
underlying  portfolio  of  a  money  market 
fund.  This  implies  that  any 
compensation  for  bearing  default  risk 
will  be  transferred  from  current  money 
market  fund  shareholders  to  those 
financing  the  NAV  buffer,  effectively 
converting  a  prime  money  market  fund 
into  a  fund  that  mimics  the  return  of  a 
Treasury  fund  for  current  money  market 


2001  See,  e.g..  Federal  Reserve  Bank  Presidents 
FSOC  Comment  Letter  (“The  (FSOC)  Proposal  notes 
that  a  fund  depleting  its  NAV  buffer  would  be 
required  to  suspend  redemptions  and  liquidate 
under  rule  22e-3  or  continue  operating  as  a  floating 
NAV  fund.  However,  this  sequence  of  events  could 
be  destabilizing.  Investors  in  3%  NAV  buffer  funds 
may  be  quite  risk  averse,  even  more  so  than  floating 
NAV  MMF  investors  might  be,  given  their  revealed 
preference  for  stable  NAV  shares.  If  they  foresee  a 
possible  conversion  to  floating  NAV  once  the  buffer 
is  depleted,  these  risk-averse  investors  would  have 
an  incentive  to  redeem  prior  to  conversion.  If,  on 
the  other  hand,  investors  foresee  a  suspension  of 
redemptions,  they  would  presumably  have  an  even 
stronger  incentive  to  redeem  before  facing  a 
liquidity  freeze  when  the  NAV  buffer  is  completely 
depleted.”). 
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fund  shareholders.  If  fund  managers  are 
unable  to  pass  through  the  yield 
associated  with  holding  relatively 
riskier  securities  (compared  to 
government  securities),  like  commercial 
paper  or  short-term  municipal 
securities,  to  money  market  fund 
shareholders,  it  is  likely  that  they  will 
reduce  their  investment  in  these 
securities. while  lower  yields  would 
reduce,  but  not  necessarily  eliminate, 
the  utility  of  the  product  to  investors,  it 
could  have  a  negative  impact  on  capital 
formation.  Since  the  probability  of 
breaking  the  buck  is  higher  for  a  money 
market  fund  that  invests  in  these 
relatively  riskier  securities  [e.g.,  a  fund 
with  a  WAM  of  90  days  rather  than  one 
with  a  WAM  of  60  days)  2093  and  fund 
managers  cannot  pass  through  the 
higher  associated  yields,  it  is  likely  that 
managers  will  reduce  investments  in 
these  securities  because  they  cannot 
differentiate  their  funds  on  the  basis  of 
yield. 

In  addition,  many  investors  are 
attracted  to  money  market  funds 
because  they  provide  a  stable  value  but 
have  higher  rates  of  return  than 
Treasury  securities.  These  higher  rates 
of  return  are  intended  to  compensate  for 
exposure  to  greater  credit  risk  and 
potential  volatility  than  Treasury 
securities.  As  a  result  of  funding  the 
buffer,  the  returns  to  money  market 
fund  shareholders  are  likely  to  decline, 
potentially  reducing  demand  from 
investors  who  are  attracted  to  money 
market  funds  for  their  higher  yield  than 
alternative  stable  value  investments. 

Taken  together,  the  demand  by 
investors  for  some  yield  and  the 
incentives  for  fund  managers  to  reduce 
portfolio  risk  may  impact  competition 
and  capital  formation  in  two  ways.  First, 
investors  seeking  higher  yield  may 
move  their  funds  to  other  alternative 
investment  vehicles  resulting  in  a 
contraction  in  the  money  market  fund 
industry.  In  addition,  fund  managers 
may  have  an  incentive  to  reduce  the 
funds’  investment  in  commercial  paper 
or  short-term  municipal  securities  in 
order  to  reduce  the  volatility  of  cash 


'■1092  ffut  see  supra  note  2081. 

See  DERA  Study,  supra  note  24,  at  28-31. 

See,  e.g.,  Invesco  FSOC  Comment  Letter  ("As 
a  result  of  the  ongoing  ultra-low  interest  rate 
environment,  MMF  yields  remain  at  historic  lows 
...  A  requirement  to  divert  a  portion  of  a  MMF’s 
earnings  in  order  to  build  a  NAV  buffer  would 
result  in  prime  MMF  yields  essentially  equaling 
those  of  Treasury  MMFs  (which  would  not  be 
required  to  maintain  a  buffer  under  the  Proposal). 
Faced  with  the  choice  of  equivalent  yields  but 
asymmetrical  risks,  logical  investors  would 
abandon  prime  funds  for  Treasury  funds, 
potentially  triggering  tbe  very  instability  that 
reforms  are  intended  to  prevent  and  vastly  reducing 
corporate  borrowers’  access  to  short-term 
financing.”). 


flows  and  increase  the  resilience  of  the 
NAV  buffer.  In  both  of  these  cases,  there 
may  be  an  effect  on  the  short-term 
financing  markets  if  the  decrease  in 
demand  for  short-term  securities  from 
money  market  funds  results  in  an 
increase  in  the  cost  of  capital  for  issuers 
of  commercial  paper  and  other 
securities. 

We  have  carefully  considered  the 
comments  received  on  both  the  PWG 
report  and  our  Proposing  Release 
regarding  the  NAV  buffer  alternative 
and  we  continue  to  believe  that  our 
original  analysis  of  the  costs  and 
benefits  remains  appropriate. 
Specifically,  we  continue  to  believe  that 
a  NAV  buffer  should  not  be  adopted 
because  we  feel  that  a  NAV  buffer 
would  reduce  yields  on  money  market 
funds  and  would  therefore  render  such 
funds  to  be  unattractive  to  many 
investors  to  a  greater  extent  than  the 
reforms  we  are  adopting. 

b.  Minimum  Balance  at  Risk 

As  discussed  above,  under  the  second 
alternative  in  the  FSOC  Proposed 
Recommendations,  a  1%  capital  buffer 
is  paired  with  an  MBR  or  a  holdback  of 
a  certain  portion  of  a  shareholder’s 
money  market  fund  shares. jn  the 
event  of  fund  losses,  this  alternative 
effectively  would  create  a  “waterfall” 
with  the  NAV  buffer  bearing  first  losses, 
subordinated  holdback  shares  bearing 
second  losses,  followed  by  non- 
subordinated  holdback  shares,  and 
finally  by  the  remaining  shares  in  the 
fund  (and  then  only  if  the  loss  exceeded 
the  aggregate  value  of  the  holdback 
shares).  This  allocation  of  losses,  in 
effect,  would  impose  a  “liquidity  fee” 
on  redeeming  shareholders  if  the  fund 
experiences  a  loss  that  exceeds  the  NAV 
buffer.  The  value  of  the  holdback  shares 
effectively  provides  the  non-redeeming 
shareholders  with  an  additional  buffer 
cushion  when  the  NAV  buffer  is 
exhausted.  The  Commission  did  not 
receive  any  comments  on  this 
alternative,  and,  as  discussed  below,  we 
continue  to  believe  that  a  minimum 
balance  at  risk  is  not  the  most 
appropriate  alternative  to  meet  the 
policy  goals  of  our  reforms. 

i.  Benefits  of  a  Minimum  Balance  at 
Risk 

As  discussed  in  the  Proposing 
Release,  an  MBR  requirement  could 
provide  some  benefits  to  money  market 
funds.  First,  it  would  force  redeeming 
shareholders  to  pay  for  the  cost  of 
liquidity  during  periods  of  severe 
market  stress  when  liquidity  is 


2095  FSOC  Proposed  Recommendations,  supra 
note  1 562,  at  section  V.B. 


particularly  costly.  Such  a  requirement 
could  create  an  incentive  against 
shareholders  participating  in  a  run  on  a 
fund  facing  potential  losses  of  certain 
sizes  because  shareholders  will  incur 
greater  losses  if  they  redeem. It  thus 
may  reduce  the  amount  of  less  liquid 
securities  that  funds  would  need  to  sell 
in  the  secondary  markets  at  unfavorable 
prices  to  satisfy  redemptions  and 
therefore  may  increase  stability  in  the 
short-term  financing  markets. 

Second,  it  would  allocate  liquidity 
costs  to  investors  demanding  liquidity 
when  the  fund  itself  is  under  severe 
stress.  This  would  be  accomplished 
primarily  by  making  redeeming 
shareholders  bear  first  losses  when  the 
fund  first  depletes  its  buffer  and  then 
the  fund’s  value  falls  below  its  stable 
share  price  within  30  days  after  their 
redemption.  Redeeming  shareholders 
subject  to  the  holdback  are  the  ones 
whose  redemptions  may  have 
contributed  to  fund  losses  if  securities 
are  sold  at  fire  sale  prices  to  satisfy 
those  redemptions.  If  the  fund  sells 
assets  to  meet  redemptions,  the  costs  of 
doing  so  would  be  incurred  while  the 
redeeming  investor  is  still  in  the  fund 
because  of  the  delay  in  redeeming  his  or 
her  holdback  shares.  Essentially, 
investors  would  face  a  choice  between 
redeeming  to  preserve  liquidity  and 
remaining  invested  in  the  fund  to 
protect  their  principal. 

Third,  an  MBR  would  provide  the 
fund  with  30  days  to  obtain  cash  to 
satisfy  the  holdback  portion  of  a 
shareholder’s  redemption.  This  may 
give  the  fund  time  for  distressed 
securities  to  recover  when,  for  example, 
the  market  has  acquired  additional 
information  about  the  ability  of  the 
issuer  to  make  payment  upon  maturity. 
As  of  February  28,  2014,  43%  of  prime 
money  market  fund  assets  had  a 
maturity  of  30  days  or  less.^oa^  Thus,  an 
MBR  would  provide  time  for  potential 
losses  in  fund  portfolios  to  be  avoided 
since  distressed  securities  could  trade  at 
a  heavy  discount  in  the  market  but  may 
ultimately  pay  in  full  at  maturity.  This 
added  resiliency  could  not  only  benefit 
the  fund  and  its  investors,  but  it  also 
could  reduce  the  contagion  risk  that  a 
run  on  a  single  fund  can  cause  when 
assets  are  correlated  across  the  money 
market  fund  industry. 


2096  (,  g  ^  Comment  Letter  of  Jeffrey  Gordon 

(Feb.  28,  2013)  (available  in  File  No.  FSOC-2012- 
0003)  (“Gordon  FSOC  Comment  Letter”)  (‘‘|T]he 
Minimum  Balance  at  Risk  feature  is  a  novel  way  to 
reduce  MMF  run  risk  by  imposing  some  of  the  run 
costs  on  the  users  of  MMFs.”). 

Based  on  Form  N-MFP  data,  with  maturity 
determined  in  the  same  manner  as  it  is  for  purposes 
of  computing  the  fund’s  weighted  average  life. 
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ii.  Costs  of  a  Minimum  Balance  at  Risk 

However,  we  also  recognized  that 
there  are  a  number  of  drawbacks  to  an 
MBR  requirement.  It  forces  shareholders 
that  redeem  more  than  97%  of  their 
assets  to  pay  for  any  losses,  if  incurred, 
on  the  entire  portfolio  on  a  ratable  basis. 
Rather  than  simply  delaying  redemption 
requests,  the  contingent  nature  of  the 
way  losses  are  distributed  among 
shareholders  forces  early  redeeming 
investors  to  bear  the  losses  they  are 
trying  to  avoid. 

As  discussed  in  section  III.A.l  above, 
there  may  be  a  tendency  for  a  money 
market  fund  to  meet  redemptions  by 
selling  assets  that  are  the  most  liquid 
and  have  the  smallest  capital  losses. 
Liquid  assets  may  be  sold  first  because 
managers  can  trade  at  close  to  their  non- 
distressed  valuations  because  they  do 
not  typically  experience  large  liquidity 
discounts.  Managers  also  tend  to  sell 
assets  whose  market-based  values  are 
close  to  or  exceed  amortized  cost 
because  realized  capital  gains  and  losses 
will  be  reflected  in  a  fund’s  shadow 
price.  Assets  that  are  highly  liquid  will 
not  be  sold  at  significant  discounts  to 
fair  value.  Since  the  liquidity  discount 
associated  with  the  sale  of  liquid  assets 
is  smaller  than  that  for  illiquid  assets, 
shareholders  can  continue  to 
immediately  redeem  shares  at  $1.00  per 
share  under  an  MBR  provided  the  fund 
is  capable  of  selling  liquid  assets.  Once 
a  fund  exhausts  its  supply  of  liquid 
assets,  it  will  sell  less  liquid  assets  to 
meet  redemption  requests,  possibly  at  a 
loss.  If  in  fact  assets  are  sold  at  a  loss, 
the  stable  value  of  the  fund’s  shares 
could  be  impaired,  motivating 
shareholders  to  be  the  first  to  leave. 
Therefore,  even  with  a  NAV  buffer  and 
an  MBR  there  continues  to  be  an 
incentive  to  redeem  in  times  of  fund 
and  market  stress. 

The  MBR,  which  applies  to  all 
redemptions  without  regard  to  the 
fund’s  circumstances  at  the  time  of 
redemption,  constantly  restricts  some 
portion  of  an  investor’s  holdings.  Under 
the  resulting  continuous  impairment  of 
full  liquidity,  many  current  investors 
who  value  liquidity  in  money  market 
funds  may  shift  their  investment  to 
other  short-term  investments  that  offer 
higher  yields  or  fewer  restrictions  on 


2098  5ee,  e.g.,  Comment  Letter  of  Federated 
Investors,  Inc.  (Dec.  17,  2012)  (available  in  File  No. 
FSOC-201 2-0003)  (“The  data,  analyses,  survey's 
and  other  commentaiy'  in  the  SEC’s  docket  show 
convincingly  that  the  MBR/capital  proposal’s 
impact  in  reducing  runs  is  speculative  and 
unproven  and  in  fact  could  and  likely  would 
precipitate  runs  under  certain  circumstances.”); 
Comment  Letter  of  Charles  Schwab  Oan.  17,  2013) 
(available  in  File  No.  FSOC-201 2-0003)  (“|l]t  is  not 
clear  to  us  that  holding  back  a  certain  percentage 
of  a  client’s  funds  would  reduce  run  risk.”) 


redemptions.  A  reduction  in  the  number 
of  money  market  funds  and/or  the 
amount  of  money  market  fund  assets 
under  management  as  a  result  of  any 
further  money  market  fund  reforms 
would  have  a  greater  negative  impact  on 
money  market  fund  sponsors  whose 
fund  groups  consist  primarily  of  money 
market  funds,  as  opposed  to  sponsors 
that  offer  a  more  diversified  range  of 
mutual  funds  or  engage  in  other 
financial  activities  [e.g.,  brokerage). 
Given  that  money  market  funds’  largest 
commercial  paper  exposure  is  to 

issuances  by  financial  institutions,2099  g 
reduction  in  the  demand  of  money 
market  instruments  may  have  an  impact 
on  the  ability  of  financial  institutions  to 
issue  commercial  paper. 

The  MBR  woula  introduce  additional 
complexity  to  what  to-date  has  been  a 
relatively  simple  product  for  investors 
to  understand.  For  example,  requiring 
shareholders  that  redeem  more  than 
97%  of  their  balances  to  bear  the  first 
loss  creates  a  cash  flow  waterfall  that  is 
complex  and  that  may  be  difficult  for 
unsophisticated  investors  to  understand 
fully. 2101 

Implementing  an  MBR  could  involve 
significant  operational  costs.  These 
would  include  costs  to  convert  existing 
shares  or  issue  new  holdback  and 
subordinated  holdback  shares  and 
changes  to  systems  that  would  allow 
record-keepers  to  account  for  and  track 
the  MBR  and  allocation  of  unrestricted, 
holdback  or  subordinated  holdback 
shares  in  shareholder  accounts.  We 
expect  that  these  costs  would  vary 
significantly  among  funds  depending  on 
a  variety  of  factors.  In  addition,  funds 
subject  to  an  MBR  may  have  to  amend 
or  adopt  new  governing  documents  to 
issue  different  classes  of  shares  with 
different  rights:  unrestricted  shares, 
holdback  shares,  and  subordinated 
holdback  shares. 2102  xhe  costs  to  amend 


■^090  See  supra  section  1II.K.3. 

2190  See,  e.g.,  Wells  Fargo  FSOC  Comment  Letter 
(“tbe  MBR  requirement  would  have  the  anticipated 
impact  of  driving  investors  and  sponsors  out  of 
money  market  funds.  We  expect  that  the  resulting 
contraction  of  assets  in  the  money  market  fund 
industry  would,  in  turn,  have  disruptive  effects  on 
the  short-term  money  markets,  decrease  the  supply 
of  capital  and/or  raise  the  cost  of  borrowing  for 
businesses,  states,  municipalities  and  other  local 
governments  that  rely  on  money  market  funds,  and 
jeopardize  the  fragile  state  of  the  economy  and  its 
long-term  grow'th  prospects.”). 

'■‘101  Several  commenters  have  noted  that  the  MBR 
would  be  confusing  to  retail  investors.  See,  e.g.. 
Comment  Letter  of  Fidelity  Investments  (Feb.  14, 
2013)  (available  in  File  No.  FSOC-201 2-0003); 
Comment  Letter  of  T.  Rowe  Price  (Jan.  30,  2013) 
(available  in  File  No.  FSOC-201 2-0003). 

One  commenter  on  the  PWG  Report 
suggested  that  the  MBR  framework  may  be  achieved 
by  issuing  different  classes  of  shares  with 
conversion  features  triggered  by  shareholder 
activity.  See  Comment  Letter  of  Federated  Investors, 


governing  documents  would  vary  based 
on  the  jurisdiction  in  which  the  fund  is 
organized  and  the  amendment  processes 
enumerated  in  the  fund’s  governing 
documents,  including  whether  board  or 
shareholder  approval  is  necessary. 2102 
The  costs  of  obtaining  shareholder 
approval,  amending  governing 
documents,  or  changing  domicile  would 
depend  on  a  number  of  factors, 
including  the  size  and  the  number  of 
shareholders  of  the  fund. 2104 

As  noted  above,  we  did  not  receive 
any  comments  on  the  MBR  alternative 
based  on  om  discussion  of  it  in  the 
Proposing  Release  and  we  continue  to 
believe  that  overall,  the  complexity  of 
an  MBR  may  be  more  costly  for 
unsophisticated  investors  because  they 
may  not  fully  appreciate  the 
implications.  In  addition,  money  market 
funds  and  their  intermediaries  (and 
money  market  fund  shareholders  that 
have  in  place  cash  management 
systems)  could  incur  potentially 
significant  operational  costs  to  modify 
their  systems  to  reflect  a  MBR 
requirement.  We  believe  that  an  MBR 
coupled  with  a  NAV  buffer  would  turn 
money  market  funds  into  a  more 
complex  instrument  whose  valuation 
may  become  more  difficult  for  investors 
to  understand. 

3.  Alternatives  in  the  PWG  Report 

As  discussed  in  the  Proposing 
Release,  we  considered  each  option 
discussed  in  the  President’s  Working 
Group  on  Financial  Markets,  which 
published  a  report  on  money  market 
fund  reform  options  in  2010  (the  “PWG 


Inc.  (Mar.  16,  2012)  (available  in  File  No.  4-619). 
Multiple  class  structures  are  common  among  funds 
offering  different  arrangements  for  tbe  payment  of 
distribution  costs  and  related  shareholder  services. 
Funds  have  also  developed  the  operational  capacity 
to  track  and  convert  certain  share  classes  to  others 
based  on  the  redemption  activity  of  the  shareholder. 
See  Mutual  Fund  Distribution  Fees;  Confirmations, 
Investment  Company  Act  Release  No.  29367  (July 
21,  2010)  [75  FR  47064  (Aug.  4,  2010)],  at  section 
III.D.l.b. 

2103  Sec  Comment  Letter  of  Federated  Investors, 
Inc.  (Re:  Alternative  2)  (Jan.  25.  2013)  (available  in 
File  No.  FSOC-201 2-0003):  March  2012  PWG 
Comment  Letter. 

2104  Other  factors  may  include  the  concentration 
of  fund  shares  among  certain  shareholders,  the 
number  of  objecting  beneficial  owners  and  non¬ 
objecting  beneficial  owners  of  street  name 
shareholders,  whether  certain  costs  can  be  shared 
among  funds  in  the  same  family,  whether  the  fund 
employs  a  proxy  solicitor  and  the  services  the  proxy 
solicitor  may  provide,  and  whether  the  fund,  in 
connection  with  sending  a  proxy  statement  to 
shareholders,  uses  the  opportunity  to  have 
shareholders  vote  on  other  matters.  Other  matters 
that  may  be  set  forth  in  the  proxy  materials  include 
the  election  of  directors,  a  change  in  investment 
objectives  or  fundamental  investment  restrictions, 
and  fund  reorganization  or  re-domicile. 
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Report”). We  discussed  these 
alternatives  in  the  Proposing  Release, 
and  the  comments  that  we  had  received 
on  several  of  these  alternatives,  as 
discussed  helow.  We  have  decided  not 
to  pursue  these  options  because  we 
believe,  after  considering  the  comments 
we  received  on  the  PWG  Report,  as  well 
as  the  comments  we  received  on  the 
Proposing  Release  and  the  economic 
analysis  set  forth  in  this  Release,  that 
they  would  not  achieve  our  regulatory 
goals  as  well  as  the  package  of  reforms 
that  we  are  adopting  today.  We  discuss 
below  these  options,  and  our  principal 
reasons  for  not  adopting  them.^’oe 

a.  Private  Emergency  Liquidity  Facility 

As  discussed  in  the  Proposing 
Release,  one  option  outlined  by  the 
PWG  Report,  is  a  private  emergency 
liquidity  facility  (“LF”)  for  money 
market  funds. 2107  Q^e  comment  letter 
on  the  PWG  Report  proposed  a  structure 
for  such  a  facility  in  some  detail. 

Under  this  proposal,  the  LF  would  be 
organized  as  a  state-chartered  bank  or 
trust  company.  Sponsors  of  prime 
money  market  funds  would  be  required 
to  provide  initial  capital  to  the  LF  in  an 
amount  based  on  their  assets  under 
management  up  to  4.9%  of  the  LF’s  total 
initial  equity,  but  with  a  minimum 
investment  amount.  The  LF  also  would 
charge  participating  funds  commitment 
fees  of  3  basis  points  per  year  on  fund 
assets  under  management.  Finally,  at 
the  end  of  its  third  year,  the  LF  would 
issue  to  third  parties  time  deposits 
paying  a  rate  approximately  equal  to  the 
3-month  bank  GD  rate.  The  LF  would  be 
designed  to  provide  initially  $7  billion 
in  backup  redemption  liquidity  to  prime 
money  market  funds,  $12.3  billion  at  the 
end  of  the  first  year,  $30  billion  at  the 
end  of  five  years,  and  $50-55  billion  at 
the  end  of  year  10  (these  figures  take 
into  account  the  LF’s  ability  to  expand 
its  capacity  by  borrowing  through  the 
Federal  Reserve’s  discount  window). 

The  LF  would  be  leveraged  at  inception, 
but  would  seek  to  achieve  and  maintain 
a  minimum  leverage  ratio  of  5%.  Each 


Report  of  the  President’s  Working  Group  on 
Financial  Markets,  Money  Market  Fund  Reform 
Options  (Oct.  2010)  ("PWG  Report’’)  available  at 
http://wmv.treasur}'.gov/press-center/press- 
relcases/Docu  ments/ 

10.21  %20PWG%20Report%20FinaI.pdf.  The 
members  of  the  PWG  included  the  Secretary  of  the 
Treasury  Department  (as  chairman  of  the  PWG),  the 
Ghairman  of  the  Board  of  Governors  of  the  Federal 
Reserve  System,  the  Chairman  of  the  SEC,  and  the 
Ghairman  of  the  Commodity  Futures  Trading 
Commission. 

2io6We  note  we  may  not  have  the  legal  authority 
to  implement  some  of  the  alternatives  discussed 
below,  even  were  we  to  find  that  they  might  help 
achieve  our  regulatory  goals. 

See  PWG  Report,  supra  note  506,  at  23-25. 

ICI  Jan  2011  PWG  Comment  Letter. 


fund  would  be  able  to  obtain  a 
maximum  amount  of  cash  from  the  LF. 
The  LF  would  not  provide  credit 
support.  It  would  not  provide  liquidity 
to  a  fund  that  had  “broken  the  buck”  or 
would  “break  the  buck”  after  using  the 
LF.  There  also  would  be  eligibility 
requirements  for  money  market  fund 
access  to  the  LF. 

Participating  funds  would  elect  a 
board  of  directors  that  would  oversee 
the  LF,  with  representation  from  large, 
medium,  and  smaller  money  market 
fund  complexes.  The  LF  would  have 
restrictions  on  the  securities  that  it 
could  purchase  from  funds  seeking 
liquidity  and  on  the  LF’s  investment 
portfolio.  The  LF  would  be  able  to 
pledge  approved  securities  (less  a 
haircut)  to  the  Federal  Reserve  discount 
window.  We  note  that  the  interaction 
with  the  Federal  Reserve  discount 
window  (as  well  as  the  bank  structure 
of  the  LF)  means  that  the  Gommission 
does  not  have  regulatory  authority  to 
create  the  LF. 

An  LF  could  lessen  and  internalize 
some  of  the  liquidity  risk  of  money 
market  funds  that  contributes  to  their 
vulnerability  to  liquidity  runs  by  acting 
as  a  purchaser  of  last  resort  if  a  liquidity 
event  is  triggered.  It  also  could  create 
efficiency  gains  by  pooling  this  liquidity 
risk  within  the  money  market  fund 
industry. 09  Commenters  on  the  PWG 
Report  addressing  this  option  generally 
supported  the  concept  of  the  LF,  stating 
that  it  would  facilitate  money  market 
funds  internalizing  the  costs  of  liquidity 
and  other  risks  associated  with  their 
operations  through  the  cost  of 
participation.  In  addition,  such  a  facility 
could  reduce  contagion  effects  by 
limiting  the  need  for  fire  sales  of  money 
market  fund  assets  to  satisfy  redemption 
pressures.  21 19 

However,  several  commenters 
expressed  reservations  regarding  this 
reform  option.  For  example,  one 
commenter  supported  “the  idea”  of 
such  a  facility  “in  that  it  could  provide 
an  incremental  liquidity  cushion  for  the 
industry,”  but  noted  that  “it  is  difficult 
to  ensure  that  [a  liquidity  facility]  with 
finite  purchasing  capacity  is  fairly 
administered  in  a  crisis  .  .  .  ,  [wlrich] 
could  lead  to  [money  market  funds] 
attempting  to  optimize  the  outcome  for 
themselves,  rather  than  working 


2iouThe  liquidity  facility  would  function  in  a 
fashion  similar  to  private  deposit  insurance  for 
banks.  For  the  economics  of  using  a  liquidity 
facility  to  stop  runs,  see  Diamond  &  Dybvig,  supra 
note  2089. 

^”“See,  e.g.,  IGI  Jan  2011  PWG  Comment  Letter; 
Letter  of  the  Dreyfus  Corporation  (Jan.  10,  2011) 
(available  in  File  No.  4-619)  (“Dreyfus  PWG 
Comment  Letter’’);  Comment  Letter  of  F’ederated 
Investors,  Inc.  (Jan.  7,  2011)  (available  in  P'ile  No. 
4-619). 


cooperatively  to  solve  a  systemic 
crisis.”  2111  This  commenter  also  stated 
that  shared  capital  “poses  the  danger  of 
increased  risk-taking  by  industry 
participants  who  believe  that  they  have 
access  to  a  large  collective  pool  of 
capital.”  2i'‘2  Another  commenter, 
although  “receptive  to  a  private 
liquidity  facility,”  expressed  concern 
that  the  facility  itself  might  be 
vulnerable  to  runs  if  the  facility  raises 
funding  through  the  short-term 
financing  markets.2113  This  commenter 
also  noted  other  challenges  in  designing 
such  a  facility,  including  governance 
issues  and  “the  fact  that  because  of  its 
size,  the  liquidity  facility  would  only  be 
able  to  address  the  liquidity  needs  of  a 
very  limited  number  of  funds  and 
would  not  be  able  to  meet  the  needs  of 
the  entire  industry  in  the  event  of  a 
run.”  2114  Another  commenter  expressed 
concerns  that  “the  costs,  infrastructure 
and  complications  associated  with 
private  liquidity  facilities  are  not  worth 
the  minimal  liquidity  that  would  be 
provided.”  2115  Finally,  another 
commenter  echoed  this  concern,  stating: 

[a  private  liquidity  facility]  cannot  possibly 
eliminate  completely  the  risk  of  breaking  the 
buck  without  in  effect  eliminating  maturity 
transformation,  for  instance  through  the 
imposition  of  capital  and  liquidity  standards 
on  the  private  facilities.  Thus,  in  the  case  of 
a  pervasive  financial  shock  to  asset  values, 
[money  market  fund]  shareholders  will 
almost  certainly  view  the  presence  of  private 
facilities  as  a  weak  reed  and  widespread  runs 
are  likely  to  develop.  In  turn,  government  aid 
is  likely  to  flow.  Because  shareholders  will 
expect  government  aid  in  a  pervasive 
financial  crisis,  shareholder  and  [money 
market  fund]  investment  decisions  will  be 
distorted.  Therefore,  we  view  emergency 
facilities  as  perhaps  a  valuable  enhancement, 
but  not  a  reliable  overall  solution  either  to 
the  problem  of  runs  or  to  the  broader 
problem  of  distorted  investment 
decisions. ^’’9 

A  private  liquidity  facility  was  also 
discussed  at  the  2011  Roundtable, 
where  many  participants  made  points 


Comment  Letter  of  BlackRock  Inc.  (Jan.  10, 
2011)  (available  in  File  No.  4-619)  ("BlackRock 
FWG  Comment  Letter”). 

In  the  case  of  deposit  insurance,  bank 
capital  is  used  to  overcome  the  moral  hazard 
problem  of  excessive  risk  taking.  Sec,  e.g.,  Berger, 
supra  note  2088;  Michael  C.  Keeley  &  Frederick  T. 
Furlong,  A  Reexamination  of  Mean-Variance 
Analysis  of  Bank  Capital  Regulation,  14  J.  of 
Banking  and  Fin.  69  (1990). 

^”3Comment  Letter  of  Wells  Fargo  Funds 
Management,  LLC  (Jan.  10,  2011)  (available  in  k’ile 
No.  4-619)  (“Wells  Fargo  PWG  Comment  Letter”). 

^”®Comment  Letter  of  Fidelity  Investments  (Jan. 
10,  2011)  (available  in  File  No.  4-619)  (“Fidelity  Jan 
2011  PWG  Comment  Letter”). 

Comment  Letter  of  L’ederal  Reserve  Bank  of 
Richmond  (Jan.  10,  2011)  (available  in  File  No. 
4-619)  (“Richmond  Fed  PWG  Comment  Letter”). 
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and  expressed  concerns  similar  to  those 
discussed  above. 

The  Commission  did  not  receive  any 
comments  regarding  this  alternative 
after  we  proposed  our  reforms. 

However,  as  noted  in  the  Proposing 
Release,  we  have  considered  comments 
on  the  PWG  Report,  and  our  staff  has 
spent  considerable  time  evaluating 
whether  an  LF  would  successfully 
mitigate  the  risk  of  liquidity  runs  in 
money  market  funds  and  change  the 
economic  incentives  of  market 
participants.  We  continue  to  believe  that 
this  alternative  should  not  be  adopted 
for  the  reasons  discussed  in  the 
Proposing  Release,  including,  foremost 
because  we  are  concerned  that  a  private 
liquidity  facility  would  not  have 
sufficient  purchasing  capacity  in  the 
event  of  a  widespread  run  without 
access  to  the  Federal  Reserv^e’s  discount 
window  and  we  do  not  have  legal 
authority  to  grant  discount  window 
access  to  an  LF.  Access  to  the  discount 
window  would  raise  complicated  policy 
considerations  and  likely  would  require 

legislation. addition,  such  a 

facility  would  not  protect  money  market 
funds  from  capital  losses  triggered  by 
credit  events  as  the  facility  would 
purchase  securities  at  the  prevailing 
market  price.  Thus,  we  are  concerned 
that  such  a  facility  without  additional 
loss  protection  would  not  sufficiently 


See,  e.g.,  Roundtable  Transcript,  supra  note 
63.  (Brian  Reid,  Investment  Company  Institute) 
(discussing  the  basic  concept  for  a  private  liquidity 
facility'  as  proposed  by  the  Investment  Company 
Institute  and  its  potential  advantages  providing 
additional  liquidity  to  money  market  funds  when 
market  makers  were  unwilling  or  unable  to  do  so); 
(Paul  Tucker,  Bank  of  England)  (discussing  the 
potential  policy  issues  involved  in  the  Federal 
Resen'e  extending  discount  window  access  to  such 
a  facility);  (Daniel  K.  Tarullo,  Federal  Reserve 
Board)  (discussing  the  potential  policy  issues 
involved  in  the  Federal  Reserv'e  extending  discount 
window  access  to  such  a  facility);  (Jeffrey  A. 
Goldstein,  Department  of  Treasury)  (questioning 
whether  there  were  potential  capacity  issues  with 
such  a  facility);  (Sheila  C.  Bair,  Federal  Deposit 
Insurance  Corporation)  (stating  her  belief  that  “the 
better  approach  would  be  to  trj'  to  reduce  or 
eliminate  the  systemic  risk,  as  opposed  to  just  kind 
of  acknowledge  it”  and  institutionalize  a  “bailout 
facility”  in  a  way  that  would  exacerbate  moral 
hazard). 

2”®  See,  e.g.,  id.  (Paul  Tucker,  Bank  of  England) 
(“As  1  understand  it,  this  is  a  bank  whose  sole 
purpose  is  to  stand  between  the  Federal  Reser\'e 
and  the  money  market  mutual  fund  industry'.  If  1 
think  about  that  as  a  central  banker,  I  think  ‘So,  I’m 
lending  to  the  money  market  mutual  fund  industry.’ 
What  do  I  think  about  the  regulation  of  the  money 
market  mutual  fund  industry?  .  .  .  And  the  other 
thought  I  think  I  would  have  is  .  .  .‘If  the  money 
market  mutual  fund  industry'  can  do  this,  what’s  to 
stop  other  parts  of  our  economy  doing  this  and 
tapping  into  the  special  ability  of  the  central  bank 
to  create  liquidity’ .  .  .  It’s  almost  to  bring  out  the 
enormity  of  the  idea  that  you  have  floated  .  .  .it’s 
posing  very  big  questions  indeed,  about  who  should 
have  direct  access  and  to  the  nature  of  the  monetary 
economy.”) 


prevent  widespread  liquidity-induced 
runs  on  money  market  funds. 

We  also  continue  to  be  concerned 
about  the  conflicts  of  interest  inherent 
in  any  such  facility  given  that  it  would 
be  managed  by  a  diverse  money  market 
fund  industry,  not  all  of  whom  may 
have  the  same  interests  at  all  times. 
Participating  money  market  funds 
would  be  of  different  sizes  and  the 
governance  arrangements  would 
represent  some  fund  complexes  and  not 
others.  There  may  be  conflicts  relating 
to  money  market  funds  whose  nature  or 
portfolio  makes  them  more  or  less  likely 
to  ever  need  to  access  the  LF.  The  LF 
may  face  conflicts  allocating  limited 
liquidity  resources  during  a  crisis,  and 
choosing  which  funds  gain  access  and 
which  do  not.  To  be  successful,  an  LF 
would  need  to  be  managed  such  that  it 
sustains  its  credibility,  particularly  in  a 
crisis,  and  does  not  distort  incentives  in 
the  market  to  favor  certain  business 
models  or  types  of  funds. 

These  potential  issues  collectively 
created  a  concern  that  such  a  facility 
may  not  prove  effective  in  a  crisis  and 
thus  we  would  not  be  able  to  achieve 
our  regulatory  goals  of  reducing  money 
market  funds’  susceptibility  to  liquidity 
runs  and  the  corresponding  impacts  on 
investor  protection  and  capital 
formation.  Combined  with  our  lack  of 
authority  to  create  an  LF  bank  with 
access  to  the  Federal  Reserve’s  discount 
window,  these  concerns  ultimately  have 
led  us  to  not  pursue  this  alternative. 

b.  Insurance 

As  discussed  in  the  Proposing 
Release,  we  also  considered  whether 
money  market  funds  should  be  required 
to  carry  some  form  of  public  or  private 
insurance,  similar  to  bank  accounts  that 
carry  Federal  Deposit  Insurance 
Corporation  deposit  insurance,  which 
has  played  a  central  role  in  mitigating 
the  risk  of  runs  on  banks.  2119  The 
Treasury’s  Temporary  Guarantee 
Program  helped  slow  the  run  on  money 
market  funds  in  September  2008,  and 
thus  we  naturally  considered  whether 
some  form  of  insurance  for  money 
market  fund  shareholders  might 
mitigate  the  risk  of  liquidity  runs  in 
money  market  funds  and  their 
detrimental  impacts  on  investors  and 
capital  format! on. 21 20  insurance  might 


See  generally  Charles  W.  Calomiris,  Is 
Deposit  Insurance  Necessary'?  A  Historical 
Perspective,  50  J.  Econ.  Hist.  283  (1990);  Rita 
Carisano,  Deposit  Insurance:  Theory,  Policy  and 
Evidence  (1992);  Diamond  &  Dybvig,  supra  note 
2089. 

2’2oyvuthority  for  a  guarantee  program  like  the 
Temporarj'  Guarantee  Program  for  Money  Market 
Funds  has  since  been  removed.  See  Emergency 
Economic  Stabilization  Act  of  2008  §  131(b),  12 
U.S.C.  5236  (2008)  (prohibiting  the  Secretary  of 


replace  money  market  funds’  historical 
reliance  on  discretionary  sponsor 
support,  which  has  covered  capital 
losses  in  money  market  funds  in  the 
past  but,  as  discussed  above,  also 
contributes  to  these  funds’  vulnerability 
to  liquidity  runs. 

As  noted  in  the  Proposing  Release, 
although  a  few  commenters  on  the  PWG 
Report  expressed  some  support  for  a 
system  of  insurance  for  money  market 
funds, 2121  most  opposed  this  potential 
reform  option. 2122  Those  commenters 
expressed  concern  that  government 
insurance  would  create  moral  hazard 
and  encourage  excessive  risk  taking  by 
funds. 2123  They  also  asserted  that  such 
insurance  could  distort  capital  flows 
from  bank  deposits  or  government 
money  market  funds  into  prime  money 
market  funds,  and  that  this 
disintermediation  could  and  likely 
would  cause  significant  disruption  to 
the  banking  system  and  the  money 
market. 2124  Pqj.  example,  one 
commenter  stated  that: 

“If  the  insurance  program  were  partial  (for 
example,  capped  at  $250,000  per  account), 
many  institutional  investors  likely  would 
invest  in  this  partially  insured  product  rather 
than  directly  in  the  market  or  in  other  cash 
pools  because  the  insured  funds  would  offer 
liquidity,  portfolios  that  were  somewhat  less 
risky  than  other  pools,  and  yields  only 
slightly  lower  than  alternative  cash  pools. 
Without  insurance  covering  the  full  value  of 
investors’  account  balances,  however,  there 
would  still  be  an  incentive  for  these  investors 
to  withdraw  the  uninsured  portion  of  their 
assets  from  these  funds  during  periods  of 
severe  market  stress.”  2125 


Treasury  from  using  the  Exchange  Stabilization 
Fund  for  the  establishment  of  any  future  guaranty 
programs  for  the  U.S.  money  market  fund  industry’)- 

2’ 21  See,  e.g.,  Richmond  Fed  PWG  Gomment 
Letter  (stating  that  insurance  would  be  a  second 
best  solution  for  mitigating  the  risk  of  runs  in 
money  market  funds  after  a  floating  net  asset  value 
because  insurance  premiums  and  regulation  are 
difficult  to  calibrate  correctly,  so  distortions  would 
likely  remain):  Gomment  Letter  of  Paul  A.  Volcker 
(Feb.  11,  2011)  (available  in  File  No.  4-619) 
(“Volcker  PWG  Comment  Letter”)  (stating  that 
money  market  funds  wishing  to  retain  a  stable  net 
asset  value  should  reorganize  as  special  purpose 
banks  or  “submit  themselves  to  capital  and 
supervisor)'  requirements  and  FDIC-type  insurance 
on  the  funds  under  deposit”). 

2’ 22  See,  e.g..  Comment  Letter  of  the  American 
Bankers  Association  Qan.  10,  2011)  (available  in 
File  No.  4-619)  (“American  Bankers  PWG  Comment 
Letter”);  BlackRock  PWG  Comment  Letter;  Dreyfus 
PWG  Comment  Letter;  Fidelity  Jan  2011  PWG 
Comment  Letter;  Wells  Fargo  PWG  Comment  Letter; 
Comment  Letter  of  John  M.  Winters  (Jan.  5,  2011) 
(available  in  File  No.  4-619)  (“Winters  PWG 
Comment  Letter”). 

2’ 23  See,  e.g.,  American  Bankers  PWG  Comment 
Letter;  BlackRock  PWG  Comment  Letter;  ICI  Jan 
2011  PWG  Comment  Letter;  Wells  Fargo  PWG 
Comment  Letter. 

2’ 2-1  See,  e.g.,  ICI  Jan  2011  PWG  Comment  Letter; 
Wells  Fargo  PWG  Comment  Letter. 

2’ 25  See  ICI  Jan  201 1  PWG  Comment  Letter. 
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Commenters  stated  that  with  respect 
to  private  insurance,  it  has  been  made 
available  in  the  past  but  the  product 
proved  unsuccessful  due  to  its  cost  and 
in  the  future  would  be  too  costly. 

They  also  stated  that  they  did  not 
believe  any  private  insmance  coverage 
would  have  sufficient  capacity. 2^27 
However,  some  commenters  on  our 
Proposing  Release  supported  a  system  of 
insurance  for  money  market  funds, 
noting  that  historically  insurance  has 
provided  stability  during  times  of 

stress.  21 28 

We  have  carefully  considered  the 
comments  on  the  PWG  Report  and  om 
Proposing  Release.  However, 
considering  foremost  that  we  do  not 
have  regulatory  authority  to  create  a 
public  insurance  scheme  for  money 
market  funds,  we  are  not  pursuing  this 
option.  Separately,  we  continue  to 
believe  that  it  would  not  achieve  our 
goal,  among  others,  of  materially 
reducing  the  contagion  effects  from 
heavy  redemptions  at  money  market 
funds  without  undue  costs.  We  have 
made  this  determination  based  on 
money  market  fund  insurance’s 
potential  for  creating  moral  hazard  and 
encouraging  excessive  risk-taking  by 
money  market  funds,  given  the 
difficulties  and  costs  involved  in 
creating  effective  risk-based  pricing  for 
insurance  and  additional  regulatory 
structure  to  offset  this  incentive. 29  jf 
insurance  actually  increases  moral 
hazard  and  decreases  corresponding 
market  discipline,  it  may  in  fact 
increase  rather  than  decrease  money 
market  funds’  susceptibility  to  liquidity 
runs.  If  the  only  way  to  counter  these 
incentives  was  by  imposing  a  very 
costly  regulatory  structure  and  risk- 
based  pricing  system  our  reforms 
potentially  offer  a  better  ratio  of  benefits 
to  associated  costs.  Finally,  we  were 
concerned  with  the  difficulty  of  creating 
private  insurance  at  an  appropriate  cost 
and  of  sufficient  capacity  for  a  several 
trillion-dollar  industry  that  tends  to 
have  highly  correlated  tail  risk.  All  of 
these  considerations  have  led  us  to  not 
pursue  this  option  further. 

See,  e.g.,  BlackRock  PWG  Comment  Letter; 
Fidelity  Jan  2011  PWG  Comment  Letter;  Dreyfus 
PWG  Comment  Letter;  Wells  Fargo  PWG  Comment 
l.etter;  Winters  PWG  Comment  Letter. 

See,  e.g.,  BlackRock  PWG  Comment  Letter; 
Fidelity  Jan  2011  PWG  Comment  Letter;  Wells 
Fargo  PWG  Comment  Letter;  Winters  PWG 
Comment  Letter. 

See  Comment  Letter  of  John  Chang  (June  27, 

201 3J  (“Chang  Comment  Letter”J;  Comm,  on  Cap. 

Mkt.  Reg.  Comment  Letter. 

^’20  See,  e.g.,  Yuk-Shee  Chan  et  al.,  Is  Fairly 
Priced  Deposit  Insurance  Possible?,  47  J.  Fin.  227 
(1992J. 


c.  Special  Purpose  Bank 

In  the  Proposing  Release,  we  also 
evaluated  whether  money  market  funds 
should  be  regulated  as  special  purpose 
banks.  Stable  net  asset  value  money 
market  fund  shares  can  bear  some 
similarity  to  bank  deposits. 2120  Some 
aspects  of  bank  regulation  could  be  used 
to  mitigate  some  of  the  risks  described 
in  section  II  above. 212^  Money  market 
funds  could  benefit  from  access  to  the 
special  purpose  bank’s  capital, 
government  deposit  insurance  and 
emergency  liquidity  facilities  from  the 
Federal  Reserve  on  terms  codified  and 
well  understood  in  advance,  and  thus 
with  a  clearer  allocation  of  risks  among 
market  participants.  We  did  not  receive 
any  comments  on  this  alternative. 

As  the  PWG  Report  noted,  and  as 
commenters  reinforced,  there  are  a 
number  of  drawbacks  to  regulating 
money  market  funds  as  special  purpose 
banks.  Although  a  few  commenters 
expressed  some  support  for  this 
option, 2122  almost  all  commenters  on 
the  PWG  Report  addressing  this  possible 
reform  option  opposed  it. 21 23  Some 
commenters  stated  that  the  costs  of 
converting  money  market  funds  to 
special  purpose  banks  would  likely  be 
large  relative  to  the  costs  of  simply 
allowing  more  of  this  type  of  cash 
management  activity  to  be  absorbed  into 
the  existing  banking  sector.2^24  others 
expressed  concern  that  regulating 
money  market  funds  as  special  purpose 
banks  would  radically  change  the 
product,  make  it  less  attractive  to 
investors  and  thereby  have  unintended 
consequences  potentially  worse  than  the 
mitigated  risk,  such  as  leading 
sophisticated  investors  to  move  their 
funds  to  unregulated  or  offshore  money 
market  fund  substitutes  and  thereby 
limiting  the  applicability  of  the  current 

supra  note  2090  and  accompanying  text. 

2131 /d, 

2132  See  Volcker  PWG  Comment  Letter  (“MMMFs 
that  desire  to  offer  their  clients  bank-like 
transaction  services  .  .  .  and  promises  of 
maintaining  a  constant  or  stable  net  asset  value 
(NAVJ,  should  either  be  required  to  organize 
themselves  as  special  purpose  banks  or  submit 
themselves  to  capital  and  supervisory  requirements 
and  FDIC-type  insurance  on  funds  under  deposit.”!; 
Winters  PWG  Comment  Letter  (supporting  it  as  the 
third  best  option,  stating  that  “|ajs  long  as  the 
federal  government  continues  to  be  the  only  viable 
source  of  large  scale  back-up  liquidity  for  MMFs, 

it  is  intellectually  dishonest  to  pretend  that  MMFs 
are  not  the  functional  equivalent  of  deposit-taking 
banks.  Thus,  inclusion  in  the  federal  banking 
system  is  warranted.”!. 

2133  BlackRock  PWG  Comment  Letter; 
Fidelity  Jan  2011  PWG  Comment  Letter;  ICl  Jan 
2011  PWG  Comment  Letter;  Comment  Letter  of  the 
Institutional  Money  Market  Funds  Association  (Jan. 
10,  201  Ij  (available  in  File  No.  4-61 9j  (“IMMF 
Comment  Letter”!. 

2134  See,  e.g.,  Richmond  Fed  PWG  Comment 
Letter;  ICl  Jan  201 1  PWG  Comment  Letter. 


money  market  fund  regulatory  regime 
and  creating  additional  systemic 
risk.2125  Pqp  example,  one  of  these 
commenters  stated  that  transforming 
money  market  funds  into  special 
purpose  banks  would  create 
homogeneity  in  the  financial  regulatory 
scheme  by  relying  on  the  bank  business 
model  for  all  short-term  cash 
investments  and  that  “[g]iven  the 
unprecedented  difficulties  the  banking 
industry  has  experienced  recently,  it 
seems  bizarre  to  propose  that  [money 
market  funds]  operate  more  like  banks, 
which  have  absorbed  hundreds  of 
billions  of  dollars  in  government  loans 
and  handouts.”  2126  Some  pointed  to  the 
differences  between  banks  and  money 
market  funds  as  justifying  different 
regulatory  treatment,  and  expressed 
concern  that  concentrating  investors’ 
cash  management  activity  in  the 
banking  sector  could  increase  systemic 

risk. 2127 

Foremost,  we  are  not  pursuing  this 
option  because  we  lack  regulatory 
authority  to  transform  money  market 
funds  into  special  purpose  banks. 
Separately,  however,  we  continue  to 
believe  that  the  potential  costs  involved 
in  creating  a  new  special  purpose  bank 
regulatory  framework  to  govern  money 
market  funds  are  not  justified.  In 
addition,  given  our  view  that  money 
market  funds  have  some  features  similar 
to  banks  but  other  aspects  quite 
different  from  banks,  applying 
substantial  parts  of  the  bank  regulatory 
regime  to  money  market  funds  would 
not  be  well  tailored  to  the  structure  of 
and  risks  involved  in  money  market 
funds  compared  to  the  reforms  we  are 
adopting  in  this  Release.  As  noted 
above,  we  received  no  comments  on  this 
alternative  after  the  Proposing  Release 
was  issued.  After  considering  our  lack 
of  regulatory  authority  to  transform 
money  market  funds  into  special 
purpose  banks  as  well  as  the  views 
expressed  in  the  PWG  comment  letters 
and  for  the  reasons  set  forth  above,  we 
continue  to  believe  that  transforming 
money  market  funds  into  special 
purpose  banks  is  not  the  most 
appropriate  reform. 

d.  Dual  Systems  of  Money  Market  Funds 

In  the  Proposing  Release,  we 
evaluated  options  that  would  institute  a 
dual  system  of  money  market  funds, 
where  either  institutional  money  market 

2135  g  g  _  Comment  Letter  of  tlie  Mutual  Fund 
Directors  Forum  (Jan.  10,  2011 J  (available  in  File 
No.  4-6I9J  (“MFDF  PWG  Comment  Letter”!; 

Fidelity  Jan  201 1  PWG  Comment  Letter;  ICl  Jan 
2011  PWG  Comment  Letter. 

2136  5eepj(jelity  Jan  2011  PWG  Comment  Letter. 

2137  See,  e.g..  Fidelity  Jan  2011  PWG  Comment 
Letter;  ICI  Jan  2011  PWG  Comment  Letter. 
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funds  or  money  market  funds  using  a 
stable  share  price  would  be  subject  to 
more  stringent  regulation  than  others. 

As  discussed  in  the  PWG  Report, 
money  market  fund  reforms  could  focus 
on  providing  enhanced  regulation  solely 
for  money  market  funds  that  seek  to 
maintain  a  stable  net  asset  value,  rather 
than  a  floating  NAV.  Enhanced 
regulations  could  include  any  of  the 
regulatory  reform  options  discussed 
above  such  as  mandatory  insurance,  a 
private  liquidity  facility,  or  special 
purpose  bank  regulation.  Money  market 
funds  that  did  not  comply  with  these 
enhanced  constraints  would  have  a 
floating  NAV  (though  they  would  still 
be  subject  to  the  other  risk-limiting 
conditions  contained  in  rule  2a-7). 

There  also  may  be  other  enhanced 
forms  of  regulation  or  other  types  of 
dual  systems.  For  example,  an 
alternative  formulation  of  this 
regulatory  regime  would  apply  the 
enhanced  regulatory  constraints 
discussed  above  [e.g.,  a  private  liquidity 
facility  or  insurance)  only  to 
“institutional”  money  market  funds, 
and  “retail”  money  market  funds  would 
continue  to  be  subject  to  rule  2a-7  as  it 
exists  today.  We  note  that  our  decision 
to  not  subject  retail  and  government 
money  market  funds  to  a  floating  NAV 
requirement  and  to  not  subject 
government  money  market  funds  to  a 
fees  and  gates  requirement  in  effect 
creates  a  dual  system,  which  we  discuss 
in  greater  detail  in  section  III.C.l. 

These  dual  system  regulatory  regimes 
for  money  market  funds  could  provide 
several  important  benefits.  They  attempt 
to  apply  the  enhanced  regulatory 
constraints  on  those  aspects  of  money 
market  funds  that  most  contribute  to 
their  susceptibility  to  liquidity  runs — 
whether  it  is  institutional  investors  that 
have  shown  a  tendency  to  run  or  a 
stable  net  asset  value  created  through 
the  use  of  amortized  cost  valuation  that 
can  create  a  first  mover  advantage  for 
those  investors  that  redeem  at  the  first 
signs  of  potential  stress.  A  dual  system 
that  imposes  enhanced  constraints  on 
stable  net  asset  value  money  market 
funds  would  allow  investors  to  choose 
their  preferred  mixture  of  stability,  risk, 
and  return. 

Because  insurance,  special  purpose 
banks,  and  the  private  liquidity  facility 
generally  are  beyond  our  regulatory 
authority  to  create,  these  particular  dual 
options,  which  would  impose  one  of 
these  regulatory  constraints  on  a  subset 
of  money  market  funds,  could  not  be 
created  under  our  current  regulatory 
authority.  Other  options,  such  as 
requiring  a  floating  NAV  or  liquidity 


2138  See  PWG  Report,  supra  note  506,  at  29-32. 


fees  and  gates  only  for  some  types  of 
money  market  funds,  however,  could  be 
imposed  under  our  current  authority 
and  are  being  adopted  today. 

Each  of  these  dual  systems  generally 
has  the  same  advantages  and 
disadvantages  as  the  potential  enhanced 
regulatory  constraints  that  would  be 
applied,  described  above.  In  addition, 
for  any  two-tier  system  of  money  market 
fund  regulation  to  be  effective  in 
reducing  the  risk  of  contagion  effects 
from  heavy  redemptions,  investors 
would  need  to  fully  understand  the 
difference  between  the  two  types  of 
funds  and  their  associated  risks.  If  they 
did  not,  they  may  indiscriminately  flee 
both  types  of  money  market  funds  even 
if  only  one  type  experiences 
difficulty. 

However,  given  the  difficulties, 
drawbacks,  and  limitations  on  our 
regulatory  authority  associated  with 
dual  systems  involving  a  special 
purpose  bank,  private  liquidity  facility 
and  insurance,  we  continue  to  believe 
that  a  dual  system  of  money  market 
fund  regulation  involving  these 
enhanced  regulatory  constraints  should 
not  be  adopted.  We  did  not  receive  any 
comments  on  these  types  of  dual 
systems.  However,  as  noted  above,  our 
current  reforms  would  to  some  extent 
create  a  dual  system  of  money  market 
funds,  and  we  discuss  in  greater  detail 
our  rationale  for  that  approach,  together 
with  an  analysis  of  commenter’s  views 
and  the  economic  effects  of  that 
approach,  in  section  III.C.l. 

M.  Clarifying  Amendments 

Since  our  adoption  of  amendments  to 
rule  2a-7  in  2010,  a  number  of 
questions  have  arisen  regarding  the 
application  of  certain  of  those  changes. 
As  stated  in  the  Proposing  Release,  we 
are  taking  this  opportunity  to  amend 
rule  2a-7  to  clarify  the  operation  of 
these  provisions.  In  addition,  we  are 
also  amending  rule  2a-7  to  state  more 
clearly  a  limit  we  imposed  on  money 
market  funds’  investments  in  second 
tier  securities  in  2010.21'*® 


2139  por  example,  when  the  Resen'e  Primary  Fund 
broke  the  buck  in  September  2008,  all  money 
market  funds  managed  by  Reserve  Management 
Company,  Inc.  experienced  runs,  even  the  Reser\'e 
U.S.  Government  Fund,  despite  the  fact  that  the 
Reserv'e  U.S.  Government  Fund  had  a  quite 
different  risk  profile.  See  ftess  Release,  A 
Statement  Regarding  The  Reserve  Primary’  and  U.S. 
Government  Funds  (Sept.  19,  2008)  available  at 
http://www.pTiTT\ary-yieldplus-inliquidation.coir\/ 
pdf/PressReleasePrim  Govt 2 008  091 9.pdf  {“The 
U.S.  Government  Fund,  which  had  approximately 
SIO  billion  in  assets  under  management  at  the 
opening  of  business  on  September  15,  2008,  has 
received  redemption  requests  this  week  of 
approximately  S6  billion.”). 

addition,  we  are  adopting  as  proposed, 
technical,  conforming  amendments  to  rule 


commenters  stated  that  they  supported 
our  clarifying  amendments  but  did  not 
comment  on  any  specific  provisions  of 
the  amendments. 2*-**  One  of  these 
commenters  generally  supported  our 
amendments  but  did  not  address  or 
discuss  any  costs  or  benefits. 2*42  The 
second  commenter  stated  that  it 
believed  the  clarifying  amendments 
conform  with  current  fund  practices, 
that  there  would  be  no  costs  to  funds 
that  may  not  currently  conform  to  these 
amendments,  and  that  there  would  be 
little  to  no  effect  on  market  efficiency, 
competition  or  capital  formation. 2*^3 
third  commenter  stated  that  most,  if  not 
all,  money  market  funds  currently 
conform  to  the  proposed  clarifying 
amendments,  and  stated  that  it  does  not 
anticipate  a  significant  cost  burden  to 
the  industry  in  conforming  with  any  of 
the  proposed  amendments. 2*'*'*  This 
commenter  specifically  supported 
certain  of  the  amendments  and  provided 
comment  on  certain  specific  provisions 

of  the  amendments. 2*45  discuss 

these  comments  below.  No  commenters 
objected  to  the  proposed  clarifying 
amendments. 

As  stated  in  the  Proposing  Release,  we 
believe  that  for  funds  that  are  already 
acting  consistently  with  our 
amendments,  there  will  be  no  associated 
costs.  We  requested  comment  as  to 
whether  there  would  be  any  costs  to 
funds  that  may  not  currently  conform  to 
the  clarifying  amendments.  As  noted 
above,  no  commenter  provided  any 
quantification  of  potential  costs  or 
benefits  but  one  commenter  suggested 
that  there  would  be  no  costs  to  funds 
that  may  not  currently  conform  to  the 
clarifying  amendments  2*^®  and  one 
commenter  stated  that  it  does  not 
anticipate  a  significant  cost  burden  to 
the  industry  in  conforming  with  the 

proposed  amendments. 2*^2  stated  in 

the  Proposing  Release,  we  understand 
that  most  funds  currently  comply  with 
our  clarifying  amendments  and  did  not 
receive  comments  stating  otherwise, 
except  that  one  commenter  noted  that 
funds  do  not  always  include  open  sales 
receivables  as  liquid  assets,  and  do  not 
necessarily  determine  maturity  for 
short-term  floating  rate  securities  in  the 


419(b)(2)(iv)  under  the  Securities  Act  of  1933  (17 
GFR  230.419(b)(2)(iv)),  which  references  certain 
paragraphs  in  rule  2a-7  the  location  of  which  is 
changing  under  our  amendments.  Specifically,  we 
are  replacing  references  to  “paragraphs  (c)(2),  (c)(3), 
and  (c)(4)”  with  “paragraph  (d)”. 

See  U.S.  Bancorp  Gomment  Letter;  Fidelity 
Comment  Letter. 

See  Fidelity  Comment  Letter. 

2'“'3  See  U.S.  Bancorp  Comment  Letter. 

See  State  Street  Comment  Letter. 

2’‘'5/d. 

2’‘'8See  U.S.  Bancorp  Comment  Letter. 

2’‘*2See  State  Street  Comment  Letter. 
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manner  proposed  by  the 
amendment. This  commenter  did 
note  however,  that  it  agreed  that  most, 
if  not  all  money  market  funds  currently 
conform  to  the  proposed  clarifying 

amendments. 2149  \ye  therefore  expect 

that  the  clarifying  amendments  will 
likely  not  result  in  any  significant 
economic  effects  or  quantifiable  costs  or 
benefits. 

1.  Definitions  of  Daily  Liquid  Assets  and 
Weekly  Liquid  Assets 

We  are  adopting,  as  proposed, 
amendments  to  clarify  certain 
characteristics  of  instruments  that 
qualify  as  a  “daily  liquid  asset”  or 
“weekly  liquid  asset”  for  purposes  of 
the  rule.  First,  we  are  making  clear  that 
money  market  funds  cannot  use  the 
maturity-shortening  provisions  in 
current  paragraph  (d)  of  rule  2a-7 
regarding  interest  rate  readjustments 
when  determining  whether  a  security 
satisfies  the  maturity  requirements  of  a 
daily  liquid  asset  or  weekly  liquid 
asset, 21 51  which  include  securities  that 
will  mature  within  one  or  five  business 
days,  respectively. 21 52  Using  an  interest 
rate  readjustment  to  determine  maturity 
as  permitted  under  current  paragraph 
(d)  for  these  purposes  allows  funds  to 
include  as  daily  or  weekly  liquid  assets 
securities  that  the  fund  would  not  have 
a  legal  right  to  convert  to  cash  in  one  or 
five  business  days.  This  is  not 
consistent  with  the  purposes  of  the 
minimum  daily  and  weekly  liquidity 


2148 /c/. 

2150  See  current  rule  2a-7(d)  (providing  a  number 
of  exceptions  to  the  general  requirement  that  the 
maturity  of  a  portfolio  security  be  deemed  to  be  the 
period  remaining  (from  the  trade  date)  until  the 
date  on  which,  in  accordance  with  the  terms  of  the 
security,  the  principal  amount  must 
unconditionally  be  paid;  the  exceptions  generally 
provide  that  a  fund  may  shorten  the  maturity  date 
of  certain  securities  to  the  period  remaining  until 
the  next  readjustment  of  the  interest  rate  or  the 
period  remaining  until  the  principal  amount  can  be 
recovered  through  demand). 

See  rule  2a-7(a)(8);  rule  2a-7(a)(34).  The 
amended  definitions  require  funds  to  determine  a 
security’s  maturity  in  the  same  way  they  must 
calculate  for  purposes  of  determining  VVAL  under 
amended  rule  2a-7(d)(l)(iii). 

21 52  Current  rule  2a-7(a)(8)  defines  "daily  liquid 
assets”  to  include  (i)  cash,  (ii)  direct  obligations  of 
the  U.S.  government,  or  (iii)  securities  that  will 
mature  or  are  subject  to  a  demand  feature  that  is 
exercisable  and  payable  within  one  business  day. 
Current  rule  2a-7(a)(32)  defines  “weekly  liquid 
assets”  to  include  (i)  cash;  (ii)  direct  obligations  of 
the  U.S.  government;  (iii)  securities  that  will  mature 
or  are  subject  to  a  demand  feature  that  is  exercisable 
and  payable  within  five  business  days;  or  (iv) 
Government  securities  (as  defined  in  section 
2(a)(16)  of  the  Act)  that  are  issued  by  a  person 
controlled  or  supervised  by  and  acting  as  an 
instrumentality  of  the  U.S.  government  that  are 
issued  at  a  discount  to  the  principal  amount  to  be 
repaid  at  maturity  and  have  a  remaining  maturity 
date  of  60  days  or  less. 


requirements,  which  are  designed  to 
increase  a  fund’s  ability  to  pay 
redeeming  shareholders  in  times  of 
market  stress  when  the  fund  cannot  rely 
on  the  market  or  a  dealer  to  provide 
immediate  liquidity. 2^53 

Second,  we  are  adopting  as  proposed, 
amendments  to  require  that  an  agency 
discount  note  with  a  remaining  maturity 
of  60  days  or  less  qualifies  as  a  “weekly 
liquid  asset”  only  if  the  note  is  issued 
without  an  obligation  to  pay  additional 
interest  on  the  principal  amount. 21 54 
Our  amendment  clarifies  that  interest- 
bearing  agency  notes  that  are  issued  at 
a  discount  do  not  qualify. 2155  vVe 
understand  that  these  interest-bearing 
agency  notes  issued  at  a  discount  are 
extremely  rare  and  do  not  believe  that 
interest-bearing  agency  notes  are  among 
the  very  short-term  agency  discount 
notes  that  appeared  to  be  relatively 
liquid  during  the  2008  market  events 
and  that  we  determined  could  qualify  as 

weekly  liquid  assets. 2^56 

Finally,  we  are  amending  as 
proposed,  rule  2a-7  to  include  in  the 
definitions  of  daily  and  weekly  liquid 
assets  amounts  receivable  that  are  due 
unconditionally  within  one  or  five 
business  days,  respectively,  on  pending 

sales  of  portfolio  securities. 2157  These 

receivables,  like  certain  other  securities 
that  qualify  as  daily  or  weekly  liquid 
assets,  provide  liquidity  for  the  fund 
because  they  give  a  fund  the  legal  right 
to  receive  cash  in  one  to  five  business 
days.  A  fund  (or  its  adviser)  could 
include  these  receivables  in  daily  and 
weekly  liquid  assets  if  the  fund  (or  its 
adviser)  has  no  reason  to  believe  that 
the  buyer  might  not  perform. 

We  continue  to  understand  that  the 
instruments  that  most  money  market 
funds  currently  hold  as  daily  and 
weekly  liquid  assets  ciurently  conform 
to  the  amendments  and  that  these 
practices  are  consistent  with  positions 
our  staff  has  taken  in  informal  guidance 
to  money  market  funds. 2^58  Although 


2153  5ee  2010  Adopting  Release,  supra  note  17,  at 
text  following  n. 21 3. 

2154  See  rule  2a-7(a)(34)(iii). 

2155  We  understand  that  an  interest-bearing 
agency  note  might  be  issued  at  a  discount  to 
facilitate  a  rounded  coupon  rate  (f.e.,  2.75%  or 
3.5%)  when  yield  demanded  on  the  note  would 
otherwise  require  a  coupon  rate  that  is  not  rounded. 

2158  See  2010  Adopting  Release,  supra  note  17,  at 
text  accompanying  and  following  nn. 251-55.  Our 
determination  was  informed  by  average  daily  yields 
of  30  day  and  60  day  agency  discount  notes  during 
the  fall  of  2008.  We  believe  that  interest-bearing 
agency  notes  issued  at  a  discount  were  not  included 
in  the  indices  of  the  agency  discount  notes  on 
which  we  based  our  analysis  or  if  they  were 
included,  there  were  too  few  to  have  affected  the 
indices’  averages. 

See  rule  2a-7(a)(8)(iv);  rule  2a-7(a)(34)(v). 

2158  See  Staff  Responses  to  Questions  about 
Money  Market  Fund  Reform,  (revised  Nov.  24, 


one  commenter  noted  that  it  is  not 
always  typical  for  money  market  funds 
to  include  open  sales  receivables  as 
liquid  assets,  this  commenter  also  stated 
that  most,  if  not  all,  money  market 
funds  currently  conform  to  the  proposed 
amendments. 2'>59  The  first  two 

clarifying  amendments  discussed  above 
are  designed  to  make  clear  that 
securities  with  maturities  determined 
according  to  interest  rate  resets  and 
interest  bearing  agency  notes  issued  at 
a  discount  do  not  qualify  as  daily  or 
weekly  liquid  assets,  as  applicable.246o 
Because  both  of  these  types  of  securities 
are  less  liquid  than  the  limited  types  of 
instruments  that  do  qualify,  any  funds 
that  alter  their  future  portfolio 
investments  to  conform  to  these 
requirements  would  benefit  from 
increased  liquidity  and  ability  to  absorb 
larger  amounts  of  redemptions.  We 
continue  to  believe  that  by  including 
certain  receivables  as  daily  and  weekly 
assets,  funds  will  benefit  because  the 
types  of  assets  that  can  satisfy  those 
liquidity  requirements  will  be 
increased. 

We  also  continue  to  believe  that  there 
would  not  be  any  significant  costs 
associated  with  our  amendments  to  the 
definitions  of  daily  and  weekly  liquid 
assets.  We  do  not  anticipate  that  there 
will  be  operational  costs  for  any  funds 
that  currently  hold  securities  that  will 
no  longer  qualify  as  daily  or  weekly 
assets  because  those  securities  likely 
would  mature  before  the  compliance 
date  for  our  amendments. 2161  Because 
we  continue  to  believe  that  most  money 
market  funds  are  currently  acting 
consistently  with  the  amendments  that 
clarify  assets  that  qualify  as  daily  and 
weekly  assets,  we  do  not  anticipate  that 
the  amendments  will  have  any  effect  on 
efficiency  or  capital  formation.  To  the 
extent  that  some  funds’  practices  do  not 
already  conform,  however,  the 
clarifications  may  eliminate  any 
competitive  advantages  that  may  have 
resulted  from  those  practices,  although 
we  expect  that  any  such  advantages 
would  have  been  small  because  the 
amendments  make  minor  clarifying 
changes  to  the  assets  that  qualify  as 
daily  and  weekly  liquid  assets  but  do 
not  otherwise  remove  a  significant 
portion  of  assets  that  would  otherwise 


2010)  (http://www.sec.gov/divisions/investment/ 
guidance/mmfreform-imqa.htm)  (“Staff  Responses 
to  MMF  Questions”),  Questions  H.l,  11.2, 11.4. 

2159  See  State  Street  Comment  Letter. 

2’'*“  See  rule  2a-7(a)(8)(iii)  (definition  of  daily 
liquid  assets);  rule  2a-7(a)(34)(iii)  and  (iv) 
(definition  of  weekly  liquid  assets). 

See  current  rule  2a-7(a)(12)(i)  (An  eligible 
security  must  have  a  remaining  maturity  of  no  more 
than  397  days);  see  infra  section  111.N.4  (discussing 
the  compliance  date  for  the  clarifying  amendments). 
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qualify  as  daily  or  weekly  liquid  assets. 
We  did  not  receive  comments 
suggesting  otherwise. 

2.  Definition  of  Demand  Feature 

We  are  amending  the  definition  of 
demand  feature  in  rule  2a-7  as 
proposed  to  mean  a  feature  permitting 
the  holder  of  a  security  to  sell  the 
security  at  an  exercise  price  equal  to  the 
approximate  amortized  cost  of  the 
security  plus  accrued  interest,  if  any,  at 
the  time  of  exercise,  paid  within  397 

calendar  days  of  exercise. 2^62  Our 

amendment  eliminates  the  requirement 
that  a  demand  feature  be  exercisable  at 
any  time  on  no  more  than  30  calendar 

days’  notice. 2163 

One  commenter  addressed  this 
proposed  clarifying  amendment,  stating 
that  it  agreed  that  eliminating  the 
requirement  that  a  demand  feature  be 
exercisable  at  any  time  on  no  more  than 
30  days’  notice  would  clarify  the 
operation  of  rule  2a-7.2i6'i  Eliminating 
the  requirement  that  a  demand  feature 
be  exercisable  at  any  time  on  no  more 
than  30  days’  notice  removes  from  rule 
2a-7  a  provision  that  has  become 
obsolete.  In  1986,  the  Commission 
expanded  the  notice  period  from  seven 
days  to  30  days  for  all  tjqies  of  demand 
features  and  emphasized  that  the  notice 
requirement  was  at  least  in  part 
designed  to  ensure  that  money  market 
funds  maintain  adequate  liquidity.^ies 
Because,  as  discussed  in  section  lI.E.l 
above,  the  2010  amendments  added 
significant  new  provisions  to  enhance 


See  rule  2a-7(a)(9). 

A  demand  feature  is  currently  defined  to 
mean  (i)  a  feature  permitting  the  holder  of  a  security 
to  sell  the  security  at  an  exercise  price  equal  to  the 
approximate  amortized  cost  of  the  security  plus 
accrued  interest,  if  any,  at  the  time  of  exercise.  A 
demand  feature  must  be  exercisable  either:  (a)  At 
any  time  on  no  more  than  30  calendar  days’  notice; 
or  (b)  At  specified  intervals  not  exceeding  397 
calendar  days  and  upon  no  more  than  30  calendar 
days’  notice;  or  (ii)  A  feature  permitting  the  holder 
of  an  ABS  unconditionally  to  receive  principal  and 
interest  within  397  calendar  days  of  making 
demand.  See  current  rule  2a-7(a}(9). 

See  State  Street  Comment  Letter. 

2165  Sgg  Acquisition  and  Valuation  of  Certain 
Portfolio  Instruments  by  Registered  Investment 
Companies,  Investment  Company  Act  Release  No. 
14983  (Mar.  12, 1986)  [51  FR  9773  (Mar.  21, 1986)] 
(“The  Commission  still  believes  that  some  limit 
must  be  placed  on  the  extent  to  which  funds  relying 
on  the  rule  will  have  to  anticipate  their  cash  and 
investment  needs  more  than  seven  days  in  advance. 
However,  the  Commission  believes  that  funds 
should  be  able  to  invest  in  the  demand  instriunents 
that  are  being  marketed  with  notice  periods  of  up 
to  30  days,  as  long  as  the  directors  are  cognizant 
of  their  responsibility  to  maintain  an  adequate  level 
of  liquidity.’’).  Liquidity  was  also  a  concern  when 
the  Commission  added  the  definition  of  demand 
feature  for  asset-backed  securities  and  noted  that  it 
was  done,  in  part,  to  make  clear  the  date  on  which 
there  was  a  binding  obligation  to  pay  (and  not  just 
the  scheduled  maturity).  See  1996  Adopting 
Release,  supra  note  1735,  at  accompanying  nn.l51- 
152. 


the  liquidity  of  money  market  funds,  we 
continue  to  believe  it  is  unnecessary  to 
continue  to  require  that  demand 
features  be  exercised  at  any  time  on  no 
more  than  30  days’  notice. 

Therefore,  the  demand  feature 
definition  will  focus  on  funds’  ability  to 
receive  payment  within  397  calendar 
days  of  exercise  of  the  demand  feature. 

As  stated  in  the  Proposing  Release,  we 
believe  that  eliminating  the  30-day 
notice  requirement  may  improve 
efficiency  by  simplifying  the  operation 
of  rule  2a- 7  regarding  demand  features 
and  providing  issuers  with  more 
flexibility.  One  commenter  agreed  that 
limiting  the  30-day  notice  requirement 
may  improve  efficiency  by  simplifying 
the  operation  of  rule  2a-7.2i67  noted 
in  the  Proposing  Release,  our 
amendment  will  permit  funds  to 
purchase  securities  with  demand 
features  from  a  larger  pool  of  issuers. 

We  continue  to  believe  that  permitting 
funds  to  purchase  securities  with 
demand  features  from  a  larger  pool  of 
issuers  may  promote  competition  among 
issuers  and  facilitate  capital  formation 
because  issuers  will  have  a  higher 
number  of  other  issuers  to  compete 
against  in  selling  securities  to  funds, 
which  in  turn  may  incentivize  issuers  to 
develop  new  or  additional  securities 
with  demand  features.  We  also  continue 
to  believe  that  our  amendment  will  not 
impose  costs  on  funds,  and  did  not 
receive  comment  indicating 
otherwise. 2’ 68  One  commenter  agreed 
that  it  did  not  anticipate  any  additional 
cost  to  the  industry  in  connection  with 

this  amendment. 2^69 


2166  Qur  amendments  are  also  consistent  with  a 
position  our  staff  has  taken  in  the  past.  See,  e.g., 
SEC  No- Action  Letter  to  Citigroup  Global  Markets, 
Inc.  (May  28,  2009),  available  at  http:// 
m\'w.sec.gov/divisions/investment/noaction/2009/ 
citigro  u  pglobal052 809-2a7.htm. 

2167  Sge  State  Street  Comment  Letter. 

2168  We  note  that  demand  features  and  guarantees 
are  referenced  in  rule  12d3-l(d)(7)(v)  (providing 
that,  subject  to  a  diversification  limitation,  the 
acquisition  of  a  demand  feature  or  guarantee  is  not 
an  acquisition  of  securities  of  a  securities  related 
business  (that  would  otherwise  be  prohibited 
pursuant  to  section  12(d)(3)  of  the  Act))  and  rule 
31a-l(b)(l)  (requiring  that  a  fund’s  detailed  records 
of  daily  purchase  and  sale  records  include  the  name 
and  nature  of  any  demand  feature  provider  or 
guarantor).  We  do  not  believe  that  our  amendment 
will  provide  any  benefits  or  impose  any  costs  with 
respect  to  these  rules,  other  than  those  described 
above.  We  also  are  updating  the  cross  references  to 
the  definition  of  the  terms  “demand  feature”  and 
“guarantee”  in  rule  12d3-l(d)(7)(v),  which  defines 
these  terms  by  reference  to  rule  2a-7  (replacing  the 
references  to  “rule  2a-7(a)(8)”  and  “rule  2a- 
7(a)(15)”  with  “§  270.2a-7(a)(9)”  and  “§  270.2a- 
7(a)(18)”)  and  rule  31a-l(b)(l)  (replacing  the 
references  to  “rule  2a-7(a)(8)”  and  “rule  2a- 
7(a)(15)”  with  “§  270.2a-7(a)(9)”  and  “§  270.2a- 
7(a)(18)”). 

2169  Sge  State  Street  Comment  Letter. 


3.  Short-Term  Floating  Rate  Securities 

We  are  also  amending  rule  2a-7  as 
proposed  to  clarify  the  method  for 
determining  WAL  for  short-term  floating 

rate  securities. 21 20  \/vaL  is  similar  to  a 

fund’s  WAM,  except  that  WAL  is 
determined  without  reference  to  interest 

rate  readjustments. 2^21  Under  current 

rule  2a-7,  a  short-term  variable  rate 
security,  the  principal  of  which  must 
unconditionally  be  paid  in  397  calendar 
days  or  less,  is  “deemed  to  have  a 
maturity  equal  to  the  earlier  of  the 
period  remaining  until  the  next 
readjustment  of  the  interest  rate  or  the 
period  remaining  until  the  principal 
amount  can  be  recovered  through 
demand.’’ 2122  a  short-term  floating  rate 
security,  the  principal  amount  of  which 
must  unconditionally  be  paid  in  397 
calendar  days  or  less,  is  “deemed  to 
have  a  maturity  of  one  day”  because  the 
interest  rate  for  a  floating  rate  security 
will  change  on  any  date  there  is  a 
change  in  the  specified  interest  rate. 21 23 

Despite  the  ciifference  in  wording  of 
the  maturity-shortening  provisions  for 
floating  rate  and  variable  rate  securities, 
the  Commission  has  always  intended  for 
these  provisions  to  work  in  parallel  and 
provide  the  same  results. 21 24 
omission  of  an  explicit  reference  to 
demand  features  in  the  maturity¬ 
shortening  provision  for  short-term 
floating  rate  securities,  however,  has 
created  uncertainty  in  determining  the 
maturity  of  short-term  floating  rate 
securities  with  a  demand  feature  for 
purposes  of  calculating  a  fund’s 
WAL. 21 25  Therefore,  we  are  amending 
rule  2a-7(d)(4)  to  provide  that,  for 
purposes  of  determining  WAL,  a  short¬ 
term  floating  rate  security  shall  be 
deemed  to  have  a  maturity  equal  to  the 
period  remaining  until  the  principal 
amount  can  be  recovered  through 

demand. 2126 

As  stated  in  the  Proposing  Release,  we 
understand  that  most  money  market 
funds  currently  determine  maturity  for 


2:170  See  rule  2a-7(i)(4). 

2171  See  current  rule  2a-7(c)(2)(iii). 

2172  See  current  rule  2a-7(d)(2). 

21 73  See  current  rule  2a-7(d)(4).  Rule  2a-7 
distinguishes  between  floating  rate  and  variable  rate 
securities  based  on  whether  the  securities’  interest 
rate  adjusts  (i)  when  there  is  a  change  in  a  specified 
interest  rate  (floating  rate  securities),  or  (ii)  on  set 
dates  (variable  rate  securities);  current  rule  2a- 
7(a)(15)  (defining  “floating  rate  security”);  current 
rule  2a-7(a)(31)  (defining  “variable  rate  security”). 

2174  See  1996  Adopting  Release,  supra  note  1735, 
at  n.  154  (the  maturity  of  a  floating  rate  security 
subject  to  a  demand  feature  is  the  period  remaining 
until  principal  can  be  recovered  through  demand). 

1*1 25  Long-term  floating  rate  securities  that  are 
subject  to  a  demand  feature  are  deemed  to  have  a 
maturity  equal  to  the  period  remaining  until  the 
principal  amount  can  be  recovered  through 
demand.  See  current  rule  2a-7(d)(5). 

2126  See  rule  2a-7(i)(4). 
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short-term  floating  rate  securities 
consistent  with  our  amendment. 2177 
Although  one  commenter  noted  that  it 
does  not  determine  maturity  for  short¬ 
term  floating  rate  securities  in  the 
manner  consistent  with  the  proposed 
amendment  and  instead  uses  the  rate 
reset  date  regardless  of  the  type  of 
security,  this  commenter  did  state  that 
most,  if  not  all,  money  market  funds 
currently  conform  to  the  proposed 
clarifying  amendments. This 
commenter  also  noted  that  it  agreed  that 
there  would  be  minimal  cost  related  to 
the  proposed  amendment. 

Accordingly,  we  continue  to  believe  that 
the  amendment  will  likely  not  result  in 
costs  to  most  funds  and  that  to  the 
extent  a  fund  may  not  already  act 
consistently  with  our  amendment,  the 
amendment  will  likely  not  result  in 
significant  costs  to  such  a  fund.  Any 
funds  that  currently  limit  or  avoid 
investments  in  short-term  floating  rate 
securities  because  they  would  look  to 
the  security’s  stated  final  maturity  date 
rather  than  the  demand  feature  for 
purposes  of  determining  WAL  (which 
could  significantly  increase  the  WAL) 
may  benefit  if  they  increase  investments 
in  short-term  floating  rate  securities  that 
are  higher  yielding  than  alternative 
investments  in  the  fund’s  portfolio.  To 
the  extent  that  those  funds  may  have 
experienced  any  competitive  yield 
disadvantage  because  they  limited  or 
avoided  these  investments,  the 
amendments  should  address  those 
effects.  Because  we  continue  to  believe 
that  most  funds  currently  interpret  the 
maturity  requirements  as  we  provide  in 
our  amendments,  we  believe  that 
although  our  changes  may  produce 
benefits,  these  benefits  are  not 
quantifiable  because  we  cannot  predict 
the  extent  to  which,  absent  our 
amendments,  funds  may  have  decided 
to  interpret  the  maturity  requirements 
differently  in  the  future.  For  those  funds 
that  do  not  currently  interpret  the 
maturity  requirements  as  we  provide  in 
our  amendments,  we  are  unable  to 
estimate  any  quantifiable  benefits 
because  we  are  unable  to  predict  the 
extent  to  which  a  fund  may  increase 
investments  in  short-term  floating  rate 
securities  that  are  higher  yielding  than 
alternative  investments  in  the  fund’s 
portfolio,  and  did  not  receive  any 
comments  on  such  issue.  We  also 

77  Such  a  determination  would  be  consistent 
with  informal  guidance  that  the  staff  has  provided. 
See  Investment  Company  Institute,  Request  for 
Interpretation  under  rule  2a-7  (Aug.  10,  2010) 
(incoming  letter  and  response)  at  http:// 
m‘i'w.sec.gov/divisions/investment/noaction/20t0/ 
ici081010.htm. 

7’ 78  See  State  Street  Comment  Letter. 

7179/j; 


believe  that  our  amendments  will  not 
result  in  a  significant,  if  any,  impact  on 
efficiency  or  capital  formation.  We  did 
not  receive  any  comments  suggesting 
otherwise. 

4.  Second  Tier  Securities 

In  2010,  we  amended  rule  2a-7  to 
limit  money  market  funds  to  acquiring 
second  tier  securities  with  remaining 
maturities  of  45  days  or  less.^i®®  As 
discussed  in  the  Proposing  Release,  our 
analysis  in  adopting  this  requirement 
was  focused  primarily  on  second  tier 
securities’  credit  risk,  credit  spread  risk, 
and  liquidity,  all  of  which  are  more 
appropriately  measured  by  the 
security’s  final  legal  maturity,  rather 
than  its  maturity  recognizing  interest 
rate  readjustments,  which  focuses  on 
interest  rate  risk.  Thus  to  state  more 
clearly  the  way  in  which  this  limitation 
operates,  we  are  amending  rule  2a-7  as 
proposed  to  state  specifically  that  the 
45-day  limit  applicable  to  second  tier 
securities  must  be  determined  without 
reference  to  the  maturity-shortening 
provisions  in  rule  2a-7  for  interest  rate 
readjustments. 2181 

We  continue  to  believe  that  most 
money  market  funds  currently 
determine  the  remaining  maturity  for 
second  tier  securities  consistent  with 
this  amendment.  Accordingly,  we 
continue  to  believe  that  our  amendment 
will  likely  not  result  in  costs  to  funds 
or  impact  competition,  efficiency,  or 
capital  formation.  In  cases  where  the  45- 
day  limit  applicable  to  second  tier 
securities  is  determined  with  reference 
to  the  matmity-shortening  provisions 
for  interest  rate  adjustments  for  certain 
funds,  such  funds  that  alter  their  future 
portfolio  investments  to  conform  to  this 
amendment  may  benefit  from  increased 
liquidity.  In  addition,  as  we  noted  in  the 
Proposing  Release,  any  funds  that 
currently  hold  securities  that  would  no 
longer  qualify  as  second  tier  securities 
would  not  incur  costs  because  those 
securities  likely  would  mature  before 
the  compliance  date  for  our 

amendments. 2182  \/ye  receive 

any  comments  suggesting  otherwise. 

N.  Compliance  Dates 

The  compliance  dates  for  our 
amendments  are  set  forth  below.  The 
compliance  date  for  our  floating  NAV 
and  liquidity  fees  and  gates 
amendments  is  October  14,  2016.  The 
compliance  date  for  new  Form  N-CR  is 
July  14,  2015  and  the  compliance  date 
for  our  diversification,  stress  testing, 

7180  See  2010  Adopting  Release,  svpra  note  17,  at 
nn. 65-69  and  accompanying  text. 

7181  rule  2a-7(d)(2)(ii). 

7182  See  infra  section  III.N.4  (discussing  the 
compliance  date  for  the  clarifying  amendments). 


disclosure.  Form  PF,  Form  N-MFP,  and 
clarifying  amendments  is  April  14, 

2016.  If  any  provision  of  these  rules,  or 
the  application  thereof  to  any  person  or 
circumstance,  is  held  to  be  invalid,  such 
invalidity  shall  not  affect  other 
provisions  or  application  of  such 
provisions  to  other  persons  or 
circumstances  that  can  be  given  effect 
without  the  invalid  provision  or 
application. 

1.  Compliance  Date  for  Amendments 
Related  to  Liquidity  Fees  and  Gates 

The  compliance  date  for  our 
amendments  related  to  liquidity  fees 
and  gates,  including  any  related 
amendments  to  disclosure,  is  October 
14,  2016.2183  w/q  3re  adopting  a 
compliance  period  of  2  years  for  money 
market  funds  to  implement  the  fees  and 
gates  amendments  instead  of  the 
proposed  one-year  compliance  period. 
One  commenter  argued  that  the 
compliance  period  for  om  fees  and  gates 
amendments  should  be  reduced. 211*4 
Several  commenters,  however,  argued 
that  our  fees  and  gates  amendments 
require  at  least  2  years  to 
implement. 2185  por  example,  one 
commenter  stated  that  the  multiple 
programming  requirements  and  costs 
involved  suggest  that  2  years  is  a 
reasonable  amount  of  time  to  require 
implementation  of  fees  and  gates. 218®  In 
addition,  a  few  commenters 
recommended  extending  the 
compliance  period  for  fees  and  gates  to 
3  years. 2187  After  further  consideration, 
we  have  decided  to  extend  the 
compliance  period  to  2  years. 

We  expect  that  providing  a  longer 
compliance  period  will  allow  additional 
time  for  money  market  funds  and  their 
sponsors  and  service  providers  to 
conduct  the  requisite  operational 
changes  to  their  systems  to  implement 
these  provisions,  and  for  fund  sponsors 
to  restructure  or  establish  new  money 
market  funds  if  they  choose  to  rely  on 
an  available  exemption. 2188  p  also  will 
provide  a  substantial  amount  of  time  for 
money  market  fund  shareholders  to 
consider  the  reforms  and  make  any 

7183  \Yg  expect  a  fund  to  make  any  related 
changes  to  disclosure  at  the  time  the  fund 
implements  the  amendments  related  to  fees  and 
gates. 

7184  See  Santoro  Comment  Letter. 

7185  e  g  _  Dreyfus  Comment  Letter;  UBS 
Comment  Letter. 

7188  See  Dreyfus  Comment  Letter. 

7187  See  Fidelity  Comment  Letter. 

71 88  See,  e.g..  Fidelity  Comment  Letter  (stating 
that,  as  the  SEC  acknowledges,  in  addition  to  the 
requisite  systems  modifications  that  fund  sponsors 
and  service  providers  must  implement,  many  fund 
sponsors  may  need  to  restructure  or  establish  new 
money  market  funds  if  they  chose  to  rely  on  any 
exemptions  available). 
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corresponding  changes  to  their 
investments.  In  addition,  we  have 
decided  to  adopt  a  two-year  compliance 
period  in  order  to  provide  a  uniform 
compliance  date  for  the  floating  NAV 
and  fees  and  gates  amendments,  which 
we  believe  will  provide  money  market 
funds  with  a  smoother  transition  and 
prevent  funds  from  having  to  make 
various  operational  and  compliance 
changes  multiple  times.  Accordingly, 
the  compliance  date  is  2  years  after  the 
effective  date  of  the  adoption  of  the 
amendments  to  rule  2a-7(c)(2)  and  other 
related  provisions  of  rule  2a-7  that 
apply  to  the  liquidity  fees  and  gates 
amendments,  rule  22e-3(aKl)  and  (d), 
rule  30bl-7,  rule  30bl-8,  rule 
482(b)(3){i)  and  (b)(4).  Parts  E-G  of 
Form  N-CR,  Form  N-MFP  and  Items  3, 
4(b)(1),  and  16(g)(1)  of  Form  N-lA. 

2.  Compliance  Date  for  Amendments 
Related  to  Floating  NAV 

The  compliance  date  for  our 
amendments  related  to  floating  NAV, 
including  any  related  amendments  to 
disclosure,  is  October  14,  2016.2189  We 
are  adopting,  as  proposed,  a  compliance 
period  of  2  years  for  money  market 
funds  to  implement  the  floating  NAV 
amendments.  A  few  commenters  stated 
that  they  agreed  that  the  transition 
period  for  the  floating  NAV 
amendments  should  be  at  least  2 
years. 2190  Most  commenters,  however, 
argued  for  a  compliance  period  longer 
than  the  proposed  two-year  period, 2191 
with  some  commenters  specifically 
arguing  that  the  floating  NAV 
amendments  require  at  least  3  years  to 
implement. 2192  Several  commenters 
suggesting  a  longer  compliance  period 
argued  that  adopting  a  floating  NAV 
would  require  significant  operational 
modifications. 2193  in  addition,  many  of 
the  commenters  recommending  a  longer 
compliance  period  argued  that  the 
relevant  tax  and  accounting  issues 
should  be  resolved  by  the  appropriate 
regulator  well  before  the  compliance 
date  of  any  final  money  market  fund 
reform. 2194  As  we  discuss  above  in 
section  III.B.6,  we  have  been  informed 


ziagwe  expect  a  fund  to  make  any  related 
changes  to  disclosure  at  the  time  the  fund 
implements  the  amendments  related  to  floating 
NAV. 

2190  See,  e.g.,  T.  Rowe  Price  Comment  Letter; 
HSBC  Comment  Letter;  Northern  Trust  Comment 
Letter. 

2191  e  g  _  BlackRock  II  Comment  Letter; 
Dreyfus  Comment  Letter;  Fidelity  Comment  Letter. 

2192  See,  e.g.,  ICl  Comment  Letter;  Goldman  Sachs 
Comment  Letter;  Legg  Mason  Comment  Letter. 

2193  e  g  ^  jq  Comment  Letter;  Legg  Mason  & 
Western  Asset  Comment  Letter. 

2194  See,  e.g.,  BlackRock  II  Comment  Letter; 
Fidelity  Comment  Letter;  J.P.  Morgan  Comment 
Letter;  ABA  Business  Law  Section  Comment  Letter. 


that,  the  Treasury  Department  and  the 
IRS  today  will  propose  new  regulations 
and  issue  a  revenue  procedure  (with  an 
effective  date  of  60  days  after 
publication  of  today’s  reforms  in  the 
Federal  Register)  that  address  relevant 
tax  and  accounting  issues  associated 
with  our  amendments. 2195  a  two-year 

compliance  period  also  will  allow  time 
for  the  Commission  to  consider 
finalizing  rules  removing  NRSRO 
ratings  from  rule  2a-7,  so  that  funds 
could  make  many  of  the  compliance- 
related  changes  at  one  time. 

After  further  consideration,  we 
believe  it  is  appropriate  to  adopt  a 
compliance  period  of  2  years.  We  expect 
that  a  two-year  compliance  period  will 
provide  time  for  funds  and  their 
shareholders  to  make  any  operational 
modifications  necessar}^  to  transition  to 
a  floating  NAV.  In  addition,  we  expect 
that  a  two-year  compliance  period  will 
allow  time  for  funds  to  implement  any 
needed  changes  to  their  investment 
policies  and  train  staff,  and  also  provide 
time  for  investors  to  analyze  and 
consider  how  they  might  wish  to  adjust 
their  cash  management  strategies.  A 
two-year  compliance  period  also  will 
allow  funds  to  reorganize  their 
operations  and  establish  new  funds  to 
meet  the  definition  of  a  retail  money 
market  fund,  to  the  extent  necessarjL 
Accordingly,  the  compliance  date  is  2 
years  after  the  effective  date  of  the 
adoption  of  the  amendments  to  rule  2a- 
7(c)  and  other  related  provisions  of  rule 
2a-7  that  apply  to  the  floating  NAV 
amendments,  rule  22e-3(a)(l)  and  (d), 
rule  30bl-7,  rule  482(b)(3)(i)  and  (b)(4). 
Form  N-MFP  and  Item  4(b)(1)  of  Form 
N-lA. 

3.  Compliance  Date  for  Rule  30bl-8  and 
Form  N-CR 

The  compliance  date  for  rule  30bl-8, 
Form  N-CR,  and  the  related  Web  site 
disclosure  2^96  jg  14^  2015.  We 
received  no  comments  specifically 
addressing  the  compliance  date  for  rule 
30bl-8,  Form  N-CR  or  the  related  Web 
site  disclosure.  After  reviewing  the 
operational  considerations  as  well  as  the 
significant  interest  of  investors  and  the 
Commission  in  receiving  this 
information,  we  are  adopting,  as 
proposed,  a  compliance  period  of  9 
months. 

We  are  eliminating,  as  proposed,  the 
provision  in  current  rule  2a-7  that 
requires  money  market  funds  to  report 
defaults  or  events  of  insolvency  to  the 
Commission  by  email,  because  it  would 


2195  See  supra  section  III.B.6. 

2196  See  j-ule  2a-7(h)(10)(v)  (Web  site  disclosure 
of  certain  information  required  to  be  reported  in 
Form  N-CR). 


duplicate  Part  B  (default  or  event  of 
insolvency  of  portfolio  security  issuer) 
of  Form  N-CR. 21 97  \f\jQ  aj-g  also 
eliminating,  as  proposed,  the  provision 
in  current  rule  2a-7  that  requires  money 
market  funds  to  disclose  to  the 
Commission  by  email  instances  when  a 
sponsor  supports  a  fund  by  purchasing 
a  security  pursuant  to  rule  17a-9, 
because  it  would  duplicate  Part  C 
(provision  of  financial  support  to  fund) 
of  Form  N-CR. 2^98  Money  market  funds 
will  continue  to  be  required  to  comply 
with  these  email  notification 
requirements  in  rule  2a-7  until  the  date 
in  which  money  market  funds  are 
required  to  comply  with  Part  B  and  Part 
C  of  Form  N-CR.  Accordingly,  the 
effective  date  of  removal  of  the  email 
notification  requirements  in  rule  2a-7  is 
9  months  after  the  effective  date  of  the 
adoption  of  Part  B  and  Part  C  of  Form 

N-CR.2199 

We  note  that  Part  E  (imposition  of 
liquidity  fee).  Part  F  (suspension  of  fund 
redemptions)  and  Part  G  (removal  of 
liquidity  fees  and/or  resumption  of  fund 
redemptions)  of  Form  N-CR  are 
disclosure  items  specifically  related  to 
our  liquidity  fees  and  gates  amendments 
and  therefore  would  also  have  a 
conforming  compliance  period  of  2 
years.  Accordingly,  the  compliance  date 
for  Parts  E-G  of  Form  N-CR  and  the 
related  Web  site  disclosure 
requirements  pursuant  to  rule  2a- 
7(h)(10)(v)  is  2  years  after  the  effective 
date  of  the  adoption  of  Part  E-G  of  Form 
N-CR  and  rule  2a-7(h)(10)(v).  The 
compliance  date  for  all  other  Parts  of 
Form  N-CR  is  9  months.  Accordingly, 
the  compliance  date  for  rule  30bl-8, 
Parts  A-D  and  Part  H  of  Form  N-CR, 
and  the  related  Web  site  disclosure 
requirements  pursuant  to  rule  2a- 
7(h)(10)(v)  is  9  months  after  the  effective 
date  of  the  adoption  of  rule  30bl-8, 

Parts  A-D  and  Part  H  of  Form  N-CR  and 
rule  2a-7(h)(10)(v). 

4.  Compliance  Date  for  Diversification, 
Stress  Testing,  Disclosure,  Form  PF, 
Form  N-MFP,  and  Clarifying 
Amendments 

The  compliance  date  for  amendments 
that  are  not  specifically  related  to  either 
floating  NAV  or  liquidity  fees  and  gates, 
including  amendments  to 
diversification,  stress  testing,  disclosure 
that  are  not  specifically  related  to  either 
floating  NAV  or  liquidity  fees  and  gates. 


2’97  5ee  current  rule  2a-7(7)(iii)(A). 

2198  current  rule  2a-7(7)(iii)(B). 

21 99  We  note  that  a  money  market  fund  need  not 
comply  with  the  email  notification  requirements 
prior  to  the  effective  date  of  removal  if  the  money 
market  fund  instead  elects  to  comply  with  the 
requirements  of  Part  B  and  Part  C  of  Form  N-CR, 
as  applicable. 
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Form  PF,  Form  N-MFP,  and  clarifying 
amendments  is  April  14,  2016.  We  are 
adopting  an  18  month  compliance 
period  for  money  market  funds  to 
implement  these  amendments  instead  of 
the  proposed  9  month  compliance 
period.  As  discussed  above,  disclosure 
amendments  that  relate  to  the  floating 
NAV  or  liquidity  fees  and  gates 
amendments  will  have  a  two-year 
compliance  period.  For  disclosure 
amendments  that  are  not  specifically 
related  to  the  floating  NAV  or  liquidity 
fees  and  gates  amendments,  we  are 
adopting  an  18  month  compliance 
period.  These  disclosure  amendments 
include  amendments  to  Form  N-lA 
requiring  historical  disclosiu'e  of 

affiliate  financial  support, 2200  g^d 
amendments  to  rule  2a-7  requiring 
certain  Web  site  disclosure  of  portfolio 
holdings  and  other  fund 
information. 2201  Several  commenters 
argued  that  the  compliance  period  for 
amendments  not  relating  to  floating 
NAV  or  liquidity  fees  and  gates  should 
be  extended  in  order  for  funds  to 
implement  the  amendments  and  make 
any  necessary  operational  changes. 

After  further  consideration,  we  expect 
that  18  months  will  allow  additional 
time  for  money  market  funds  and  their 
sponsors  and  service  providers  to 
implement  any  applicable  requirements 
and  conduct  any  requisite  operational 
changes  to  their  systems  to  implement 
these  provisions. 

Accordingly,  the  compliance  date  for 
amendments  relating  to  diversification 
is  18  months  after  the  effective  date  of 
the  amendments  to  rule  2a-7(aKl8)  and 
(d)(3)  and  other  related  provisions  of 
rule  2a-7  that  apply  to  the 
diversification  amendments.  The 
compliance  date  for  amendments 
related  to  stress  testing  is  18  months 
after  the  effective  date  of  the 
amendments  to  rule  2a-7(g)(8)  and  other 
related  provisions  of  rule  2a-7  that 
apply  to  the  stress  testing  amendments. 

2200  See  Item  16(g)(2)  of  Form  N-IA  (historical 
disclosure  of  affiliate  financial  support).  For 
purposes  of  the  required  historical  disclosure  of 
affiliate  financial  support,  funds  will  be  required 
only  to  disclose  events  that  occur  on  or  after  the 
compliance  date.  See  supra  section  III.E.5. 

22m  See  rules  2a-7(h)(10)(i)-(iv).  For  purposes  of 
the  required  Web  site  disclosure  of  portfolio 
holdings  and  other  fund  information,  funds  will  be 
required  to  disclose  such  information  for  the  prior 
six  months,  even  if  such  information  is  from  prior 
to  the  compliance  date.  See  supra  section  1II.E.9. 

2202  g  g  ^  jCj  Comment  Letter  (recommending 
a  minimum  of  18  months  for  funds  to  comply  with 
the  disclosure  amendments);  UBS  Comment  Letter 
(recommending  a  12  to  18  month  compliance 
period  for  all  proposed  regulatory  changes  that  are 
not  specifically  related  to  either  floating  NAV  or 
liquidity  fees  and  gates);  Dreyfus  Comment  Letter 
(recommending  a  tw'o-year  compliance  period  for 
amendments  that  are  not  specifically  related  to 
either  floating  NAV  or  liquidity  fees  and  gates). 


The  compliance  date  for  disclosure 
amendments  not  specifically  related  to 
either  floating  NAV  or  liquidity  fees  and 
gates  is  18  months  after  the  effective 
date  of  the  amendments  to  Item  16(g)(2) 
of  Form  N-lA  and  rule  2a-7(h)(10).  The 
compliance  date  for  amendments  to  rule 
204(b)-l  under  the  Advisers  Act  and 
Form  PF  is  18  months  after  the  effective 
date  of  the  amendments  to  rule  204(b)- 
1  under  the  Advisers  Act  and  Form  PF. 
The  compliance  date  for  amendments  to 
rule  30bl-7  and  Form  N-MFP  is  18 
months  after  the  effective  date  of  the 
amendments  to  rule  30bl-7  and  Form 
N-MFP.  The  compliance  date  for  the 
clarifying  amendments  is  18  months 
after  the  effective  date  of  the 
amendments  to  rule  2a-7  pertaining  to 
the  clarifying  amendments. 

IV.  Paperwork  Reduction  Act 

Certain  provisions  of  the  proposed 
amendments  contain  “collections  of 
information”  within  the  meaning  of  the 
Paperwork  Reduction  Act  of  1995 
(“PRA”).2203  'p}^e  titles  for  the  existing 
collections  of  information  are:  “Rule  2a- 
7  under  the  Investment  Company  Act  of 
1940,  money  market  funds”  (Office  of 
Management  and  Budget  (“0MB”) 
Control  No.  3235-0268);  “Rule  22e-3 
under  the  Investment  Company  Act  of 
1940,  Exemption  for  liquidation  of 
money  market  funds”  (0MB  Control  No. 
3235-0658):  “Rule  30bl-7  under  the 
Investment  Company  Act  of  1940, 
Monthly  report  for  money  market 
funds”  (0MB  Control  No.  3235-0657); 
“Rule  34b-l(a)  under  the  Investment 
Company  Act  of  1940,  Sales  Literature 
Deemed  to  be  Misleading”  (0MB 
Control  No.  3235-0346);  “Rule  204(b)- 
1  under  the  Investment  Advisers  Act  of 
1940,  Reporting  by  investment  advisers 
to  private  funds”  (OMB  Control  No. 
3235-0679):  “Rule  482  under  the 
Securities  Act  of  1933,  Advertising  by 
an  Investment  Company  as  Satisfying 
Requirements  of  Section  10”  (OMB 
Control  No.  3235-0565);  “Form  N-lA 
under  the  Securities  Act  of  1933  and 
under  the  Investment  Company  Act  of 
1940,  Registration  statement  of  open- 
end  management  investment 
companies”  (OMB  Control  No.  3235- 
0307);  “Form  N-MFP,  Monthly 
schedule  of  portfolio  holdings  of  money 
market  funds”  (OMB  Control  No.  3235- 
0657);  and  “Form  PF,  Reporting  Form 
for  Investment  Advisers  to  Private 
Funds  and  Certain  Commodity  Pool 
Operators  and  Commodity  Trading 
Advisers”  (OMB  Control  No.  3235- 
0679).  We  are  also  submitting  new 
collections  of  information  for  new  rule 
30bl-8  and  new  Form  N-CR  under  the 

220344  U.S.C.  3501  through  3521. 


Investment  Company  Act  of  1940.2204 
The  Commission  submitted  these 
collections  of  information  to  the  OMB 
for  review  in  accordance  with  44  U.S.C. 
3507(d)  and  5  CFR  1320.11.  An  agency 
may  not  conduct  or  sponsor,  and  a 
person  is  not  required  to  respond  to,  a 
collection  of  information  unless  it 
displays  a  currently  valid  control 
number. 

Today  the  Commission  is  adopting 
amendments  intended  to  address  money 
market  funds’  susceptibility  to  heavy 
redemptions,  improve  their  ability  to 
manage  and  mitigate  potential  contagion 
from  such  redemptions,  and  increase 
the  transparency  of  their  risks.  Our 
amendments  will  (i)  permit  all  money 
market  funds  to  impose  a  liquidity  fee 
and/or  “gate”  the  fund  if  a  fund’s 
weekly  liquidity  level  falls  below  the 
required  regulatory  amount;  (ii)  require 
all  non-govemment  money  market 
funds  to  impose  a  liquidity  fee  if  the 
fund’s  weekly  liquidity  level  falls  below 
a  designated  regulatory  threshold, 
unless  the  fund’s  board  determines  that 
imposing  such  a  fee  is  not  in  the  best 
interests  of  the  fund;  (iii)  require,  as  a 
targeted  reform,  that  institutional  non- 
govemment  money  market  funds  sell 
and  redeem  shares  based  on  the  current 
market-based  value  of  the  securities  in 
their  underlying  portfolios,  rounded  to 
four  decimal  places  (e.g.,  $1.0000),  i.e., 
transact  at  a  floating  NAV;  and  (iv) 
require  that  money  market  funds  adopt 
other  amendments  designed  to  make 
money  market  funds  more  resilient, 
including  increasing  diversification  of 
their  portfolios,  enhancing  their  stress 
testing,  and  improving  transparency 
through  enhanced  disclosure.  The 
amendments  further  require  investment 
advisers  to  certain  unregistered  liquidity 
funds,  which  can  resemble  money 
market  funds,  to  provide  additional 
information  about  those  funds  to  the 
SEC.  We  discuss  below  the  collection  of 
information  burdens  associated  with 
these  amendments. 

A.  Rule  2a-7 

A  number  of  the  amendments  we  are 
adopting  today,  including  our  liquidity 
fees  and  gates  reform,  as  well  as  our 
floating  NAV  reform,  affect  rule  2a-7. 
These  amendments  to  rule  2a-7  also 
amend  or  establish  new  collection  of 
information  burdens  by:  (a)  Requiring 
money  market  funds  to  be  diversified 
with  respect  to  the  sponsors  of  asset- 
backed  securities  by  deeming  the 

2204  We  also  are  proposing  additional 
amendments  that  do  not  affect  the  relevant  rules’ 
paperwork  collections  (e.g.,  we  propose  to  amend 
Investment  Company  Act  rule  12d3-l  solely  to 
update  cross  references  in  that  rule  to  provisions  of 
rule  2a-7). 
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sponsor  to  guarantee  the  asset-backed 
security  unless  the  fund’s  board  of 
directors  makes  a  finding  otherudse;  (b) 
requiring  that  “retail  money  market 
funds’’  adopt  and  implement  policies 
and  procedures  reasonably  designed  to 
limit  beneficial  ownership  of  the  fund  to 
natural  persons;  (c)  requiring  that 
“government  money  market  funds’’ 
amend  policies  and  procedures  to 
reflect  the  0.5%  de  minimis  non- 
conforming  basket;  (d)  requiring  money 
market  funds’  boards  to  make  and 
document  a  number  of  determinations 
regarding  the  imposition  of  fees  and 
gates  when  weekly  liquid  assets  fall 
below  a  certain  threshold;  (e)  replacing 
the  requirement  that  funds  promptly 
notify  the  Commission  via  electronic 
mail  of  defaults  and  other  events  with 
disclosure  on  new  Form  N-CR;  (f) 
amending  the  stress  testing 
requirements;  and  (g)  amending  the 
disclosures  that  money  market  funds  are 
required  to  post  on  their  Web  sites. 
Unless  otherwise  noted,  the  estimated 
burden  hours  discussed  below  are  based 
on  estimates  of  Commission  staff  with 
experience  in  similar  matters.  Several  of 
the  amendments  create  new  collection 
of  information  requirements.  The 
respondents  to  these  collections  of 
information  are  money  market  funds, 
investment  advisers  and  other  service 
providers  to  money  market  funds, 
including  financial  intermediaries,  as 
noted  below.  The  currently  approved 
burden  for  rule  2a-7  is  517,228  hours. 

1.  Asset-Backed  Securities 

Under  the  amendments  we  are 
adopting  today,  we  are  requiring  that  a 
money  market  fund  treat  the  sponsors  of 
ABS  as  guarantors  subject  to  rule  2a-7’s 
10%  diversification  limit  applicable  to 
guarantee  and  demand  features,  unless 
the  fund’s  board  of  directors  (or  its 
delegate)  determines  that  the  fund  is  not 
relying  on  the  sponsor’s  financial 
strength  or  its  ability  or  willingness  to 
provide  liquidity,  credit  or  other 
support  to  determine  the  ABS’s  quality 
or  liquidity.^^*^^  The  board  of  directors 
must  adopt  written  procedures  requiring 
periodic  evaluation  of  this 

determination. 2206  Furthermore,  for  a 

period  of  not  less  than  three  years  from 
the  date  when  the  evaluation  was  most 
recently  made,  the  fund  must  preserve 
and  maintain,  in  an  easily  accessible 
place,  a  w'xitten  record  of  the 
evaluation. 2207  These  requirements  are 
collections  of  information  under  the 
PRA,  and  are  designed  to  help  ensure 
that  the  objectives  of  the  diversification 


^205  Sgg  pule  2a-7(a)(l  8)(ii). 
7206  See  rule  2a-7(g)(7). 

2207  See  rule  2a-7{h)(6). 


limitations  are  achieved.  The  new 
collection  of  information  is  mandatory 
for  money  market  funds  that  rely  on  rule 
2a-7,  and  to  the  extent  that  the 
Commission  receives  confidential 
information  pursuant  to  the  collection 
of  information,  such  information  will  be 
kept  confidential,  subject  to  the 
provisions  of  applicable  law.2208 
In  the  Proposing  Release,  the 
Commission  estimated  that 
approximately  183  money  market  funds 
held  asset-backed  securities  and  would 
have  been  required  to  adopt  written 
procedures  regarding  the  periodic 
evaluation  of  determinations  made  by 
the  fund  as  to  ABS  not  subject  to 
guarantees.  The  Commission  estimated 
the  one-time  burden  to  prepare  and 
adopt  these  procedures  would  have 
been  1,647  hours  2209  at  approximately 
$1.2  million  in  total  time  costs  for  all 
money  market  funds. 22m  Amortized 
over  a  three-year  period,  this  would 
have  resulted  in  an  average  annual 
burden  of  549  hours  and  time  costs  of 
approximately  $400,000  for  all  money 
market  funds. 2211  The  Commission 
estimated  that  the  average  annual 
burden  to  prepare  materials  and  wrritten 
records  for  the  boards’  required  review 
of  new  and  existing  determinations 
would  have  been  732  burden  hours  2212 
and  approximately  $940,071  in  total 
time  costs  for  all  money  market 
funds. 2213  Averaging  the  initial  burden 
plus  the  average  annual  burdens  over 
three  years  would  have  resulted  in  an 
average  annual  burden  of  1,281  hours 
and  time  costs  of  approximately  $1.3 
million  for  all  money  market  funds.  The 


2208  5eg_  g  g  _  5  u.s.C.  552  (Exemption  4  of  the 
Freedom  of  Information  Act  provides  an  exemption 
for  “trade  secrets  and  commercial  or  financial 
information  obtained  from  a  person  and  privileged 
or  confidential.”  5  U.S.C.  552(b)(4).  Exemption  8  of 
the  Freedom  of  Information  Act  provides  an 
exemption  for  matters  that  are  “contained  in  or 
related  to  examination,  operating,  or  condition 
reports  prepared  by,  or  on  behalf  of,  or  for  the  use 
of  an  agency  responsible  for  the  regulation  or 
supervision  of  financial  institutions.”  5  U.S.C. 
552(b)(8)). 

2209  7hjs  estimate  was  based  on  the  following 
calculation:  8  Burden  hours  to  prepare  wTitten 
procedures  +  1  burden  hour  to  adopt  procedures  = 

9  burden  hours  per  money  market  fund  required  to 
adopt  procedmes;  9  burden  hours  per  money 
market  fund  x  183  funds  expected  to  adopt 
procedures  =  1,647  total  burden  hours. 

2210'phjs  estimate  was  based  on  the  following 
calculation:  183  Money  market  funds  x  S7,032  in 
total  costs  per  fund  =  SI. 2  million. 

2211  xhis  estimate  was  based  on  the  following 
calculations:  1,647  Burden  hours  +  3  =  549  average 
annual  burden  hours;  SI. 2  million  burden  costs  + 

3  =  S400,000  average  annual  brnden  cost. 

2212  This  estimate  was  based  on  the  following 
calculation:  4  Burden  hours  per  money  market  fund 
X  183  funds  =  732  total  burden  hours. 

2213  This  estimate  was  based  on  the  following 
calculation:  183  Money  market  funds  xS5,137  in 
total  costs  per  fund  =  S940,071. 


Commission  estimated  in  the  Proposing 
Release  that  there  would  have  been  no 
external  costs  associated  with  this 
collection  of  information. 

The  Commission  did  not  receive  any 
comments  on  the  estimated  hour  and 
cost  burdens.  The  Commission  has 
modified  the  estimated  increase  in 
annual  burden  hours  and  total  time 
costs  that  will  result  from  the 
amendment  based  on  updated  industry 
data.  The  Commission  believes  that  the 
written  procedures  will  be  developed 
for  all  the  money  market  funds  in  a  fund 
complex  by  the  fund  adviser,  and  that 
a  fund  complex  will  have  economies  of 
scale  to  the  extent  that  there  may  be 
more  than  one  money  market  fund  in  a 
complex.  Based  on  its  review  of  reports 
on  Form  N-MFP  as  of  February  28, 

2014,  the  Commission  estimates  that 
approximately  152  money  market  funds 
hold  asset-backed  securities  and  will  be 
required  to  adopt  written  procedures 
regarding  the  periodic  evaluation  of 
determinations  made  by  the  fund  as  to 
ABS  not  subject  to  guarantees.  The 
Commission  continues  to  estimate  that 
it  will  take  approximately  eight  hours  of 
a  fund  attorney’s  time  to  prepare  the 
procedures  and  one  hour  for  a  board  to 
adopt  the  procedures.  Therefore,  the 
Commission  estimates  the  one-time 
burden  to  prepare  and  adopt  these 
procedures  will  be  approximately  nine 
hours  per  money  market  fund,  at  a  time 
cost  of  $7,440  per  fund. 2214  The 
Commission  further  estimates  the  one¬ 
time  burden  to  prepare  and  adopt  these 
procedures  will  be  1,368  hours  2215  gt 
$1,130,880  in  total  time  costs  for  all 
mone}'  market  funds. 2216  Amortized 
over  a  three-year  period,  this  will  result 


2214  This  estimate  is  based  on  the  following 
calculation:  (8  Hours  x  S380  per  hour  for  an 
attorney  =  S3,040)  +  (1  hour  x  S4,400  per  hour  for 
a  board  of  8  directors  =  S4,400)  =  S7,440.  The  staff 
previously  estimated  in  2009  that  the  average  cost 
of  board  of  director  time  was  S4,000  per  hour  for 
the  board  as  a  whole,  based  on  information  received 
from  funds  and  their  counsel.  Adjusting  for 
inflation,  the  staff  estimates  that  the  current  average 
cost  of  board  of  director  time  is  approximately 
S4,400.  All  other  estimated  wage  figures  discussed 
here  and  throughout  section  IV  of  this  Release  are 
based  on  published  rates  have  been  taken  from 
SIFMA’s  Management  &  Professional  Earnings  in 
the  Securities  Industry  2013,  available  at  http:// 
w\vw.sifma.org/research/item.aspx?id=8589940603, 
modified  by  Commission  staff  to  account  for  an 
1,800-hour  work-year  and  multiplied  by  5.35  to 
account  for  bonuses,  firm  size,  employee  benefits, 
and  overhead. 

2215  This  estimate  is  based  on  the  following 
calculation:  8  Burden  hours  to  prepare  wTitten 
procedures  +  1  burden  hour  to  adopt  procedures  = 

9  burden  hours  per  money  market  fund  required  to 
adopt  procedures;  9  burden  hours  per  money 
market  fund  x  1 52  funds  expected  to  adopt 
procedures  =  1 ,368  total  burden  hours. 

22i6This  estimate  is  based  on  the  following 
calculation:  152  Money  market  funds  x  $7,440  in 
total  costs  per  fund  complex  =  51,130,880. 
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in  an  average  annual  burden  of  456 
hours  and  time  costs  of  $376,960  for  all 
funds. 221 7  jhe  Commission  continues  to 
estimate  that  a  money  market  fund  that 
will  be  required  to  adopt  such  written 
procedures  will  spend,  on  an  annual 
basis,  (i)  two  hours  of  a  fund  attorney’s 
time  to  prepare  materials  for  the  board’s 
review  of  new  and  existing 
determinations,  (ii)  one  hour  for  the 
board  to  review  those  materials  and 
make  the  required  determinations,  and 
(iii)  one  hour  of  a  fund  attorney’s  time 
per  year,  on  average,  to  prepare  the 
written  records  of  such 
determinations. 2218  Therefore,  the 
Commission  estimates  that  the  average 
annual  burden  to  prepare  materials  and 
written  records  for  a  board’s  required 
review  of  new  and  existing 
determinations  will  be  approximately 
four  hours  per  fund22i9  at  a  time  cost  of 
approximately  $5,540  per  fund. 2220  7^0 
Commission  therefore  estimates  the 
annual  burden  will  be  608  burden 
hours222i  and  $842,080  in  total  time 
costs  for  all  money  market  funds. 2222 
Adding  the  one-time  burden,  amortized 
over  three  years,  to  prepare  and  adopt 
procedures  with  the  annual  burden  to 
prepare  materials  for  determinations 
will  result  in  a  total  amortized  annual 
burden  of  1,064  hours  and  time  costs  of 
$1,219,040  for  all  funds. 2223  yVe 
estimate  that  there  are  no  external  costs 
associated  with  this  collection  of 
information. 

2.  Retail  and  Government  Funds 
i.  Retail  Funds 

Under  our  floating  NAV  reform,  a 
retail  money  market  fund — which 


2217  xhis  estimate  is  based  on  the  following 
calculations:  1,368  Burden  hours  +  3  =  456  average 
annual  burden  hours;  81,130,880  burden  costs  +  3 
=  8376,960  average  annual  burden  cost. 

221 B  This  estimate  includes  documenting,  if 
applicable,  the  fund  board’s  determination  that  the 
fund  is  not  relying  on  the  fund  sponsor’s  financial 
strength  or  its  ability  or  willingness  to  provide 
liquidity  or  other  credit  support  to  determine  the 
ABS’s  quality  or  liquidity.  See  rule  2a-7(a)(18)(ii) 
and  rule  2a-7(h)(6). 

221 9  This  estimate  is  based  on  the  following 
calculation;  2  Hours  to  adopt  +  1  hour  for  board 
review  +  1  hour  for  record  preparation  =  4  hours 
per  year. 

2220  This  estimate  is  based  on  the  following 
calculations:  (3  Hours  x  8380  per  hour  for  an 
attorney  =  81,140)  +  (1  hour  x  84,400  per  hour  for 
a  board  of  8  directors  =  84,400)  =  85,540. 

2221  This  estimate  is  based  on  the  following 
calculation:  4  Burden  hours  per  money  market  fund 
X  152  funds  =  608  total  burden  hours. 

2222  This  estimate  is  based  on  the  following 
calculation:  152  Money  market  funds  x  85,540  in 
total  costs  per  fund  =  8842,080. 

2223  This  estimate  is  based  on  the  following 
calculation:  (1,368  Burden  hours  +  3  =  456  average 
annual  burden  hoius)  +  608  annual  burden  hours 
=  1 ,064  hours;  (81 ,1 30,880  burden  costs  +  3  = 
8376,960  average  annual  burden  cost)  +  8842,080 
annual  time  costs  =  81,219,040. 


means  a  money  market  fund  that  adopts 
and  implements  policies  and 
procedures  reasonably  designed  to  limit 
lieneficial  owners  to  natural  persons — 
will  be  allowed  to  continue  to  maintain 
a  stable  NAV  through  the  use  of 
amortized  cost  valuation  and/or  penny¬ 
rounding  pricing.  The  requirement  that 
retail  money  market  funds  adopt 
policies  and  procedures  is  a  collection 
of  information  under  the  PRA.  The  new 
collections  of  information  are 
mandatory  for  money  market  funds  that 
seek  to  qualify  as  “retail  money  market 
funds’’  under  rule  2a-7  as  amended, 2224 
and  to  the  extent  that  the  Commission 
receives  confidential  information 
pursuant  to  this  collection  of 
information,  such  information  will  be 
kept  confidential,  subject  to  the 
provisions  of  applicable  law. 2225 
For  purposes  of  the  PRA,  the 
Commission  estimates  that 
approximately  55  money  market  fund 
complexes  will  seek  to  qualify  as  retail 
money  market  funds  under  rule  2a-7 
and  therefore  be  required  to  adopt 
written  policies  and  procedures 
reasonably  designed  to  limit  beneficial 
owners  to  natural  persons. yyg 

continue  to  estimate,  as  we  did  in  the 
Proposing  Release,  that  it  will  take 
approximately  12  hours  of  a  fund 
attorney’s  time  to  prepare  the 
procedures  and  one  hour  for  a  board  to 

adopt  the  procedures.2227  7)^0 

Commission  did  not  receive  any 
comments  on  the  estimated  hour  and 
cost  burdens.  Accordingly,  we  have 
modified  our  estimate  of  the  total  time 
cost  that  will  result  from  the 
amendments  based  on  updated  industry 
data  and  estimate  an  initial  time  cost  of 
approximately  $8,960  per  fund 
complex. 2228  7herefore,  we  estimate  the 
one-time  burden  to  prepare  and  adopt 
these  procedures  will  be  approximately 


2224  See  rule  2a-7(a)(25);  2a-7(c)(l)(i). 

2225  See  supra  note  2208. 

2226  por  purposes  of  the  PRA,  staff  estimates  that 
those  money  market  funds  that  self-reported  as 
“retail”  funds  as  of  February  28,  2014  (based  on 
iMoneyNet  data)  will  likely  seek  to  qualify  as  retail 
money  market  funds  under  amended  rule  2a-7. 
Based  on  iMoneyNet  data,  these  55  fund  complexes 
managed  195  self-reported  "retail”  money  market 
funds. 

7227  Staff  believes  that  the  burden  associated  with 
drafting  and  adopting  policies  and  procedures 
reasonably  designed  to  limit  beneficial  ownership 
to  natural  persons  will  be  approximately  the  same 
as  the  burden  that  would  have  been  required  under 
our  proposal  (requiring  that  funds  adopt  and 
implement  procedures  reasonably  designed  to  allow 
the  conclusion  that  the  omnibus  account  holder 
does  not  permit  any  beneficial  owmer,  directly  or 
indirectly,  to  redeem  more  than  the  daily  permitted 
amount). 

2228  This  estimate  is  based  on  the  following 
calculation:  (|12  Hours  x  8380  per  hour  for  an 
attorney  =  84,560]  +  [1  hour  x  84,400  per  hour  for 
a  board  of  8  directors  =  84,400]  =  88,960). 


715  hours  2229  at  $492,800  in  total  time 
costs  for  all  fund  complexes. 2230 

Amortized  over  a  three  year  period,  this 
will  result  in  an  average  annual  burden 
of  238  hours  and  time  costs  of  $164,267 
for  all  funds. 2231  vVe  estimate  that  there 
are  no  external  costs  associated  with 
this  collection  of  information. 

ii.  Government  Funds 

Under  today’s  amendments, 
government  money  market  funds  will 
not  be  required  to  implement  a  floating 
NAV  or  fees  and  gates.  We  define  a 
government  money  market  fund  to  mean 
a  fund  that  invests  at  least  99.5%  of  its 
total  assets  in  cash,  government 
securities,  and/or  repurchase 
agreements  collateralized  by  cash  or 
government  securities.  Currently,  a 
government  money  market  fund  is 
permitted  to  invest  up  to  20%  of  its  total 
assets  in  non-govemment  assets. 2232 
Under  our  amendments,  a  government 
money  market  fund  will  no  longer  be 
permitted  to  invest  up  to  20%  of  its  total 
assets  in  non-govemment  assets;  rather, 
these  funds  will  be  permitted  a  0.5%  de 
minimis  non-conforming  basket  in 
which  the  fund  may  invest  in  non- 
govemment  assets.  Accordingly,  we 
anticipate  that  government  money 
market  funds  will  need  to  amend  their 
existing  policies  and  procedures  to 
reflect  the  new  0.5%  de  minimis  basket. 

For  purposes  of  the  PRA,  the 
Commission  estimates  that 
approximately  60  money  market  fund 
complexes  will  seek  to  qualify  as 
government  money  market  funds  under 
mle  2a-7  and  therefore  be  required  to 
amend  their  written  policies  and 
procedures  to  reflect  the  0.5%  de 
minimis  basket. 2233  \f\/Q  estimate  that  it 
will  take  approximately  one  hour  of  a 
fund  attorney’s  time  to  amend  the 
procedures  and  0.5  hours  for  a  board  to 
adopt  the  amended  procedures. 
Accordingly,  we  estimate  the  total 
initial  time  cost  that  will  result  from  the 


2229  This  estimate  is  based  on  the  following 
calculation:  12  Burden  hours  to  prepare  written 
procedures  -t- 1  burden  hour  to  adopt  procedures  = 

1 3  burden  hours  per  money  market  fund  complex; 

1 3  burden  hours  per  fund  complex  x  55  fund 
complexes  =  715  total  burden  hours  for  all  fund 
complexes. 

2230  This  estimate  is  based  on  the  following 
calculation:  55  Fund  complexes  x  88,960  in  total 
costs  per  fund  complex  =  8492,800. 

2231  This  estimate  is  based  on  the  following 
calculation:  715  Burden  hours  -6  3  =  238  average 
annual  burden  hours;  8492,800  burden  costs  -6  3  = 
8164,267  average  annual  burden  cost. 

7732  See  supra  note  628  (defining  “non¬ 
government  assets”);  see  also  supra  note  629 
(noting  that  the  “names  rule”  effectively  limits 
government  funds  from  investing  more  than  20%  of 
total  assets  in  non-government  assets). 

2233  This  estimate  is  based  on  Form  N-MFP  data 
as  of  February  28,  2014. 
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amendments  will  be  approximately 
$2,580  per  fund  complex. 2234  Therefore, 
we  estimate  the  one-time  burden  to 
amend  these  procedures  will  be 
approximately  90  hours  2235  gt  $154,800 
in  total  time  costs  for  all  fund 
complexes. 2236  Amortized  over  a  three- 
year  period,  this  will  result  in  an 
average  annual  burden  of  approximately 
30  hours  and  time  costs  of  $51,600  for 
all  funds. 2237  \/\Jq  estimate  that  there  are 
no  external  costs  associated  with  this 
collection  of  information. 

3.  Board  Determinations — Fees  and 
Gates 

Under  the  fees  and  gates  amendments, 
if  a  money  market  fund’s  weekly  liquid 
assets  fall  below  30%  or  10%, 
respectively,  of  its  total  assets,  the 
fund’s  board  may  be  required  to  make 
and  document  a  number  of 
determinations  regarding  the  imposition 
of  fees  and  gates, 2238  including  (i) 
whether  to  impose  a  liquidity  fee,  and 
if  so,  what  the  amount  of  the  liquidity 
fee  should  be  (not  to  exceed  2%);  (ii) 
whether  to  impose  a  redemption  gate; 
(iii)  when  to  remove  a  liquidity  fee  put 
in  place  (subject  to  other  rule 
requirements);  and  (iv)  when  to  lift  a 
redemption  gate  put  in  place  (subject  to 
other  rule  requirements). 2239  This 
requirement  is  a  collection  of 
information  under  the  PRA,  and  is 
designed  to  ensure  that  a  fund  that 
imposes  a  fee  or  gate  does  so  when  it  is 
in  its  best  interests  (as  determined  by  its 
board).  This  new  collection  of 
information  is  mandatory  for  money 
market  funds  that  rely  on  rule  2a-7,  and 
to  the  extent  that  the  Commission 
receives  confidential  information 
pursuant  to  these  collections  of 


22347'jjis  estimate  is  based  on  the  following 
calculation:  (|1  Hours  x  S380  per  hour  for  an 
attorney  =  S380]  +  |0.5  hours  x  S4,400  per  hour  for 
a  board  of  8  directors  =  S2,200]  =  S2,580). 

2235  This  estimate  is  based  on  the  following 
calculation;  1  Burden  hours  to  amend  witten 
procedures  +  0.5  burden  hours  to  adopt  procedures 
=  1.5  burden  hours  per  money  market  fund 
complex:  1.5  burden  hours  per  fund  complex  x  60 
fund  complexes  =  90  total  burden  hours  for  all  fund 
complexes. 

2230  This  estimate  is  based  on  the  following 
calculation:  60  Fund  complexes  x  S2,580  in  total 
costs  per  fund  complex  =  8154,800. 

2237  This  estimate  is  based  on  the  following 
calculation:  90  Burden  hours  +  3  =  30  average 
annual  burden  hours;  8154,800  burden  costs  +  3  = 
851,600  average  annual  burden  cost. 

As  discussed  in  section  111. A  above,  after  a 
fund’s  weekly  liquid  assets  have  dropped  below 
30%,  a  fund’s  board  may  determine  that  it  is  in  the 
best  interests  of  the  fund  to  impose  a  liquidity  fee 
or  redemption  gate.  After  a  fund’s  weekly  liquid 
assets  have  dropped  below  10%,  a  fund  must 
impose  a  1%  a  liquidity  fee  on  all  redemptions, 
unless  its  board  determines  it  is  not  in  the  best 
interests  of  the  fund  to  do  so.  See  rule  2a-7(c)(2)(i) 
and  (ii). 

223a  See  id. 


information,  such  information  will  be 
kept  confidential,  subject  to  the 
provisions  of  applicable  law. 2240 

As  proposed,  the  fees  and  gates 
amendments  would  have  required  the 
same  collection  of  information  if  a 
money  market  fund’s  weekly  liquid 
assets  fell  below  15%  of  its  total  assets. 
As  discussed  in  the  Proposing  Release, 
Commission  staff  analysis  of  Form  N- 
MFP  data  showed  that,  between  March 
2011  and  October  2012,  five  prime 
money  market  funds  had  weekly  liquid 
assets  below  15%  of  total  assets. 2241  As 
set  forth  in  the  Proposing  Release,  the 
same  Commission  staff  analysis  of  Form 
N-MFP  data  shows  that  138  prime 
money  market  funds  had  weekly  liquid 
assets  below  30%  of  total  assets  during 
this  same  period. 2242  jn  the  proposal, 
the  Commission  estimated 
approximately  28  annual  burden 
hours,2243  and  g  total  time  cost  of 
$39,580  for  all  money  market  funds. 2244 
We  did  not  receive  any  comments  on 
the  estimated  hour  and  cost  burdens 
related  to  board  determinations  under 
the  fees  and  gates  amendments. 

The  Commission  continues  to 
estimate  that  the  affected  money  market 
funds  that  will  satisfy  the  triggering 
event  will  spend,  on  an  annual  basis,  (i) 
four  hours  of  a  fund  attorney’s  time  to 
prepare  materials  for  the  board’s 
determinations,  (ii)  two  hours  for  the 
board  to  review  those  materials  and 
make  the  required  determinations,  and 
(iii)  one  hour  of  a  fund  attorney’s  time 
per  year,  on  average,  to  prepare  the 
wTitten  records  of  such 

determinations. 2245  Therefore,  the 

Commission  estimates  that  the  average 
annual  burden  to  prepare  materials  and 
written  records  for  a  board’s  required 
determinations  will  be  approximately 
seven  hours  per  fund, 2246  the  same  as 


2240  See  supra  note  2208. 

2241  See  Proposing  Release,  supra  note  25,  at  548- 
49  (showing  that,  during  the  period,  four  funds 
dropped  below  15%  weekly  liquid  assets  and  one 
fund  dropped  below  10%  weekly  liquid  assets). 

2242  See  Proposing  Release,  supra  note  25,  at  177. 
This  same  analysis  shows  that  one  prime  money 
market  fund  had  weekly  liquid  assets  below  10% 
between  March  2011  and  October  2012.  Because 
30%  is  the  higher  threshold,  the  fund  that  dropped 
below  10%  weekly  liquid  assets  during  the  period 
would  also  be  included  within  the  1 38  funds  that 
crossed  below  30%  weekly  liquid  assets  during  the 
period. 

2243  This  estimate  was  based  on  the  following 
calculation;  7  Burden  hours  per  money  market  fund 
X  4  funds  =  28  total  burden  hours. 

2244  This  estimate  was  based  on  the  following 
calculation:  4  Money  market  funds  x  89,895  in  total 
costs  per  fund  complex  =  839,580. 

2245  This  estimate  includes  preparing  and 
evaluating  materials  relevant  to  the  determinations 
required  in  imposing  (and  removing)  either  or  both 
liquidity  fees  and  redemption  gates.  See  supra  note 
2239. 

2240 This  estimate  is  based  on  the  following 
calculation:  4  Hours  to  prepare  materials  +  2  hours 


proposed,  at  a  time  cost  of 
approximately  $10,700  per  fund. 2247 
The  estimated  time  cost  has  increased 
from  the  proposal,  which  estimated 
$9,895  per  fund,  as  a  result  of  updated 
industry  data.2248  Based  on  a  total  of  83 
funds  per  year  that  will  have  weekly 
liquid  assets  below  30%  of  total 
assets, 2249  the  Commission  estimates  the 
annual  burden  will  be  approximately 
581  burden  hours, 2250  g^j  $888,100  in 
total  time  costs  for  all  money  market 

funds. 2251 

The  increases  in  annual  burden  hours 
and  total  time  costs  from  the  proposal 
are  largely  due  to  the  increase  in  the 
estimated  number  of  funds  that  will  be 
subject  to  collection  of  information 
(from  four  to  83)  as  a  result  of  the  higher 
weekly  liquid  assets  threshold  for 
imposition  of  fees  and  gates.  We 
estimate  that  there  are  no  external  costs 
associated  with  this  collection  of 
information. 

4.  Notice  to  the  Commission 

Our  amendments  also  eliminate,  as 
proposed,  the  requirements  under  rule 
2a-7  relating  to  notifications  money 
market  funds  must  make  to  the 
Commission  upon  the  occurrence  of 
certain  events.  Specifically,  the 
amendments  eliminate  the  requirements 
for  money  market  funds  to  promptly 
notify  the  Director  of  Investment 
Management  or  its  designee  by 
electronic  mail  (i)  of  any  default  or 
event  of  insolvency  with  respect  to  the 
issuer  of  one  or  more  portfolio  securities 
(or  any  issuer  of  a  demand  feature  or 
guarantee),  where  immediately  before 
the  default  the  securities  comprised  one 


for  board  review  +  1  hour  for  record  preparation  = 
7  hours  per  year. 

2247  This  estimate  is  based  on  the  following 
calculation;  |5  Hours  x  8380  per  hour  for  an 
attorney  =  81900]  +  (2  hours  x  84,400  per  hour  for 
a  board  of  8  directors  =  88,800]  =  810,700. 

2248 The  proposal  estimated  8379  per  hour  for  an 
attorney  based  on  published  rates  that  had  been 
taken  from  SIFMA’s  Management  and  Professional 
Earnings  in  the  Securities  Industry  2012,  available 
at  http://mvw.sifrna.org/research/ 
item.aspx?id=8589940603,  modified  by 
Commission  staff  to  account  for  an  1,800-hour 
work -year  and  multiplied  by  5.35  to  account  for 
bonuses,  firm  size,  employee  benefits,  and 
overhead.  The  proposal  also  estimated  that  the 
average  cost  of  board  of  director  time  was  84,000 
per  hour  for  the  board  as  a  whole  based  on 
information  received  from  funds  and  their  counsel. 
Adjusting  for  inflation,  the  staff  estimates  that  the 
current  average  cost  of  board  of  director  time  is 
approximately  84,400. 

2249 This  estimate  is  based  on  the  following 
calculation:  (138  Funds  +  20  months)  x  12  months 
=  83  funds  per  year. 

2250 This  estimate  is  based  on  the  following 
calculation:  7  Burden  hours  per  fund  x  83  funds  = 
581  burden  hours. 

2251  This  estimate  is  based  on  the  following 
calculation:  810,700  In  total  costs  per  fund  x  83 
money  market  funds  =  8888,100. 
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half  of  one  percent  or  more  of  the  fund’s 
total  assets;  2252  (ij)  of  any  purchase 
of  a  security  from  the  fund  by  an 
affiliated  person  in  reliance  on  rule  17a- 

9  under  the  Investment  Company 
Act. 2253  7he  Proposing  Release  also 
estimated  that  approximately  20  money 
market  funds  per  year  previously  would 
have  been  required  to  provide  the 
notification  of  an  event  of  default  or 
insolvency,  and  that  each  such 
notification  would  entail  0.5  burden 
hours.  The  Commission  also  estimated 
that  approximately  25  money  market 
fund  complexes  per  year  previously 
would  have  been  required  to  provide 
notification  of  a  purchase  of  a  portfolio 
security  in  reliance  on  rule  17a-9,  and 
each  such  notification  would  entail  one 
burden  hour.  Based  on  these  estimates, 
we  calculated  that  the  elimination  of 
these  requirements  would  reduce  the 
current  annual  brnden  by  approximately 

10  hours  for  notices  of  default  or 
insolvency,  at  a  total  time  cost  savings 
of  $3,790,2254  and  by  approximately  25 
hours  for  notices  of  purchases  in 
reliance  on  rule  17a-9,  at  a  total  time 
cost  savings  of  $9,475.2255 

No  commenters  addressed  the  number 
of  money  market  funds  that  would  be 
affected  by  the  proposal  or  the  estimated 
reduction  in  annual  burden  hours  or 
total  time  cost  savings  that  would  result 
from  the  proposed  amendments. 
Accordingly,  the  Commission  has  not 
modified  the  estimated  reduction  in 
annual  burden  hours  associated  with 
the  amendments,  although  it  has 
modified  its  estimate  of  the  total  hour 
burden  reduction  that  will  result  from 
the  amendments  based  on  updated 
industry  data.  Given  these  estimates,  the 
amendments  will  reduce  the  cmrent 
annual  burden  by  approximately  10 
hours  for  notices  of  default  or 
insolvency,  at  a  total  time  cost  reduction 
of  $3,800,2256  and  by  approximately  25 
hours  for  notices  of  purchases  in 
reliance  on  rule  17a-9,  at  a  total  time 


See  current  rule  2a-7(c)(7)(iii)(A)  (requiring 
that  the  notice  include  a  description  of  the  actions 
the  money  market  fund  intends  to  take  in  response 
to  the  event). 

2^53  See  current  rule  2a-7(c)(7)(iii)(B)  (requiring 
that  the  notice  include  identification  of  the  security, 
its  amortized  cost,  the  sale  price,  and  the  reasons 
for  the  purchase). 

2254  yhis  estimate  w'as  based  on  the  following 
calculations;  20  Funds  x  0.5  hour  reduction  in 
hours  per  fund  =  reduction  of  10  hours;  10  burden 
hours  X  S379  per  hour  for  an  attorney  =  S3, 790. 

2255  This  estimate  was  based  on  the  following 
calculations:  25  Fund  complexes  x  1  hour  reduction 
in  hours  per  fund  =  reduction  of  25  hours:  25 
burden  hours  x  S3  79  per  hour  for  an  attorney  = 
S9,475. 

2256 This  estimate  is  based  on  the  following 
calculations:  20  Funds  x  0.5  hour  reduction  in 
hours  per  fund  =  reduction  of  10  hours;  10  burden 
hours  X  S380  per  hour  for  an  attorney  =  S3,800. 


cost  reduction  of  $9,500.2257  Therefore, 
the  total  reduction  in  burden  is  35  hours 
at  a  total  time  cost  of  $13,300.2258  \/Ve 

estimate  that  there  are  no  external  costs 
associated  with  this  collection  of 
information. 

5.  Stress  Testing 

We  are  adopting  amendments  to  the 
stress  testing  requirements  under  rule 
2a-7.  Specifically,  we  are  adopting 
reforms  to  the  current  stress  testing 
provisions  that  will  require  funds  to  test 
their  ability  to  maintain  weekly  liquid 
assets  of  at  least  10%  and  to  minimize 
principal  volatility  in  response  to 
specified  hypothetical  events  that 
include  (i)  increases  in  the  level  of 
short-term  interest  rates,  (ii)  a 
downgrade  or  default  of  particular 
portfolio  security  positions,  each 
representing  various  portions  of  the 
fund’s  portfolio,  and  (iii)  the  widening 
of  spreads  in  various  sectors  to  which 
the  fund’s  portfolio  is  exposed,  each  in 
combination  with  various  increases  in 
shareholder  redemptions.  A  written 
copy  of  the  procedures  and  any 
modifications  thereto,  must  be 
maintained  and  preserved  for  a  period 
of  not  less  than  six  years  following  the 
replacement  of  such  procedures  with 
new  procedures,  the  first  two  years  in 
an  easily  accessible  place. 2259  in 
addition,  the  written  procedures  must 
provide  for  a  report  of  the  stress  testing 
results  to  be  presented  to  the  board  of 
directors  at  its  next  regularly  scheduled 
meeting  (or  sooner,  if  appropriate  in 

light  of  the  results). 2260  These 

requirements  are  collections  of 
information  under  the  PRA,  and  are 
designed,  in  part,  to  address  disparities 
in  the  quality  and  comprehensiveness  of 
stress  tests.  The  collection  of 
information  is  mandatory  for  money 
market  funds  that  rely  on  rule  2a-7,  and 
to  the  extent  that  the  Commission 
receives  confidential  information 
pursuant  to  this  collection  of 
information,  such  information  will  be 
kept  confidential,  subject  to  the 
provisions  of  applicable  law.2261 
In  the  Proposing  Release,  we  noted 
that  we  were  proposing  to  amend  the 


2257  This  estimate  is  based  on  the  following 
calculations:  25  Fund  complexes  x  1  hour  reduction 
in  hours  per  fund  =  reduction  of  25  hours;  25 
burden  hours  x  S380  per  hour  for  an  attorney  = 
89,500. 

2258 This  estimate  is  based  on  the  following 
calculation:  10  Hours  (reduction  for  notices  of 
default  or  insolvency)  +  25  hours  (reduction  for 
notices  of  purchases  in  reliance  on  rule  17a-9)  =  35 
hours  total  reduction;  83,800  (reduction  for  notices 
of  default  or  insolvency)  +  89,500  (reduction  for 
notices  of  purchases  in  reliance  on  rule  17a-9)  = 
813,300  total  reduction. 

7756  See  rule  2a-7(h)(8). 

7760  See  rule  2a-7(g)(8)(ii). 

7761  See  supra  note  2208. 


stress  testing  provisions  of  rule  2a-7  to 
enhance  the  hypothetical  events  for 
which  a  fund  (or  its  adviser)  is  required 
to  stress  test,  including:  (i)  Increases 
(rather  than  changes)  in  the  general 
level  of  short-term  interest  rates;  (ii) 
downgrades  or  defaults  of  portfolio 
securities,  and  the  effects  these  events 
could  have  on  other  securities  held  by 
the  fund;  (iii)  “widening  or  narrowing  of 
spreads  among  the  indexes  to  which 
interest  rates  of  portfolio  securities  are 
tied’’;  (iv)  other  movements  in  interest 
rates  that  may  affect  the  fund’s  portfolio 
securities,  such  as  shifts  in  the  yield 
curve;  and  (v)  combinations  of  these  and 
any  other  events  the  adviser  deems 
relevant,  assuming  a  positive  correlation 
of  risk  factors.2262  Under  our  proposed 
amendments,  floating  NAV  money 
market  funds  would  have  been  required 
to  replace  their  current  stress  test  for  the 
ability  to  maintain  a  stable  price  per 
share  with  a  test  of  the  fund’s  ability  to 
maintain  15%  of  its  total  assets  in 
weekly  liquid  assets. 

Based  on  the  proposed  amendments 
to  stress  testing,  the  Commission 
estimated  in  the  Proposing  Release  that 
each  fund  that  would  have  been 
required  to  implement  the  proposed 
stress  testing  changes  would  have  to 
incur  an  average  one-time  burden  of  92 
hours  at  a  time  cost  of  $42,68  8.2263 
Based  on  an  estimate  of  92  funds  that 
would  incur  this  one-time  burden, 2264 
the  Commission  estimated  that  the 
aggregate  one-time  burden  for  all  money 
market  funds  to  implement  the 
proposed  amendments  to  stress  testing 
would  have  been  8,464  hours  at  a  total 
time  cost  of  $3.9  million. 2265  Amortized 
over  a  three  year  period,  this  would 
have  resulted  in  an  average  annual 
burden  of  2,821  burden  hours  and  $1.3 


7762  gpg  proposed  (FNAV)  rule  2a-7(g)(7). 

7763  Staff  estimated  that  these  systems 
modifications  would  include  the  following  costs:  (i) 
Project  planning  and  systems  design  (24  hours  x 
8291  (hourly  rate  for  a  senior  systems  analyst)  = 
86,984);  (ii)  systems  modification  integration, 
testing,  installation,  and  deployment  (32  hours  x 
8282  (hourly  rate  for  a  senior  programmer)  = 
89,024):  (iii)  drafting,  integrating,  implementing 
procedures  and  controls  (24  hours  x  8327  (blended 
hourly  rate  for  assistant  general  counsel  (8467), 
chief  compliance  officer  (8441),  senior  EDP  auditor 
(8273)  and  operations  specialist  (8126))  =  87,848); 
and  (iv)  preparation  of  training  materials  (8  hours 

X  8354  (hourly  rate  for  an  assistant  compliance 
director)  =  82,832)  +  (4  hours  (4  hour  training 
session  for  board  of  directors)  x  84,000  (hourly  rate 
for  board  of  8  directors)  =  816,000)  =  818,832). 
Therefore,  staff  estimated  an  average  one-time 
burden  of  92  hours  (24-i-32-t-24-i-8-t-4),  at  a  total  cost 
per  fund  of  842,688 
(86,9844-89,024+87,848+818,832). 

7264  This  estimate  was  based  on  staff  experience 
and  discussions  with  industry'. 

7765  This  estimate  was  based  on  the  following 
calculations:  92  Funds  x  92  hours  per  fund  =  8,464 
hours:  92  funds  x  842,688  =  83.9  million. 
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million  total  time  cost  for  all  funds. 

The  Commission  estimated  in  the 
Proposing  Release  that  there  would  have 
been  no  external  costs  associated  with 
this  collection  of  information.  The 
Commission  did  not  receive  any 
comments  on  the  estimated  hour  and 
cost  burdens. 

Although  we  are  adopting 
amendments  to  the  stress  testing 
requirements  with  modifications  from 
the  proposal,  the  Commission  does  not 
believe  that  the  changes  from  the 
proposed  amendments  will  directly 
affect  the  burden  hours  or  total  time 
costs  associated  with  the  requirement 
that  money  market  funds  maintain  a 
written  copy  of  their  stress  testing 
procedures,  and  any  modifications 
thereto,  and  preserve  for  a  period  of  not 
less  than  six  years  following  the 
replacement  of  such  procedures  with 
new  procedures,  the  first  two  years  in 
an  easily  accessible  place.  However,  the 
Commission  has  modified  the  estimated 
increase  in  annual  burden  hours  and 
total  time  costs  that  will  result  from  the 
amendment  based  on  updated  industry 
data. 

We  understand  that  most  money 
market  funds,  in  their  normal  course  of 
risk  management,  include  many  of  the 
elements  we  are  adopting  in  their  stress 
testing.  Nevertheless,  we  expect  that 
funds  may  incur  a  one-time  internal 
burden  to  reprogram  an  existing  system 
to  provide  the  required  reports  of  stress 
testing  results  based  on  our 
amendments.  We  believe  that  the  stress 
testing  procedures  will  be  modified  for 
all  the  money  market  funds  in  a  fund 
complex  by  the  fimd  adviser,  and  that 
a  fund  complex  will  have  economies  of 
scale  to  the  extent  that  there  may  be 
more  than  one  money  market  fund  in  a 
complex.  The  Commission  estimates 
that  each  fund  that  will  have  to 
implement  the  stress  testing  changes 
will  incur  an  average  one-time  burden 
of  92  hours  at  a  time  cost  of  $43,872.^267 


2266  xhis  estimate  is  based  on  the  following 
calculations:  8,464  Hours  +  3  =  2,821  burden  hours; 
S3. 9  million  +  3  =  S1.3  million  burden  cost. 

2267  'j'},e  Commission  estimates  that  these  systems 
modifications  will  include  the  following  costs:  (i) 
Fhoject  planning  and  systems  design  (24  hours  x 
S260  (hourly  rate  for  a  senior  systems  analyst)  = 
S6,240):  (ii)  systems  modification  integration, 
testing,  installation,  and  deployment  (32  hours  x 
S303  (hourly  rate  for  a  senior  programmer)  = 
S9,696);  (iii)  drafting,  integrating,  implementing 
procedures  and  controls  (24  horns  x  S319  (blended 
hourly  rate  for  assistant  general  counsel  (S426), 
chief  compliance  officer  (S485),  senior  EDP  auditor 
(S241)  and  operations  specialist  (Si  25))  =  S7,656); 
and  (iv)  preparation  of  training  materials  (8  hours 

X  S335  (hourly  rate  for  an  assistant  compliance 
director)  =  S2,680)  +  (4  hours  (4  hour  training 
session  for  board  of  directors)  x  S4,400  (hourly  rate 
for  board  of  8  directors)  =  817,600)  =  820,280). 
Therefore,  the  Commission  estimates  an  average 
one-time  burden  of  92  hours  (24+32-^24+8-^4),  at  a 


Based  on  an  estimate  of  559  money 
market  funds  that  will  incur  this  one¬ 
time  burden, 2268  the  Commission 
estimates  that  the  aggregate  one-time 
burden  for  all  money  market  funds  to 
implement  the  amendments  to  stress 
testing  will  be  51,428  hours  at  a  total 
time  cost  of  $24,524,448.2269  Amortized 
over  a  three  year  period,  this  will  result 
in  an  average  annual  burden  of 
approximately  17,143  burden  hours  and 
$8,174,816  total  time  cost  for  all 
funds. 2270  \/\/q  estimate  that  there  are  no 
external  costs  associated  with  this 
collection  of  information. 

Each  report  to  the  board  of  directors 
will  include  an  assessment  of  the  money 
market  fund’s  ability  to  have  invested  at 
least  10%  of  its  total  assets  in  weekly 
liquid  assets  and  to  minimize  principal 
volatility,  and  an  assessment  by  the 
fund’s  adviser  of  the  fund’s  ability  to 
withstand  the  events  that  are  reasonably 
likely  to  occur  within  the  following 
year.  Under  current  rule  2a-7,  money 
market  funds  are  required  to  have 
written  procedures  that  provide  for  a 
report  of  the  stress  testing  results  to  be 
presented  to  the  board  of  directors  at  its 
next  regularly  scheduled  meeting  (or 
sooner,  if  appropriate  in  light  of  the 
results).  However,  because  we  are 
amending  the  type  of  information  that 
must  be  included  in  the  report  to  the 
board,  we  have  estimated  the  collection 
of  information  burden  hours  increase 
and  the  total  time  cost  increase. 

The  Commission  estimates  that  it  will 
take  on  average  an  additional:  (i)  Two 
hours  of  portfolio  management  time,  (ii) 
one  horn  of  compliance  time,  (iii)  one 
hour  of  professional  legal  time  and  (iv) 
0.5  hours  of  support  staff  time,  requiring 
an  additional  4.5  burden  hours  at  a  time 
cost  of  approximately  $1,302  per 
fund. 2271  Under  normal  circumstances, 
the  report  must  be  provided  at  the  next 
scheduled  board  meeting,  and  the 
Commission  estimates  that  the  report 
and  the  adviser’s  assessment  will  cover 
all  money  market  funds  in  a  complex. 
For  purposes  of  these  calculations,  the 
Commission  assumes  that  funds  will 
conduct  stress  tests  no  less  than 


total  cost  per  fund  of  843,872 
(86,240-(-89,696-(-87,656-l-820,280). 

2268  We  increased  the  estimated  number  of  funds 
from  the  Proposing  Release  based  on  staff 
experience  and  discussions  with  industry. 

2768  xhis  estimate  is  based  on  the  following 
calculations;  559  Fimds  x  92  hours  per  fund  = 
51,428  hours:  559  funds  x  843,872  =  824,524,448 
2270'j’jjis  estimate  is  based  on  the  following 
calculations:  51,428  Hours  3  =  approximately 
17,143  burden  hours;  824,524,448  +  3  =  88,174,816. 

2271  xjjis  estimate  is  based  on  the  following 
calculation:  (2  Hours  x  8301  per  hour  for  a  portfolio 
manager  =  8602)  +  (1  hour  x  8283  for  a  compliance 
manager  =  8283)  +  (1  hour  x  8380  for  an  attorney 
=  8380)  +  (0.5  hours  x  874  per  hour  for  an 
administrative  assistant  =  837)  =  81,302. 


monthly.  With  an  average  of  six  board 
meetings  each  year,  the  Commission 
estimates  that  the  annual  burden  for 
regularly  scheduled  reports  will  be  27 
hours  per  money  market  fund. 2272 
Under  the  rule,  a  report  must  be 
provided  earlier  if  appropriate  in  light 
of  the  results  of  the  test.  The 
Commission  estimates  that  as  a  result  of 
unanticipated  changes  in  market 
conditions  or  other  events,  stress  testing 
results  are  likely  to  prompt  additional 
reports  on  average  four  times  each 
year.2273  Thus,  the  Commission 
estimates  reports  will  result  in  an 
additional  18  hours  for  an  individual 
fund  each  year.2274  The  Commission 
estimates  the  total  annual  burden  for  all 
money  market  funds  will  be  an 
additional  25,155  hours  at  a  total  time 

cost  of  $7,278,180.2275 

Adding  the  one-time  burden, 
amortized  over  three  years,  to 
implement  the  stress  testing 
amendments  with  the  annual  burden  to 
report  the  results  of  the  stress  tests  to 
the  board  of  will  result  in  a  total 
amortized  annual  burden  of  42,298 
hours  and  time  costs  of  $15,452,996  for 
all  funds. 2276  \/\Jq  estimate  that  there  are 
no  external  costs  associated  with  this 
collection  of  information. 

6.  Web  Site  Disclosure 

The  amendments  we  are  adopting 
today  require  money  market  funds  to 
disclose  certain  additional  information 
on  their  Web  sites.  These  amendments 
promote  transparency  to  investors  of 
money  market  funds’  risks  and  risk 
management  by: 

•  Harmonizing  the  specific  portfolio 
holdings  information  that  rule  2a-7 
requires  a  fund  to  disclose  on  the  fund’s 


7772  xhis  estimate  is  based  on  the  following 
calculation:  (2  Hours  (portfolio  management)  -1-  1 
hour  (compliance)  +  1  hour  (legal)  +  0.5  hours 
(support  staff))  =  4.5  hours  x  6  meetings  =  27  hours. 

7273  xhe  Commission  anticipates  that  in  many 
years  there  will  be  no  need  for  special  reports,  but 
that  in  a  year  in  which  there  is  severe  market  stress, 
a  fund  may  report  to  the  board  weekly  for  a  period 
of  3  to  6  months.  Such  reporting  will  generate  9  to 
18  reports  in  addition  to  the  regular  monthly 
reports.  Assuming  that  this  type  of  event  may  occur 
once  everj'  five  years,  and  additional  reports  will 
be  generated  for  6  months,  a  fund  will  produce  an 
average  of  four  additional  reports  per  year  (18 
additional  reports  +  5  =  3.6  reports). 

7774  This  estimate  is  based  on  the  following 
calculation:  4.5  Hours  x4  =  18  hours. 

2275 -phis  estimate  is  based  on  the  following 
calculation:  (27  Hours  +18  hours  =  45  hours)  x  559 
money  market  funds  =  25,155  hours  and  (81,302  x 
(6  regularly  scheduled  reports  +  4  additional  reports 
=  10  reports  per  year)  =  813,020  per  fund)  x  559 
funds  =  87,278,180. 

7776X^18  estimate  is  based  on  the  following 
calculation:  (51,428  Burden  hours  +  3  =  17,143 
average  annual  burden  hours)  +  25,155  annual 
burden  hours  =  42,298  hours;  (824,524,448  burden 
costs  +  3  =  88,174,816  average  annual  burden  cost) 

+  87,278,180  annual  time  costs  =  815,452,996. 
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Web  site  with  the  corresponding 
portfolio  holdings  information  required 
to  be  reported  on  Form  N-MFP;  2277 

•  Requiring  that  a  fund  disclose  on  its 
Web  site  a  schedule,  chart,  graph,  or 
other  depiction  showing  the  percentage 
of  the  fund’s  total  assets  that  are 
invested  in  daily  and  weekly  liquid 
assets,  as  well  as  the  fund’s  daily  net 
inflows  or  outflows,  as  of  the  end  of 
each  business  day  during  the  preceding 
six  months  (which  depiction  must  be 
updated  each  business  day  as  of  the  end 
of  the  preceding  business  day); 

•  Requiring  that  a  fund  disclose  on  its 
Web  site  a  schedule,  chart,  graph,  or 
other  depiction  showing  the  fund’s 
daily  current  NAV  per  share,  as  of  the 
end  of  each  business  day  during  the 
preceding  six  months  (which  depiction 
must  be  updated  each  business  day  as 
of  the  end  of  the  preceding  business 
day);  and 

•  Requiring  a  fund  to  disclose  on  its 
Web  site  certain  information  that  the 
fund  is  required  to  report  to  the 
Commission  on  Form  N-CR  regarding 
the  imposition  and  removal  of  liquidity 
fees,  the  suspension  and  resumption  of 
fund  redemptions,  and  the  provision  of 
financial  support  to  the  fund.^^ao 

These  new  collections  of  information 
are  mandatory  for  money  market  funds 
that  rely  on  rule  2a-7  and  are  not  kept 
confidential. 

a.  Disclosure  of  Portfolio  Holdings 
Information 

We  are  adopting,  largely  as  proposed, 
the  requirement  for  a  money  market 
fund  to  disclose  on  its  Web  site  certain 
portfolio  holdings  information  that  the 
fund  also  will  be  required  to  disclose  on 
Form  N-MFP.  This  requirement  will 
harmonize  the  holdings  information  that 
a  fund  is  required  to  disclose  on  its  Web 
site  with  the  corresponding  portfolio 
holdings  information  required  to  be 
reported  on  Form  N-MFP.  We 
anticipate  that  the  burden  for  each  fund 
to  draft  and  finalize  the  disclosure  that 
appears  on  its  Web  site  will  largely  be 
incurred  when  the  fund  files  Form  N- 
MFP.2281  In  the  Proposing  Release,  the 
Commission  estimated  that  a  fund 
would  incur  an  additional  burden  of 
one  hour  each  time  that  it  updates  its 
Web  site  to  include  the  new  disclosure. 
Using  an  estimate  of  586  money  market 
funds  that  would  be  required  to  include 
the  proposed  new  portfolio  holdings 
disclosure  on  the  fund’s  Web  site,  we 
estimated  that  each  fund  would  incur  12 


^^77  rule  2a-7(h)(10)(i). 
2278  5ee  rule  2a-7(h)(10)(ii). 
7270  See  rule  2a-7(h)(10)(iii). 
2280 See  rule  2a-7(h)(10)(v). 
2281  See  infra  section  IV. C. 


additional  hours  of  internal  staff  time 
per  year  (one  hour  per  monthly  filing), 
at  a  time  cost  of  $2,484,  to  update  the 
Web  site  to  include  the  new  disclosure, 
for  a  total  of  7,032  aggregate  hours  per 
year,  at  a  total  aggregate  time  cost  of 
$1,455,624. 

Certain  commenters  generally  noted 
that  complying  with  the  new  Web  site 
disclosure  requirements  would  add 
costs  for  funds,  including  costs  to 
upgrade  internal  systems  and  software 
relevant  to  the  Web  site  disclosme 
requirements  (which  possibly  could 
include  costs  to  engage  third-party 
service  providers  for  those  money 
market  fund  managers  that  do  not  have 

existing  relevant  systems). 2282  0^0 
commenter,  however,  noted  that  the 
portfolio  holdings  disclosure 
requirements  should  not  cause  a 
significant  cost  increase  as  long  as  the 
information  is  made  available  from 
relevant  accounting  systems, 2283 
another  commenter  stated  that  the 
proposed  disclosure  requirements 
generally  should  not  produce  any 
meaningful  costs.2284  Another 
commenter  urged  the  Commission  to 
harmonize  new  disclosme  requirements 
so  that  funds  would  face  lower 
administrative  burdens,  and  investors 
would  bear  correspondingly  fewer 


2282  See,  e.g.,  UBS  Comment  Letter  (“The  SEC 
also  proposed  additional  information  regarding  the 
posting  of;  (i)  The  categories  of  a  money  fund’s 
portfolio  securities;  (ii)  maturity  date  information 
for  each  of  the  fund’s  portfolio  securities:  and  (iii) 
market-based  values  of  the  fund’s  portfolio 
securities  at  the  same  time  as  this  information 
becomes  publicly  available  on  Form  N-MFP.  We 
believe  this  information  is  too  detailed  to  be  useful 
to  most  investors  and  would  be  cost  prohibitive  to 
provide.  Complj'ing  with  these  new  Web  site 
disclosure  requirements  would  add  notable  costs 
for  each  money  fund  that  UBS  Global  AM 
advises.’’);  Chamber  II  Comment  Letter  (“With 
respect  to  the  Web  site  disclosirre  requirements, 
internal  systems  and  software  would  need  to  be 
upgraded  or,  for  those  MMF  managers  that  do  not 
have  existing  systems,  third-party  service  providers 
would  need  to  be  engaged.  The  costs  (which 
ultimately  would  be  borne  by  investors  through 
higher  fees  or  lower  yields)  could  potentially  be 
significant  to  an  MMF  and  higher  than  those 
estimated  in  the  Proposal.’’);  Dreyfus  Comment 
Letter  (noting  that  “several  of  the  new  Form 
reporting  and  Web  site  and  registration  statement 
disclosure  requirements  .  .  .  come  with  .  .  . 
material  cost  to  funds  and  their  sponsors’’);  see  also 
Fin.  Svcs.  Roundtable  Comment  Letter  (noting  that 
the  disclosure  requirements  would  produce 
“significant  cost  to  the  fund  and  ultimately  to  the 
fund’s  investors’’):  SSGA  Comment  Letter  (urging 
the  Commission  to  consider  the  “substantial 
administrative,  operational,  and  expense  burdens’’ 
of  the  proposed  disclosure-related  amendments); 
Chapin  Davis  Comment  Letter  (noting  that  the 
disclosure-  and  reporting-related  amendments  will 
result  in  increased  costs  in  the  form  of  fund  staff 
salaries,  or  consultant,  accountant,  and  lawj'er 
hourly  rates,  that  will  ultimately  be  borne  in  large 
part  by  investors  and  portfolio  issuers). 

2283  See  State  Street  Comment  Letter. 

2284  See  HSBC  Comment  Letter. 


costs. 2285  As  described  above,  the 
portfolio  holdings  disclosure 
requirements  we  are  adopting  have 
changed  slightly  from  those  that  we 
proposed,  in  order  to  conform  to 
modifications  we  are  making  to  the 
proposed  Form  N-MFP  disclosure 

requirements. 2286  7110  Commission 

estimates  that  the  number  of  money 
market  funds  is  currently  559  and  that 
the  hour  burden  per  fund  remains  the 
same  as  previously  estimated. 2287 
Because  the  2010  money  market  fund 
reforms  already  require  money  market 
funds  to  post  monthly  portfolio 
information  on  their  Web  sites, 2288 
funds  should  not  need  to  upgrade  their 
systems  and  software,  or  develop 
relevant  systems  (either  in-house  or 
with  the  assistance  of  a  third-party 
service  provider)  to  comply  with  the 
new  portfolio  holdings  information 
disclosure  requirements.  The 
Commission  therefore  does  not  believe 
that  comments  about  the  costs  required 
to  upgrade  relevant  systems  and 
software  should  affect  its  estimates  of 
the  burdens  and  costs  associated  with 
the  portfolio  holdings  disclosure 
requirements.  Taking  this  into 
consideration,  the  Commission  has  not 
modified  its  previous  hour  burden 
estimates.  Although  we  have  slightly 
revised  the  portfolio  holdings  disclosure 
requirements  since  proposing  the 
requirements,  we  believe  that  these 
revisions  do  not  produce  additional 
burdens  for  funds  and  thus  does  not 
affect  previous  hour  burden  estimates. 

Based  on  an  estimate  of  559  money 
market  funds  posting  their  portfolio 
holdings  on  their  Web  pages,  we 
estimate  that,  in  the  aggregate,  the 
amendment  will  result  in  a  total  of 
6,708  burden  hours  per  year,2289  gi  g 
total  aggregate  time  cost  of 
$1,522,716.2290  We  estimate  that  there 
are  no  external  costs  associated  with 
this  collection  of  information. 


2285  See  Fin.  Svcs.  Roundtable  Comment  Letter. 

2286  supra  section  IIl.E.Q.h  (Costs  of 
harmonization  of  rule  2a-7  and  Form  N-MFP 
portfolio  holdings  disclosure  requirements). 

2287  xhe  estimate  regarding  the  number  of  money 
market  funds  is  based  on  a  review  of  reports  on 
Form  N-MFP  filed  with  the  Commission  for  the 
month  ended  on  February  28,  2014. 

2288  See  2010  Adopting  Release,  supra  note  17,  at 
section  II.E.l. 

2288  xhis  estimate  is  based  on  the  following 
calculation:  12  Hours  per  year  x  559  money  market 
funds  =  6,708  hours. 

2290  xhis  estimate  is  based  on  the  following 
calculation:  6,708  Hours  x  S227  per  hour  for  a 
webmaster  =  81,522,716. 
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b.  Disclosure  of  Daily  Weekly  Assets 
and  Weekly  Liquid  Assets  and  Net 
Shareholder  Flow 

We  are  adopting,  as  proposed,  the 
requirement  for  a  money  market  fund  to 
disclose  on  its  Web  site  a  schedule, 
chart,  graph,  or  other  depiction  showing 
the  percentage  of  the  fund’s  total  assets 
that  are  invested  in  daily  and  weekly 
liquid  assets,  as  well  as  the  fund’s  net 
inflows  or  outflows,  as  of  the  end  of 
each  business  day  during  the  preceding 
six  months.  The  burdens  associated 
with  this  requirement  include  one-time 
burdens  as  well  as  ongoing  burdens.  In 
the  Proposing  Release,  the  Commission 
estimated  that  a  money  market  fund 
would  incur  a  one-time  burden  of  70 
hours,  at  a  time  cost  of  $20,150,  to 
design  the  required  schedule,  chart, 
graph,  or  other  depiction,  and  to  make 
the  necessary  software  programming 
changes  to  the  fund’s  Web  site  to 
disclose  the  percentage  of  the  fund’s 
total  assets  that  are  invested  in  daily 
liquid  assets  and  weekly  liquid  assets, 
as  well  as  the  fund’s  net  inflows  or 
outflows,  as  of  the  end  of  each  business 
day  during  the  preceding  six  months. 
Using  an  estimate  of  586  money  market 
funds,  the  Commission  estimated  that 
money  market  funds  would  incur,  in 
aggregate,  a  total  one-time  burden  of 
41,020  hours,  at  a  time  cost  of 
$11,807,900,  to  comply  with  these  Web 
site  disclosure  requirements.  We 
estimated  that  each  fund  would  incur  an 
ongoing  annual  burden  of  32  hours,  at 
a  time  cost  of  $9,184,  to  update  the 
depiction  of  daily  and  weekly  liquid 
assets  and  the  fund’s  net  inflows  or 
outflows  on  the  fund’s  Web  site  each 
business  day  during  that  year.  We 
further  estimated  that,  in  the  aggregate, 
money  market  funds  would  incur  an 
average  ongoing  annual  burden  of 
18,752  hours,  at  a  time  cost  of 
$5,381,824,  to  comply  with  this 
disclosure  requirement. 

As  discussed  above,  certain 
commenters  generally  noted  that 
complying  with  the  new  Web  site 
disclosure  requirements  would  add 
costs  for  funds,  including  costs  to 
upgrade  internal  systems  and  software 
relevant  to  the  Web  site  disclosure 
requirements  (which  possibly  could 
include  costs  to  engage  third-party 
ser\dce  providers  for  those  money 
market  fund  managers  that  do  not  have 
existing  relevant  systems). 2291  One 
commenter  noted  that  these  costs  could 
potentially  be  “significant  to  [a  money 


See  UBS  Comment  Letter  (“We  do  not 
support  these  changes,  because  they  would  require 
a  significant  restructuring  of  the  money  funds’  Web 
sites,  which  would  be  expensive  to  complete  and 
maintain.’’):  see  also  supra  note  2282. 


market  fund]  and  higher  than  those 
estimated  in  the  Proposing 
Release.’’  2292  Another  commenter 
suggested  that  obtaining  the  daily  and 
weekly  liquid  asset  data  for  purposes  of 
complying  with  the  disclosure 
requirements  would  result  in  additional 
costs  that  the  Commission  did  not 
include  in  its  estimate  in  the  Proposing 
Release,  namely,  the  costs  associated 
with  the  enhanced  controls  required  to 
disseminate  this  information  publicly 
each  day. 2293  However,  one  commenter 
stated  that  the  proposed  disclosure 
requirements  should  not  produce  any 

meaningful  costs. 2294 

The  Commission  estimates  that  the 
number  of  money  market  funds  is 
currently  559.  We  agree  that  the  one¬ 
time  costs  for  certain  money  market 
funds  to  upgrade  internal  systems  and 
software,  and/or  develop  such  systems 
if  a  money  market  fund  does  not  have 
existing  relevant  systems,  could  be 
higher  than  those  average  one-time  costs 
estimated  in  the  Proposing  Release. 
However,  because  the  estimated  one¬ 
time  costs  were  based  on  the  mid-point 
of  a  range  of  estimated  costs,  the  higher 
costs  that  may  be  incurred  by  certain 
industry  participants  have  already  been 

factored  into  our  estimates. 2295  q^t 

assumptions  in  estimating  one-time 
hour  and  cost  burdens  therefore  have 
not  changed  from  those  discussed  in  the 
Proposing  Release.  Based  on  an  estimate 
of  559  money  market  funds  posting 
information  about  their  daily  and 
weekly  liquid  assets,  as  well  as  their  net 
inflows  or  outflows,  on  their  Web  pages, 
we  estimate  that,  in  the  aggregate,  the 
amendment  will  result  in  a  total  one¬ 
time  burden  of  39,130  hours, 2296  a 

time  cost  of  $11,336,520,2297  comply 


22a2  See  Chamber  II  Comment  Letter. 

2za3  See  State  Street  Comment  Letter  at  Appendix 
A  ("Due  to  the  inherent  risks  associated  with  public 
disclosure,  there  will  be  enhanced  controls  required 
with  respect  to  the  daily  public  dissemination  of 
daily  and  weekly  liquid  assets  and  the  risks  of 
shareholders  m^ing  redemption  decisions  in 
reliance  on  that  information  .  .  .  adds  to  staff  to 
calculate  and  review  the  daily  and  weekly  liquid 
assets.’’). 

See  HSBC  Comment  Letter. 

2295  See  Proposing  Release,  supra  note  25,  at 
n.l044. 

2290 -phis  estimate  is  based  on  the  following 
calculation:  70  Hours  x  559  money  market  funds  = 
39,130  hours. 

2297  xhis  estimate  is  based  on  the  following 
calculation:  820,280  Per  fund  x  559  money  market 
funds  =  811,336,520.  The  820,280  per  fund  figure 
is,  in  turn,  based  on  the  following  calculations;  (20 
Hours  (mid-point  of  16  hours  and  24  hours  for 
project  assessment)  x  8309  (blended  hourly  rate  for 
a  compliance  manager  (8283)  and  a  compliance 
attorney  (8334))  =  86,180)  +  (50  hours  (mid-point 
of  40  hours  and  60  hours  for  project  development, 
implementation,  and  testing)  x  8282  (blended 
hourly  rate  for  a  senior  systems  analyst  (8260)  and 
a  senior  programmer  (8303))  =  814,100)  =  820,280 


with  these  Web  site  disclosure 
requirements.  Amortized  over  a  three- 
year  period,  this  will  result  in  an 
average  annual  burden  of  approximately 
13,043  hours  and  time  costs  of 
approximately  $3,778,840  for  all  money 
market  funds.  2298 

The  Commission  agrees  that  money 
market  funds  may  incur  additional  costs 
associated  with  the  enhanced  controls 
required  to  publicly  disseminate  daily 
and  weekly  liquid  asset  data,  which 
costs  were  not  estimated  in  the 
Proposing  Release.  Incorporating  these 
additional  costs  into  new  estimates,  we 
estimate  that  each  fund  will  incur  an 
ongoing  annual  burden  of  36  hours, 2299 
at  a  time  cost  of  $10, 274, 2300  update 

the  depiction  of  daily  and  weekly  liquid 
assets  and  the  fund’s  net  inflows  or 
outflows  on  the  fund’s  Web  site  each 
business  day  during  that  year.  Based  on 
an  estimate  of  559  money  market  funds 
posting  information  about  their  daily 
and  weekly  liquid  assets  (as  well  as 
their  net  inflows  or  outflows)  on  their 
Web  pages,  we  estimate  that  the 
amendment  will  result  in  an  average 
aggregate  ongoing  annual  burden  of 


per  fund.  See  Proposing  Release,  supra  note  25,  at 
nn.l044  and  1045. 

2298  xhis  estimate  was  based  on  the  following 
calculations:  39,130  Burden  hours  -h  3  =  13,043 
average  annual  burden  hours;  811,336,520  burden 
costs  -H  3  =  83,778,840  average  annual  burden  cost. 

2299’j’jie  Commission  estimates  that  the  lower 
bound  of  the  range  of  the  ongoing  annual  hour 
burden  to  update  the  required  Web  site  information 
will  be  21  hours  per  year  (5  minutes  per  day  x  252 
business  days  in  a  year  =  1,260  minutes,  or  21 
hours).  We  estimate  that  the  upper  bound  of  the 
range  of  the  ongoing  annual  hour  burden  to  update 
the  required  Web  site  information  will  be  42  hours 
per  j'ear  (10  minutes  per  day  x  252  business  days 
in  a  year  =  2,520  minutes,  or  42  hours). 

Additionally,  we  estimate  that  each  fund  will 
incur  an  additional  ongoing  annual  hour  burden  of 
between  3  hours  and  6  hours  associated  with 
implementing  enhanced  controls  required  to 
publicly  disseminate  the  data  at  issue.  Specifically, 
depending  on  the  controls  the  fund  already  has  in 
place,  the  Commission  estimates  that  it  will  take  a 
compliance  manager  and  an  attorney  between  3  and 
6  hours  to  review  and  update  (or  if  necessary,  to 
develop  and  implement)  the  controls  associated 
with  the  public  dissemination  of  daily  liquid  asset 
and  weekly  liquid  asset  data  each  year. 

Because  we  do  not  have  the  information 
necessary'  to  provide  a  point  estimate  of  the  costs 
to  modify  a  particular  fund’s  systems  we  thus  have 
provided  ranges  of  estimated  costs  in  our  economic 
analysis.  See  supra  section  IILE.9.h.  Likewise,  for 
purposes  of  our  estimates  for  the  PRA  analysis,  we 
have  taken  the  mid-point  of  the  range  discussed 
above  (mid-point  of  24  hours  (21  hours  +  3  hours) 
and  48  hours  (42  hours  -1-  6  hours)  =  36  hours). 

2500  This  estimate  is  based  on  the  following 
calculation:  (31.5  Hours  (mid-point  of  21  hours  and 
42  hours  for  updating  the  required  Web  site 
information)  x  8282  (blended  rate  for  a  senior 
systems  analyst  and  senior  programmer)  =  88,883) 

+  (4.5  hours  (mid-point  of  3  hours  and  6  hours  for 
implementing  enhanced  controls  associated  with 
public  dissemination  of  data)  x  8309  (blended  rate 
for  a  compliance  manager  and  a  compliance 
attorney)  =  81,391)  =  810,274  per  fund. 
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20,124  hours, 2301  at  a  time  cost  of 
$5,743,166,2302  ^0  comply  with  this 

disclosure  requirement. 

Adding  the  one-time  burden, 
amortized  over  three  years,  to  prepare 
and  adopt  procedures  with  the  annual 
burden  to  prepare  materials  for 
determinations  will  result  in  a  total 
amortized  annual  burden  of  33,167 
hours  and  time  costs  of  $9,522,006  for 
all  funds. 2303  \\Jq  estimate  that  there  are 
no  external  costs  associated  with  this 

collection  of  information. 2304 

c.  Disclosure  of  Daily  Current  NAV 

We  are  adopting,  as  proposed,  the 
requirement  for  a  money  market  fund  to 
disclose  on  its  Web  site  a  schedule, 
chart,  graph,  or  other  depiction  showing 
the  fund’s  current  NAV  per  share  as  of 
the  end  of  each  business  day  dming  the 
preceding  six  months.  The  burdens 
associated  with  this  requirement 
include  one-time  burdens  as  well  as 
ongoing  burdens,  In  the  Proposing 
Release,  the  Commission  estimated  that 
a  money  market  fund  would  incur  a 
one-time  burden  of  70  hours,  at  a  time 
cost  of  $20,150,  to  design  the  required 
schedule,  chart,  graph,  or  other 
depiction,  and  to  make  the  necessary 
software  programming  changes  to  the 
fund’s  Web  site  to  disclose  the  fund’s 
current  NAV  per  share  as  of  the  end  of 
each  business  day  during  the  preceding 
six  months.  Using  an  estimate  of  586 
money  market  funds,  we  estimated  that 
money  market  funds  would  incur,  in 
aggregate,  a  total  one-time  burden  of 
41,020  hours,  at  a  time  cost  of 
$11,807,900,  to  comply  with  these  Web 
site  disclosure  requirements.  We 
estimated  that  each  fund  would  incur  an 
ongoing  annual  burden  of  32  hours,  at 
a  time  cost  of  $9,184,  to  update  the 
depiction  of  the  fund’s  current  NAV  per 
share  on  the  fund’s  Web  site  each 
business  day  during  that  year.  We 
further  estimated  that,  in  the  aggregate. 


2301  This  estimate  is  based  on  the  following 
calculation:  36  Hours  x  559  money  market  funds  = 
20,124  hours. 

2302  This  estimate  is  based  on  the  following 
calculation:  510,274  Per  fund  x  559  money  market 
funds  =  55,743,166. 

2303  This  estimate  is  based  on  the  following 
calculation:  (39,130  Burden  hours  +  3  =  13,043 
average  annual  burden  hours)  +  20,124  annual 
burden  hours  =  33,167  hours;  (511,336,520  burden 
costs  +  3  =  53,778,840  average  annual  burden  cost) 
+  55,743,166  annual  time  costs  =  59,522,006. 

2304  While  a  money  market  fund  could  rely  on 
third-party  ser\'ice  providers  to  assist  in  developing 
systems  relevant  to  the  Web  site  disclosure 
requirements  (see  supra  note  2282  and 
accompanying  text;  infra  note  2305  and 
accompanying  text),  a  fund  also  could  rely  on  in- 
house  capability  to  develop  such  systems.  Our  cost 
estimates  assume  that  funds  will  use  in-house 
resources  to  develop  such  systems  except  where  it 
is  more  economical  to  use  third-party  service 
providers. 


money  market  funds  would  incur  an 
average  ongoing  annual  burden  of 
18,752  hours,  at  a  time  cost  of 
$5,381,824,  to  comply  with  this 
disclosure  requirement. 

As  discussed  above,  certain 
commenters  generally  noted  that 
complying  with  the  new  Web  site 
disclosure  requirements  would  add 
costs  for  funds,  including  costs  to 
upgrade  internal  systems  and  software 
relevant  to  the  Web  site  disclosure 
requirements  (which  possibly  could 
include  costs  to  engage  third-party 
service  providers  for  those  money 
market  fund  managers  that  do  not  have 

existing  relevant  systems). 2305  Q^g 

commenter  noted  that  these  costs  could 
potentially  be  “significant  to  [a  money 
market  fund]  and  higher  than  those 
estimated  in  the  Proposal.’’  2306 
However,  another  commenter  stated  that 
it  agrees  that  those  money  market  funds 
that  presently  publicize  their  current 
NAV  per  share  daily  on  the  fund’s  Web 
site  will  incur  few  additional  costs  to 
comply  with  the  proposed  disclosure 
requirements,  and  also  that  it  agrees 
with  the  Commission’s  estimates  for  the 
ongoing  costs  of  providing  a  depiction 
of  the  fund’s  current  NAV  each  business 

day.2307 

The  Commission  estimates  that  the 
number  of  money  market  funds  is 
currently  559.  We  agree  that  the  one¬ 
time  costs  for  certain  money  market 
funds  to  upgrade  internal  systems  and 
software,  and/or  develop  such  systems 
if  a  money  market  fund  does  not  have 
existing  relevant  systems,  could  be 
higher  than  those  average  one-time  costs 
estimated  in  the  Proposing  Release. 
However,  because  the  estimated  one¬ 
time  costs  were  based  on  the  mid-point 
of  a  range  of  estimated  costs,  the  higher 
costs  that  may  be  incurred  by  certain 
industry  participants  have  already  been 

factored  into  our  estimates. 2308  Qm- 

assumptions  in  estimating  one-time 
hour  and  cost  burdens  therefore  have 
not  changed  from  those  discussed  in  the 
Proposing  Release.  Based  on  an  estimate 
of  559  money  market  funds  posting 
information  about  their  current  NAV  per 
share  on  their  Web  pages,  we  estimate 
that,  in  the  aggregate,  the  amendment 
will  result  in  a  total  one-time  burden  of 
39,130  hours, 2309  at  a  time  cost  of 


2305  supra  note  2282. 

2308  Chamber  II  Comment  Letter. 

2307  See  State  Street  Comment  Letter  at  Appendix 
A;  see  also  HSBC  Comment  Letter  (stating  that  the 
proposed  disclosure  requirements  should  not 
produce  any  “meaningful  cost”). 

2308  See  Proposing  Release,  supra  note  25  at 
n.l044. 

2300  This  estimate  is  based  on  the  following 
calculation:  70  Hours  x  559  money  market  funds  = 
39,130  hours. 


$11,336,520,2310  to  comply  with  these 

Web  site  disclosure  requirements.  As 
discussed  above,  we  received  no 
comments  providing  specific 
suggestions  or  critiques  about  our 
assumptions  in  estimating  ongoing  hour 
and  cost  burdens  associated  with  the 
disclosure  of  a  fund’s  current  NAV  per 
share,  and  therefore  our  methods  of 
estimating  these  burdens  also  have  not 
changed  from  those  discussed  in  the 
Proposing  Release.  Based  on  an  estimate 
of  559  money  market  funds  posting 
information  about  their  daily  current 
NAV  per  share  on  their  Web  pages,  we 
estimate  that,  in  the  aggregate,  the 
amendment  will  result  in  an  average 
ongoing  annual  burden  of  17,888 
hours, 2311  at  a  time  cost  of 
$5,044,416,2312  to  comply  with  this 
disclosure  requirement. 

Amortizing  these  hourly  and  cost 
burdens  over  three  years  results  in  an 
average  annual  increased  burden  of 
30,931  burden  hours  2313  at  a  time  cost 
of  $8,823,256.2314  We  estimate  that 
there  are  no  external  costs  associated 
with  this  collection  of  information. 2315 
Adding  the  one-time  burden,  amortized 
over  three  years,  to  prepare  and  adopt 
procedures  with  the  annual  burden  to 
prepare  materials  for  determinations 
will  result  in  a  total  amortized  annual 


2310  This  estimate  is  based  on  the  following 
calculation:  520,280  Per  fund  x  559  money  market 
funds  =  511,336,520.  The  520,280  per  fund  figure 
is,  in  turn,  based  on  the  following  calculations:  (20 
Hours  (mid-point  of  16  hours  and  24  hours  for 
project  assessment)  x  5309  (blended  hourly  rate  for 
a  compliance  manager  (5283)  and  a  compliance 
attorney  (5334))  =  56,180)  +  (50  hours  (mid-point 
of  40  hours  and  60  hours  for  project  development, 
implementation,  and  testing)  x  5282  (blended 
hourly  rate  for  a  senior  systems  analyst  (5260)  and 
senior  programmer  (5303))  =  514,100)  =  520,280  per 
fund.  See  Proposing  Release,  supra  note  25,  at 
nn.l044  and  1045. 

2311  This  estimate  is  based  on  the  following 
calculation:  32  Hours  x  559  money  market  funds  = 
17,888  hours. 

2312  This  estimate  is  based  on  the  following 
calculation:  (32  Hours  x  5282  (blended  hourly  rate 
for  a  senior  systems  analyst  (5260)  and  a  senior 
programmer  (5303))  =  59,024)  x  559  money  market 
funds  =  55,044,416. 

2313  This  estimate  is  based  on  the  following 

calculation:  1(39,130  Initial  burden  hours  +  17,888 
annual  burden  hours  (year  1))  +  17,888  burden 
hours  (year  2)  +  17,888  burden  horns  (year  3)]  3 

=  30,931  hours. 

2314  This  estimate  is  based  on  the  following 

calculation:  [(511,336,520  Initial  monetized  burden 
+  55,044,416  monetized  burden  (year  1))  + 
55,044,416  monetized  burden  (year  2)  +  55,044,416 
monetized  burden  (year  3)]  3  =  58,823,256. 

2315  While  a  money  market  fund  could  rely  on 
third-party  service  providers  to  assist  in  developing 
systems  relevant  to  the  Web  site  disclosure 
requirements  (see  supra  notes  2282  and  2305  and 
accompanying  text),  a  fund  also  could  rely  on  in- 
house  capability  to  develop  such  systems.  Our  cost 
estimates  assume  that  funds  will  use  in-house 
resoiuces  to  develop  such  systems  except  where  it 
is  more  economical  to  use  third-party  service 
providers. 
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burden  of  30,931  hours  and  time  costs 
of  $8,823,256  for  all  funds. 23^6 

d.  Disclosure  Regarding  Financial 
Support  Received  by  the  Fund,  the 
Imposition  and  Removal  of  Liquidity 
Fees,  and  the  Suspension  and 
Resumption  of  Fund  Redemptions 

We  are  adopting,  substantially  as 
proposed,  the  requirement  for  a  money 
market  fund  to  disclose  on  its  Web  site 
certain  information  that  the  fund  is 
required  to  report  on  Form  N-CR 
regarding  the  provision  of  financial 
support  to  the  fund,  as  well  as  the 
imposition  and  removal  of  liquidity 
fees,  and  the  suspension  and 

resumption  of  fund  redemptions. 2317  jn 

the  Proposing  Release,  the  Commission 
estimated  that  the  Commission  would 
receive  40  reports  per  year  filed  in 
response  to  an  event  specified  on  Part 
C  (“Provision  of  financial  support  to 
Fund’’)  of  Form  N-CR.  We  further 
estimated  that  the  Commission  would 
receive  8  reports  per  year  filed  in 
response  to  events  specified  on  Part  E 
(“Imposition  of  liquidity  fee’’).  Part  F 
(“Suspension  of  Frmd  redemptions’’), 
and  Part  G  (“Removal  of  liquidity  fee 
and/or  resumption  of  Fund 
redemptions’’).  Using  these  numbers, 
we  estimated  that  the  requirement  to 
disclose  information  about  financial 
support  received  by  a  money  market 
fund  on  the  fund’s  Web  site  would 
result  in  a  total  aggregate  burden  of  40 
hours  per  year,  at  a  total  aggregate  time 
cost  of  $8,280.  We  further  estimated  that 
the  requirement  to  disclose  information 
about  the  imposition  and  removal  of 
liquidity  fees,  and  the  suspension  and 
resumption  of  fund  redemptions,  on  the 
fund’s  Web  site  would  result  in  a  total 
aggregate  burden  of  eight  hours  per  year, 
at  a  total  aggregate  time  cost  of  $1,656. 

Although  certain  commenters 
generally  noted,  as  discussed  above,  that 
complying  with  the  new  Web  site 
disclosure  requirements  would  add 
costs  for  funds, 2318  one  commenter 
stated  that  the  costs  of  disclosing 
liquidity  fees  and  gates  and  instances  of 
financial  support  on  the  fund’s  Web  site 
would  be  minimal  when  compared  to 
other  costs, 2319  and  another  commenter 


23i6This  estimate  is  based  on  the  following 
calculation:  (39,130  Burden  hours  +  3  =  13,043 
average  annual  bmden  hours)  +  17,888  annual 
burden  hours  =  30,931  hours;  (SI  1,336,520  biu-den 
costs  +  3  =  53,778,840  average  annual  burden  cost) 
+  85,044,416  annual  time  costs  =  88,823,256. 

discussed  in  section  1II.E.9,  the  final 
amendments  include  certain  changes  to  the  Web 
site  disclosure  requirements  from  the  proposal, 
largely  designed  to  track  the  information  on  the 
Web  site  with  the  initial  filings  that  will  be 
provided  on  Form  N-CR. 

23wsee  supra  note  2282. 

2319  See  State  Street  Comment  Letter. 


Stated  that  the  proposed  disclosure 
requirements  should  not  produce  any 
meaningful  costs.2320  j\g  described 
above,  we  have  modified  the  required 
time  frame  for  disclosing  information 
about  financial  support  received  by  a 
fund  on  the  fund’s  Web  site,  and  have 
also  modified  the  financial  support 
disclosure  requirement  to  require  a  fund 
to  post  only  a  subset  of  the  information 
required  to  be  filed  in  response  to  Part 
C  of  Form  N-CR.  However,  this 
modification  does  not  produce 
additional  burdens  for  funds  because  it 
merely  allows  more  time  for  the  same 
disclosure  and  thus  does  not  affect 
previous  hour  burden  estimates.  The 
Commission  also  has  determined  not  to 
change  the  assumptions  used  in  our 
estimates  in  response  to  the  comments 
we  received,  as  the  comments  provided 
no  specific  suggestions  or  critiques 
regarding  our  methods  for  estimating 
the  hour  burdens  and  costs  associated 
with  the  Form  N-CR-linked  Web  site 
disclosure  requirements.  We  have, 
however,  modified  our  estimates  of  the 
number  of  reports  that  will  be  filed  each 
year  on  Part  C,  Part  E,  Part  F,  and  Part 
G  of  Form  N-CR,  and  these  modified 
estimates  have  affected  our  estimates  of 
the  burdens  associated  with  the  related 
Web  site  disclosure  requirements. 2321 
Given  these  estimates,  the  requirement 
to  disclose  information  about  financial 
support  received  by  a  money  market 
fund  on  the  fund’s  Web  site  will  result 
in  a  total  aggregate  burden  of  30  hours 
per  year,  at  a  total  aggregate  time  cost  of 
$6,810.2322  In  addition,  the  requirement 
to  disclose  information  about  the 
imposition  and  removal  of  liquidity 
fees,  and  the  suspension  and 
resumption  of  fund  redemptions,  on  the 
fund’s  Web  site  will  result  in  a  total 
aggregate  burden  of  3.6  hours  per  year, 
at  a  total  aggregate  time  cost  of  $817.2323 
We  estimate  that  there  are  no  external 
costs  associated  with  this  collection  of 
information. 


2320  Sge  HSBC  Comment  Letter. 

2321  See  infra  section  IV. D. 2. 

2322  This  estimate  is  based  on  the  following 
calculation:  30  Hours  per  year  (1  hour  per  Web  site 
update  X  30  total  Web  site  updates  per  3'ear)  x  8227 
per  hour  for  a  webmaster  =  86,810.  Because  all 
money  market  funds  are  required  to  have  a  Web  site 
[see  rule  2a-7(h)(10)),  and  because  the  disclosure  at 
issue  does  not  require  any  particular  formatting  or 
computational  capacity,  we  assume  that  money 
market  funds  will  not  need  to  create  a  Web  site  or 
update  their  current  systems  capability  to  disclose 
the  relevant  information,  and  therefore  we  estimate 
that  there  are  no  one-time  costs  associated  with  this 
disclosure  requirement. 

2323  This  estimate  is  based  on  the  following 
calculation:  3.6  Hours  per  year  (1  hour  per  Web  site 
update  X  3.6  total  Web  site  updates  per  j'ear)  x  8227 
per  hour  for  a  webmaster  =  approximately  8817.  We 
estimate  that  there  are  no  one-time  costs  associated 
with  this  disclosure  requirement. 


e.  Change  in  Burden 

The  aggregate  additional  annual 
burden  associated  with  the  Web  site 
disclosure  amendments  discussed  above 
is  70,840  hours  2324  gt  a  time  cost  of 
$19,8  75,60  5.2325  There  is  no  change  in 
the  external  cost  burden  associated  with 
this  collection  of  information. 

7.  Total  Burden  for  Rule  2a-7 

The  currently  approved  burden  for 
rule  2a-7  is  517,228  hours.  The  net 
aggregate  additional  burden  hours 
associated  with  the  amendments  to  rule 
2a-7  increase  the  burden  estimate  to 
632,244  hours  annually  for  all 

funds. 2326 

B.  Rule  22e-3 

As  outlined  above,  rule  22e-3  under 
the  Investment  Company  Act  exempts 
money  market  funds  from  section  22(e) 
of  the  Act  to  permit  them  to  suspend 
redemptions  and  postpone  payment  of 
redemption  proceeds  in  order  to 
facilitate  an  orderly  liquidation  of  the 
fund,  provided  that  certain  conditions 
are  met.  The  rule  requires  a  money 
market  fund  to  provide  prior 
notification  to  the  Commission  of  its 
decision  to  suspend  redemptions  and 
liquidate. 2327  This  requirement  is  a 
collection  of  information  under  the 
PRA,  and  is  designed  to  assist 
Commission  staff  in  monitoring  a 


2324  This  estimate  is  based  on  the  following 
calculation:  6,708  Hours  (annual  aggregate  burden 
for  the  disclosure  of  portfolio  holdings  information) 
+  33,167  (average  annual  aggregate  burden  for  the 
disclosure  of  daily  liquid  assets  and  weekly  liquid 
assets  and  net  shareholder  flow)  +  30,931  (average 
annual  aggregate  burden  for  the  disclosure  of  daily 
current  NAV)  -t-  30  hours  (annual  aggregate  burden 
for  the  disclosure  of  financial  support  provided  to 
money  market  funds)  +  3.6  hours  (annual  aggregate 
burden  for  the  imposition  and  removal  of  liquidity 
fees,  and  suspension  and  resumption  of  fund 
redemptions)  =  70,840  hours.  This  calculation 
reflects  hourly  burdens  that  have  been  amortized 
over  three  years,  where  appropriate. 

2325  This  estimate  is  based  on  the  following 
calculation:  81,522,716  (Annual  aggregate  costs 
associated  with  the  disclosure  of  portfolio  holdings 
information)  +  89,522,006  (average  annual  aggregate 
costs  associated  with  the  disclosure  of  daily  liquid 
assets  and  weekly  liquid  assets  and  net  shareholder 
flow)  +  88,823,256  (average  annual  aggregate  costs 
associated  with  the  disclosure  of  daily  current 
NAV)  +  86,810  (annual  aggregate  costs  associated 
with  the  disclosure  of  financial  support  provided  to 
money  market  funds)  4-8817  (annual  aggregate  costs 
associated  with  the  imposition  and  removal  of 
liquidity  fees,  and  suspension  and  resumption  of 
fund  redemptions)  =  819,875,605.  This  calculation 
reflects  hourly  burdens  that  have  been  amortized 
over  three  years,  where  appropriate. 

2326 This  estimate  is  based  on  the  following 
calculation:  517,228  Hours  (currently  approved 
burden)  1,064  hours  (ABS  determination  & 
recordkeeping)  +  238  hours  (retail  funds)  -k  30  hours 
(government  funds)  +  581  hours  (board 
determinations)  -  35  hours  (notice  to  the 
Commission)  4  42,298  hours  (stress  testing)  + 

70,840  (Web  site  disclosure)  =  632,244  hours. 

2327  See  rule  22e-3(a)(3). 


47944 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Rules  and  Regulations 


money  market  fund’s  suspension  of 
redemptions.  The  collection  of 
information  is  mandatory  for  any  fund 
that  holds  itself  out  as  a  money  market 
fund  in  reliance  on  rule  2a-7  and  any 
conduit  funds  that  rely  on  the  rule.^azs 
and  to  the  extent  that  the  Commission 
receives  confidential  information 
pursuant  to  this  collection  of 
information,  such  information  wall  be 
kept  confidential,  subject  to  the 
provisions  of  applicable  law. 

To  provide  shareholders  with 
protections  comparable  to  those 
currently  provided  by  the  rule  while 
also  updating  the  rule  to  make  it 
consistent  with  our  amendments  to  rule 
2a-7,  we  are  amending  rule  22e-3  to 
permit  a  money  market  fund  to  invoke 
the  exemption  in  rule  22e-3  if  the  fund, 
at  the  end  of  a  business  day,  has 
invested  less  than  10%  of  its  total  assets 
in  weekly  liquid  assets. ^329  As  under 
the  current  rule,  a  money  market  fund 
that  maintains  a  stable  NAV  will 
continue  to  be  able  to  invoke  the 
exemption  in  rule  22e-3  if  it  has  broken 
the  buck  or  is  about  to  “break  the 
buck.’’  3330 

The  amendments  to  rule  22e-3  are 
designed  to  permit  a  money  market  fund 
to  suspend  redemptions  when  the  fund 
is  under  significant  stress,  as  the  funds 
may  do  today  under  rule  22e-3.  We  do 
not  expect  that  money  market  funds  will 
invoke  the  exemption  provided  by  rule 
22e-3  more  frequently  under  our 
amendments  than  they  do  today. 
Although  the  amendments  change  the 
circumstances  under  which  a  money 
market  fund  may  invoke  the  exemption 
provided  by  rule  22e-3,  the  amended 
rule  still  will  permit  a  money  market 
fund  to  invoke  the  exemption  only 
when  the  fund  is  under  significant 
stress,  and  we  estimate  that  a  money 
market  fund  is  likely  to  experience  that 
level  of  stress  and  choose  to  suspend 
redemptions  in  reliance  on  rule  22e-3 
with  the  same  frequency  that  funds 
today  may  do  so.  Therefore,  as  we 
indicated  in  the  Proposing  Release,  we 
are  not  revising  rule  22e-3’s  current 
approved  annual  aggregate  collection  of 
information. 

The  rule’s  current  approved  annual 
aggregate  burden  is  approximately  30 
minutes  and  is  based  on  estimates  that: 
(1)  On  average,  one  money  market  fund 
will  break  the  buck  and  liquidate  every 

2328  jhe  pule  permits  funds  that  invest  in  a  money 
market  fund  pursuant  to  section  12(d)(1)(E)  of  the 
Act  ("conduit  funds”)  to  rely  on  the  rule,  and 
requires  the  conduit  fund  to  notify  the  Commission 
of  its  reliance  on  the  rule.  See  rule  22e-3(b). 

2329 See  rule  22e-3(a)(l). 

2330  See  id.;  see  also  supra  section  Ill. A. 4 
(discussing  amended  rule  22e-3). 


six  years;  333i  (2)  there  are  an  average  of 
two  conduit  funds  that  may  be  invested 
in  a  money  market  fund  that  breaks  the 
buck;  3332  (3]  each  money  market 

fund  and  conduit  fund  will  spend 
approximately  one  hour  of  an  in-house 
attorney’s  time  to  prepare  and  submit 
the  notice  required  by  the  rule. 3333  As 
discussed  in  the  Proposing  Release, 
there  will  be  no  change  in  the  external 
cost  burden  associated  with  this 
collection  of  information.  We  did  not 
receive  any  comments  on  the  estimated 
hour  and  cost  burdens  related  to 
amended  rule  22e-3. 

C.  Buie  30bl-7  and  Form  N-MFP 

Rule  30bl-7  under  the  Investment 
Company  Act  currently  requires  money 
market  funds  to  file  electronically  a 
monthly  report  on  Form  N-MFP  within 
five  business  days  after  the  end  of  each 
month.  The  information  required  by  the 
form  must  be  data-tagged  in  XML  format 
and  filed  through  EDGAR.  The  rule  is 
designed  to  improve  transparency  of 
information  about  money  market  funds’ 
portfolio  holdings  and  facilitate 
Commission  oversight  of  money  market 
funds.  Preparing  a  report  on  Form  N- 
MFP  is  a  collection  of  information 
under  the  PRA.3334  phts  collection  of 
information  will  be  mandatory  for 
money  market  funds  that  rely  on  rule 
2a-7  and  the  information  will  not  be 
kept  confidential. 

1.  Discussion  of  Final  Amendments 

We  are  adopting  a  number  of 
amendments  to  Form  N-MFP  which 
will  include  new  and  amended 

2331  estimate  is  based  upon  the 
Commission’s  experience  with  the  frequency  with 
which  money  market  funds  have  historically 
required  sponsor  support.  Although  many  money 
market  fund  sponsors  have  supported  their  money 
market  funds  in  times  of  market  distress,  for 
purposes  of  this  estimate  the  Commission 
conservatively  estimates  that  one  or  more  sponsors 
may  not  provide  support. 

2332  These  estimates  are  based  on  a  staff  review 

of  filings  with  the  Commission.  Generally,  rule  22e- 
3  permits  conduit  funds  to  suspend  redemptions  in 
reliance  on  rule  22e-3  and  requires  that  they  notify 
the  Commission  if  they  elect  to  do  so. 

2333  This  estimate  is  based  on  the  following 
calculations:  (1  Hour  +  6  years)  =  10  minutes  per 
year  for  each  fund  and  conduit  fund  that  is  required 
to  provide  notice  under  the  rule;  10  minutes  per 
j'ear  x  3  (combined  number  of  affected  funds  and 
conduit  funds)  =  30  minutes.  The  estimated  cost 
associated  with  the  estimated  burden  hours  (SI 89) 
is  based  on  the  following  calculations:  S378/Hour 
(hourly  rate  for  an  in-house  attorney  based  on  the 
Securities  Industr}'  and  Financial  Markets 
Association,  Management  &  Professional  Earnings 
in  the  Securities  Industry  2011,  modified  to  account 
for  an  1,800-hour  work  year  and  multiplied  by  5.35 
to  account  for  bonuses,  firm  size,  employee  benefits 
and  overhead.)  x  30  minutes  =  SI 89. 

2334  pqj  purposes  of  the  PRA  analysis,  the  current 
burden  associated  with  the  requirements  of  rule 
30bl-7  is  included  in  the  collection  of  information 
requirements  of  Form  N-MFP. 


collections  of  information.  As  discussed 
in  more  detail  in  section  III.G.  above,  we 
have  revised  the  final  amendments  from 
our  proposal  in  a  number  of  ways  in 
order  to  reduce  costs  to  the  extent 
feasible  and  still  achieve  our  goals  of 
enhancing  and  improving  the 
monitoring  of  money  market  fund  risks. 
While  the  final  form  amendments  differ 
in  some  respects  from  what  we 
proposed,  we  are  adopting  many  of  the 
other  proposed  amendments 

unchanged. 3335 

These  amendments  include: 

Amendments  Related  to  Rule  2a-7 
Reforms.  As  discussed  in  more  detail  in 
section  III.G.  above,  we  proposed  a 
number  of  changes  to  Form  N-MFP 
designed  to  conform  it  with  the  general 
reforms  of  rule  2a-7.  We  are  adopting 
them  largely  as  proposed,  with  some 
revisions  to  reflect  the  revised  approach 
we  are  taking  to  the  primary 

reforms. 3336 

New  Reporting  Requirements.  We  are 
also  adopting  several  new  items  to  Form 
N-MFP  that  we  believe  will  improve  the 
Commission’s  (and  investors’)  ability  to 
monitor  money  market  funds.  As 
discussed  in  more  detail  in  section  III.G. 
above,  these  final  amendments  include 
some,  but  not  all,  of  the  new  reporting 
requirements  that  we  had  proposed.  For 
example,  as  proposed,  the  final 
amendments  include  additional 
reporting  on  fair  value  categorization 
and  LEI  information  (if  available). 3337 
We  are  also  adopting,  with  some 
changes  from  the  proposal,  revisions  to 
several  other  items,  including  revised 
investment  categories  for  portfolio 
securities  and  repurchase  agreement 
collateral.  However,  we  are  not  adopting 
the  lot  level  portfolio  security 
disclosure,  top  20  shareholder 
information,  and  security  identifier 
level  reporting  on  repo  collateral  that 
we  had  proposed. 

Clarifying  and  Other  Amendments. 

We  are  adopting,  as  proposed,  several 
amendments  to  clarify  cmrent 
instructions  and  items  of  Form  N- 
MFP.3338  \/Ve  are  also  making  certain 
other,  non-substantive,  structural 
changes  to  Form  N-MFP. 3339 

2335  We  provide  a  more  detailed  discussion  of  our 
final  amendments  and  commenters’  comments  in 
section  III.G  above. 

2330 See  supra  section  III.G. 

2337  Jd, 

233BSee  supra  section  III.G  for  a  more  detailed 
discussion  of  these  clarifications. 

2339^5  proposed,  the  amendments  will  renumber 
the  items  of  Form  N-MFP  to  separate  the  items  into 
four  separate  sections  to  allow  the  Gommission  to 
reference,  add,  or  delete  items  in  the  future  without 
having  to  re-number  all  subsequent  items  in  the 
form.  See  supra  section  III.G  for  a  more  detailed 
discussion  of  this  restructuring. 
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2.  Current  Burden 

The  current  approved  collection  of 
information  for  Form  N-MFP  is  45,214 
annual  aggregate  hours  and  $4,424,480 
in  external  costs. 

3.  Change  in  Burden 

The  Commission  estimates  that  559 
money  market  funds  are  required  to  file 
reports  on  Form  N-MFP  on  a  monthly 
basis. 2340  No  commenters  provided 
specific  data  or  estimates  regarding  the 
cost  estimates  we  provided  in  the 
Proposing  Release  for  the  amendments 
to  Form  N-MFP,  although  some 
suggested  that  the  costs  of  some  aspects 
of  our  proposed  amendments  to  Form 
N-MFP  could  be  significant. 2341  For 
example,  some  commenters  expressed 
concern  that  the  proposed  lot  level 
portfolio  security  disclosure  would 
significantly  increase  the  costs  and 
burdens  of  preparing  Form  N-MFP. 2342 
After  consideration  of  these  comments, 
we  believe  that  our  original  cost 
estimates  may  have  understated  the 
costs  if  we  had  implemented  the 
amendments  as  proposed.  As  noted 
above,  we  have  revised  the  final 
amendments  from  our  proposal  in  a 
number  of  ways  in  order  to  reduce  costs 
to  the  extent  feasible  and  still  achieve 
our  goals  of  enhancing  and  improving 
the  monitoring  of  money  market  fund 
risks.  In  light  of  these  changes,  and 
taking  into  account  other  commenters’ 
estimates, 2343  believe  our  original 
cost  estimates  continue  to  be  reasonable. 
Accordingly,  the  Commission  has  not 
modified  the  estimated  annual  burden 
hours  associated  with  the  final 
amendments  from  those  we  estimated  at 
the  proposal.  However,  the  Commission 
has  modified  its  estimates  based  on 
updated  industry  data  on  time  costs  as 


2340  This  estimate  is  based  on  a  review  of  reports 
on  Form  N-MFP  filed  with  the  Commission  for  the 
month  ended  Februarj'  28,  2014. 

^341  See,  e.g..  Fidelity  Comment  Letter;  State 
Street  Comment  Letter. 

2342  See  supra  note  1477  and  accompanying  text. 

2343  See,  e.g..  State  Street  Comment  Letter, 
(estimating  that  “the  additional  disclosures  that 
will  be  required  will  at  a  minimum  double  the  cost 
of  preparing  and  filing  the  Form  N-MFP.  If 
purchases  and  sales  information  is  also  required,  it 
may  increase  even  more.”);  Dreyfus  Comment  Letter 
(estimating  that  it  “incurred  several  hundreds  of 
thousands  of  dollars  in  technologj'-related  costs  to 
build  systems  required  to  populate  the  Form  N- 
MFP  for  (at  the  time)  51  MMFs,”  and  that  the 
reprogramming  for  each  round  of  changes  to  Form 
N-MFP  “will  require  several  months  of  time  at  tens 
of  thousands  of  dollars  in  cost  for  each.”).  As 
discussed  in  more  detail  below,  given  that  we  are 
not  adopting  certain  costlier  disclosures  such  as  lot 
level  reporting,  the  Commission  estimates  that  the 
current  approved  collection  of  information  for  Form 
N-MFP  of  45,214  aggregate  annual  hours  will 
almost  double  to  83,412  aggregate  annual  hours, 
while  external  costs  will  rise  from  84,424,480  to 
84,780,736.  See  supra  section  IV.C.2  and  infra  note 
2363  and  accompanying  discussion. 


well  as  the  updated  total  number  of 
money  market  funds  that  will  be 

affected. 2344 

The  Commission  understands  that 
approximately  35%  of  the  559  2345  (fQp 
a  total  of  1962346)  money  market  funds 
that  report  information  on  Form  N-MFP 
license  a  software  solution  from  a  third 
party  that  is  used  to  assist  the  funds  to 
prepare  and  file  the  required 
information.  The  Commission  also 
understands  that  approximately  65%  of 
the  5592347  [for  3  total  of  363)  money 
market  funds  that  report  information  on 
Form  N-MFP  retain  the  services  of  a 
third  party  to  provide  data  aggregation 
and  validation  services  as  part  of  the 
preparation  and  filing  of  reports  on 
Form  N-MFP  on  behalf  of  the  fund.  The 
Commission  estimates  that,  in  the  first 
year,  each  fund  (regardless  of  whether 
the  fund  licenses  the  software  or  uses  a 
third-party  service  provider,  given  our 
assumption  that  these  two  options  are 
cost-competitive  with  one  another)  will 
incur  an  additional  average  annual 
burden  of  85  hours,  at  a  time  cost  of 
$22,069  per  fund, 2348  to  prepare  and  file 
the  report  on  Form  N-MFP  (as 
amended)  and  an  average  of 
approximately  60  additional  burden 
hours  (five  hours  per  fund,  per  filing). 


2344  The  updated  industry  data  on  time  costs 
reflects  salary'  information  from  SIFMA’s 
Management  &  Professional  Earnings  in  the 
Securities  Industry  2013,  supra  note  2214. 

2345  We  are  estimating  that  559  money  market 
funds  will  be  affected  by  our  final  amendments  to 
Form  N-MFP.  This  estimate  is  based  on  a  review 
of  reports  on  Form  N-MFP  filed  with  the 
Commission  for  the  month  ended  Februan,’  28, 

2014.  In  the  Proposing  Release  we  estimated  586 
funds  would  be  affected  by  our  proposed 
amendments.  See  Proposing  Release  supra  note  25 
at  n.688. 

2346 The  Commission  estimated  this  35%  in  the 
current  burden.  This  estimate  is  based  on  the 
following  calculation:  559  Funds  x  35%  =  196 
funds. 

2347 The  Commission  estimated  this  65%  in  the 
current  burden.  This  estimate  is  based  on  the 
following  calculation:  559  Funds  x  65%  =  363 
funds. 

2348 This  estimate  is  based  on  the  following 
calculations:  (30  Hours  for  the  initial  monthly  filing 
at  a  total  cost  of  87,824  per  fund  (8  hours  x  8232 
blended  average  hourly  rate  for  a  financial  reporting 
manager  (8266  per  hour)  and  fund  senior 
accountant  (8198  per  hour)  =  81,856  per  fund)  +  (4 
hours  X  8157  per  hour  for  an  intermediate 
accountant  =  8628  per  fund)  +  (6  hours  x  8312  per 
hour  for  a  senior  database  administrator  =  81872 
per  fund)  +  (4  hours  x  8301  for  a  senior  portfolio 
manager  =  81 204  per  fund)  +  (8  hows  x  8283  per 
hour  for  a  compliance  manager  =  82,264  per  fund)) 

+  (55  hours  (5  hours  per  fund  x  11  monthly  filings) 
at  a  total  cost  of  814,245  per  fund  (8259  average  cost 
per  fund  per  burden  hour  x  55  hours)].  The 
additional  average  annual  burden  per  fund  for  the 
first  year  is  85  hours  (30  hours  (initial  monthly 
filing)  +  55  hours  (remaining  11  monthly  filings)) 
and  the  additional  average  cost  burden  per  fund  for 
the  first  year  is  822,069  (87,824  (initial  monthly 
filing)  +  814,245  (remaining  11  monthly  filings  = 
822,069). 


at  a  time  cost  of  $15,569  per  fund  2349 

each  year  thereafter. 2350 

In  the  Proposing  Release,  we  also 
discussed  that  software  service 
providers  (whether  provided  by  a 
licensor  or  third-party  service  provider) 
would  be  likely  to  incur  additional 
external  costs  to  modify  their  software 
and  might  pass  those  costs  down  to 
money  market  funds  in  the  form  of 
higher  annual  licensing  fees. 2351  in  the 
Proposing  Release,  although  we  did  not 
have  the  information  necessary  to 
provide  a  point  estimate  of  the  external 
costs  or  the  extent  to  which  the  software 
service  providers  would  pass  down  any 
external  costs  to  funds,  we  were  able  to 
estimate  a  range  of  costs,  from  5%  to 
10%  of  current  annual  licensing 
fees.  2352  vy/e  received  no  specific 
comments  on  this  estimate.  While  we 
are  making  certain  changes  to  the  final 
amendments  as  described  above  that 
may  reduce  costs,  we  do  not  believe  that 
these  changes  would  significantly  alter 
our  estimated  range  of  additional 
external  licensing  costs. 2353 
Accordingly,  as  proposed,  the 
Commission  estimates  that  35%  of 
funds  (196  funds)  will  pay  $336  in 
additional  external  licensing  costs  each 
year  and  65%  of  funds  (363  funds)  will 
pay  $800  in  additional  external 
licensing  costs  each  year  because  of  our 
final  amendments  to  Form  N-MFP. 2354 


2349  This  estimate  is  based  on  the  following 
calculations:  (16  Hours  x  8232  blended  average 
hourly  rate  for  a  financial  reporting  manager  (8266 
per  hour)  and  fund  senior  accountant  (8198  per 
how)  =  83,712  per  fund)  +  (9  hours  x  8157  per  hour 
for  an  intermediate  accountant  =  81,413  per  fund) 

+  (13  hours  X  8312  per  hour  for  a  senior  database 
administrator  =  84,056  per  fund)  +  (9  hours  x  8301 
for  a  senior  portfolio  manager  =  82,709  per  fund) 

+  (13  hours  X  8283  per  hour  for  a  compliance 
manager  =  83,679  per  fund)  =  60  hours  (16  +  9  + 

13  +  9  +  1 3)  at  a  total  cost  of  815,569  per  fund 
(83,712  +  81,413  +  84,056  +  82,709  +  83,679). 
Therefore,  the  additional  average  cost  per  fund  per 
burden  hour  is  approximately  8259  (81 5,569  +  60 
burden  hours). 

2350  In  the  Proposing  Release,  we  estimated  each 
fund  would  incur  an  additional  average  annual 
burden  of  85  hows  (30  hours  for  the  initial  monthly 
filing  and  55  hows  for  the  remaining  monthly 
filings  (5  hours  per  fund,  per  filing  x  11  months)), 

at  a  time  cost  of  822,045  per  fund,  to  prepare  and 
file  the  report  on  Form  N-MFP  (as  proposed)  and 
an  average  of  approximately  60  additional  burden 
hows  (five  hows  per  fund,  per  filing),  at  a  time  cost 
of  815,562  per  fund  each  year  thereafter.  See 
Proposing  Release,  supra  note  25,  at  nn.l092  and 
1093  and  accompanying  text. 

2351  See  Proposing  Release,  supra  note  25,  at 
n.l094  and  accompanying  text. 

2352 /d, 

2353  Similar  to  our  previous  estimates  of  time 
costs,  we  believe  our  original  estimates  of  external 
costs  continue  to  be  reasonable  in  light  of  certain 
changes  in  the  final  amendments  and  consideration 
of  commenters’  comments.  See  supra  note  2343  and 
accompanying  discussion. 

2354  As  proposed,  the  Commission  estimates  that 
the  annual  licensing  fee  for  35%  of  money  market 

Continued 
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The  Commission  therefore  estimates 
that  our  final  amendments  to  Form  N- 
MFP  will  result  in  a  first-year  aggregate 
additional  47,515  binden  hours  gt  a 
total  time  cost  of  $12,336,571 
$356,256  in  total  external  costs  fop 
all  funds,  and  33,540  burden  hours  ^ase 
at  a  total  time  cost  of  $8,703,0712a59 
plus  $356,256  in  total  external  costs  ^aeo 
for  all  funds  each  year  hereafter. 
Amortizing  these  additional  hourly 
burdens  over  three  years  results  in  an 
average  annual  aggregate  burden  of 
approximately  38,198  hours  at  a  total 
time  cost  of  $9,914,238,  and  $356,256  in 
total  external  costs  for  all  funds. ^aei 
Finally,  the  Commission  estimates  that 
our  final  amendments  to  Form  N-MFP 
will  result  in  a  total  aggregate  annual 
collection  of  information  burden  of 
83,412  hours  2362  gnj  $4,780,736  in 
external  costs. 2363 

D.  Rule  30bl-8  and  Form  N-CB 

1.  Discussion  of  New  Reporting 
Requirements 

Today  we  are  adopting  a  new 
requirement  that  money  market  funds 
file  a  current  report  with  us  when 
certain  significant  events  occur.2364 


funds  is  S3, 360:  A  5%  to  10%  increase  =  S168  - 
S336  in  increased  costs;  the  Commission  estimates 
that  the  annual  licensing  fee  for  65%  of  money 
market  unds  is  S8,000:  A  5%  to  10%  increase  = 

S400  -  S800  in  increased  costs.  See  also,  Proposing 
Release,  supra  note  25,  at  n.  1094  and 
accompanying  text. 

2355  This  estimate  is  based  on  the  following 
calculation:  559  Funds  x  85  hours  =  47,515  burden 
hours  in  j'ear  one. 

2356  This  estimate  is  based  on  the  following 
calculation:  559  Funds  x  522,069  annual  cost  per 
fund  in  the  initial  year  =  512,336,571. 

2357  This  estimate  is  based  on  the  following 
calculation:  (196  Funds  x  5336  additional  external 
costs  =  565,856)  +  (363  funds  x5800  additional 
external  costs  =  5290,400)  =  5356,256. 

235BThis  estimate  is  based  on  the  following 
calculation:  559  Funds  x  60  hours  per  fund  = 

33,540  hours. 

2359 This  estimate  is  based  on  the  following 
calculation;  559  Funds  x  515,569  annual  cost  per 
fund  in  subsequent  years  =  58,703,071. 

2360  See  supra  note  2357. 

2361  This  estimate  is  based  on  the  following 
calculation:  (47,515  Hours  in  year  1  +  33,540  hours 
in  year  2  +  33,540  hours  in  year  3)  +  3  =  38,198 
average  annual  burden  hours;  (512,336,571  in  year 
1  +  58,703,071  in  year  2  +  58,703,071  in  year  3)  + 

3  =  59,914,238  average  annual  burden  costs; 
(5356,256  in  year  1  +  5356,256  in  year  2  4  5356,256 
in  year  3)  4  3  =  5356,256  average  external  costs. 

2362  This  estimate  is  based  on  the  following 
calculation:  Current  approved  burden  of  45,214 
hours  4  38,198  in  additional  burden  hours  as  a 
result  of  our  amendments  =  83,412  hours. 

2363  This  estimate  is  based  on  the  following 
calculation:  Current  approved  burden  of  54,424,480 
in  external  costs  +  5356,256  in  additional  external 
costs  as  a  result  of  our  amendments  =  54,780,736. 

2364  proposed,  this  requirement  will  be 
implemented  through  our  adoption  of  new  rule 
30bl-8,  which  requires  funds  to  file  a  report  on 
new  Form  N-CR  in  certain  circumstances.  See  rule 
30bl-8;  Form  N-CR.  For  purposes  of  the  PRA 


Generally,  a  money  market  fund  will  be 
required  to  file  Form  N-CR  if  a  portfolio 
security  defaults,  an  affiliate  provides 
financial  support  to  the  fund,  the  fund 
experiences  a  significant  decline  in  its 
shadow  price,  or  when  liquidity  fees  or 
redemption  gates  are  imposed  and  when 
they  are  lifted. ^365  most  cases,  a 

money  market  fund  will  be  required  to 
submit  a  brief  summary  filing  on  Form 
N-CR  within  one  business  day  of  the 
occurrence  of  the  event,  and  a  follow  up 
filing  within  four  business  days  that 
includes  a  more  complete  description 

and  information. 3366  This  requirement 

is  a  collection  of  information  under  the 
PRA.  The  information  provided  on 
Form  N-CR  will  enable  the  Commission 
to  enhance  its  oversight  of  money 
market  funds  and  its  ability  to  respond 
to  market  events.  The  Commission  will 
be  able  to  use  the  information  provided 
on  Form  N-CR  in  its  regulatory, 
disclosure  review,  inspection,  and 
policymaking  roles.  Requiring  funds  to 
report  these  events  on  Form  N-CR  will 
provide  important  transparency  to  fund 
shareholders,  and  also  will  provide 
information  more  uniformly  and 
efficiently  to  the  Commission.  It  will 
also  provide  investors  and  other  market 
observers  with  better  and  timelier 
disclosure  of  potentially  important 
events.  This  collection  of  information 
will  be  mandatory  for  money  market 
funds  that  rely  on  rule  2a-7  and  the 
information  will  not  be  kept 
confidential. 


analysis,  therefore,  the  burden  associated  with  the 
requirements  of  rule  30bl-8  is  included  in  the 
collection  of  information  requirements  of  Form  N- 
CR. 

2365  See  Form  N-CR  Parts  B-H.  More  specifically, 
these  events  include  instances  of  portfolio  security 
default  (Form  N-CR  Part  B),  financial  support 
(Form  N-CR  Part  C),  a  decline  in  a  stable  NAV 
fund’s  current  NAV  per  share  (Form  N-CR  Part  D), 
a  decline  in  weekly  liquid  assets  below  10%  of  total 
fund  assets  (Form  N-CR  Part  E),  whether  a  fund  has 
imposed  or  removed  a  liquidity  fee  or  gate  (Form 
N-CR  Parts  E,  F  and  G),  or  any  such  other  event(s) 

a  Fund,  in  its  discretion,  may  wish  to  disclose 
(Form  N-CR  Part  H).  In  addition.  Form  N-CR  Part 
A  will  also  require  a  fund  to  report  the  following 
general  information:  (i)  The  date  of  the  report;  (ii) 
the  registrant’s  central  index  key  (“CIK”)  number; 
(iii)  the  EDGAR  series  identifier;  (iv)  the  Securities 
Act  file  number;  and  (v)  the  name,  email  address, 
and  telephone  number  of  the  person  authorized  to 
receive  information  and  respond  to  questions  about 
the  filing.  See  Form  N-GR  Part  A.  While  the 
Commission  estimates  the  burden  of  reporting  the 
information  in  response  to  Part  A  to  be  minimal, 
they  were  considered  in  the  estimates  of  the 
burdens  incurred  generally  in  connection  with  the 
preparation,  formatting  and  filing  of  a  report  under 
any  of  the  other  Parts  of  Form  N-CR. 

2366  A  report  on  Form  N-CR  will  be  made  public 
on  EDGAR  immediately  upon  filing. 


2.  Estimated  Burden 

a.  Overview  of  Cost  and  Brnden 
Changes 

Our  cost  estimates  below  generally 
reflect  the  costs  associated  with  an 
actual  filing  of  Form  N-CR.3367  T^g 
Proposing  Release  estimated  that  a  fund 
would  annually  spend  on  average 
approximately  five  burden  hours  and 
total  time  costs  of  $1,708  to  prepare, 
review  and  submit  a  report  under  any 
Part  of  Form  N-CR. 3368  the  aggregate, 
the  Proposing  Release  estimated  that 
compliance  with  new  rule  30bl-8  and 
Form  N-CR  would  result  in  a  total 
annual  burden  of  approximately  341 
burden  hours  and  total  annual  time 
costs  of  approximately  $116,429.3369 
The  Proposing  Release  estimated  586 
money  market  funds  would  be  required 
to  comply  with  new  rule  30bl-8  and 
Form  N-CR,  337o  which  would  have 
resulted  in  an  average  annual  burden  of 
approximately  0.58  burden  hours  and 
average  annual  time  costs  of 
approximately  $199  on  a  per-fund  basis. 
The  Proposing  Release  further  estimated 
that  there  would  be  no  external  costs 
associated  with  this  collection  of 

information. 3371 

As  discussed  in  section  III.F  above, 
we  are  making  various  changes  from  the 
proposal  to  our  final  amendments,  a 
number  of  which  we  expect  to  impact 
the  frequency  of  filings  as  well  as  the 
costs  associated  with  filing  a  report  on 
Form  N-CR. 3372  pgr  example,  with 
respect  to  Parts  B,  C  and  D,  we  are  now 
permitting  filers  to  split  their  response 
into  an  initial  and  follow-up  filing, 3373 
similar  to  what  we  proposed  for  Parts  E 
and  F  in  the  Proposing  Release.  We 
believe  this  change  will  increase  total 
filing  costs  by  increasing  the  number  of 
filings.  In  addition,  although  only  one 
commenter  provided  specific  cost 
estimates, 3374  we  also  took  into  account 


2367  We  also  recognize  the  possibility  for  some 
advance  industry  discussions  and  preparation  in 
connection  with  Form  N-GR,  as  discussed  in  more 
detail  in  the  text  following  supra  note  1363. 

2368  See  Proposing  Release  supra  note  25  at 
n.l203  and  accompanying  text. 

2369  5gg  Proposing  Release  supra  note  25  at 
n.l205  and  accompanying  text. 

2370  See  Proposing  Release  supra  note  25  at 
n.l206  and  accompanying  text. 

2371  See  Proposing  Release  supra  note  25  at 
discussion  following  n.l206. 

2372  See  supra  sections  III.F. 2-5  for  a  more 
detailed  discussion  of  each  of  our  final 
amendments. 

2373  See  supra  section  III.F.7  (Timing  of  Form 
N-CR). 

2374  See  supra  note  1295  and  accompanying  text. 
As  discussed  in  that  section,  because  today  we  are 
allowing  funds  to  file  a  response  to  the  Items 
discussed  by  the  commenter  within  four  business 
days  instead  of  just  one  business  day,  we  expect 
that  the  costs  of  filing  Form  N-CR  should  be 
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commenters’  general  concerns  and 
suggestions  about  the  timing  and 
burdens  of  Form  N-CR.2375  por 
example,  commenters  cited  the 
particular  burdens  and  the  role  of  the 
board  in  drafting  and  reviewing  the 
board  disclosures  in  Parts  E  and 
In  light  of  commenters’  input,  we 
therefore  revisited  (and  typically 
increased)  our  prior  cost  estimates. 
Recognizing  the  substantive  differences 
between  each  Part  of  Form  N-CR,  we 
are  also  breaking  out  our  cost  estimates 
for  each  Part  individually,  rather  than 
providing  just  one  estimate  with  respect 
to  any  Part  as  in  the  proposal. ^3^7  \/Ve 
further  expect,  in  particular  with  respect 
to  the  follow-up  reports  under  Parts  B 
through  F  as  well  as  any  reports  on  Part 
H,  that  certain  funds  may  engage  legal 
counsel  to  assist  with  the  drafting  and 
review  of  Form  N-CR,  thereby  incurring 
additional  external  costs. ^378 
Accordingly,  we  have  added  an  estimate 
for  new  Part  H  and,  in  the  discussion 
below,  we  are  also  updating  and 
providing  a  more  nuanced  estimate  of 
the  costs  associated  with  filing  a  report 
with  respect  to  each  of  Parts  B  though 
G  of  Form  N-CR. 

b.  Part  B:  Default  Events 

As  proposed, 2379  estimate  that  the 

Commission  would  receive,  in  the 
aggregate,  an  average  of  20  sets  238o  of 
initial  and  follow-up  reports  2301  per 


significantly  reduced  from  this  commenter’s 
estimates.  Id. 

2375  See,  e.g.,  supra  sections  II1.F.7  (Timing  of 
Form  N-CR)  and  III.F.8  (Operational  Costs: 
Ovendew). 

2376  See^  e  g  _  jqq  Comment  Letter  (“Any  public 
disclosure  about  a  board’s  decision-making  process 
would  require  careful  and  thoughtful  drafting  and 
multiple  layers  of  review  (by  board  counsel,  fund 
counsel,  and  the  directors,  among  others).”); 
Stradley  Ronon  Comment  Letter;  SIFMA  Comment 
Letter. 

2377  See  supra  note  2368  and  accompanying  text. 

2378  See  supra  note  1347  and  accompanying 
discussion. 

2379 See  Proposing  Release  supra  note  25  at  n. 
1107  and  accompanying  text. 

2380 xhis  estimate  is  based  on  the  Commission's 
current  estimate  of  an  average  of  20  notifications  of 
an  event  of  default  or  insolvency  sent  via  email  to 
the  Director  of  IM  pursuant  to  rule  2a-7(c)(7)(iii) 
each  year.  See  Submission  for  OMB  Review, 
Comment  Request,  Extension:  Rule  2a-7,  OMB 
Control  No.  3235-0268,  Securities  and  Exchange 
Commission  77  FR  236  (Dec.  7,  2012).  We  believe 
that  this  estimate  is  likely  to  be  high,  in  particular 
when  markets  are  not  in  crisis  as  they  were  during 
2008  or  2011.  However,  we  are  continuing  to  use 
this  higher  estimate  to  be  conservative  in  our 
analysis. 

2383  A  fund  must  file  a  report  on  Form  N-CR 
responding  to  Items  B.l  through  B.4  on  the  first 
business  day  after  the  initial  date  on  which  a 
default  or  event  of  Insolvency  contemplated  in  Item 
B  occurs.  A  fund  must  amend  its  initial  report  on 
Form  N-CR  to  respond  to  Item  B.5  by  the  fourth 
business  day  after  the  initial  date  on  which  a 
default  or  event  of  insolvency  contemplated  in  Item 
B  occurs.  See  Form  N-CR  Item  B  Instructions. 


year  in  response  to  Part  B.  Taking  into 
account  a  blend  of  legal  and  financial 

in-house  professionals, 2302  estimate 

that  a  fund  would  on  average  spend  a 
total  of  13.5  burden  hours  2383  and  time 
costs  of  $4,830  2384  for  one  set  of  initial 
and  follow-up  reports  in  response  to 
Part  B.  Because  some  funds  may  also 
engage  outside  legal  counsel,2385  .^^3 
estimate  funds  will  also  incur  on 
average  external  costs  of  approximately 
$1,000  for  one  set  of  reports. 2386  7^3 


2382  Recognizing  that,  depending  on  the  particular 
circumstances,  different  members  of  a  fund’s 
financial  team  may  assist  with  the  preparation  of 
Form  N-CR  in  varying  degrees,  we  have  estimated 
the  time  costs  for  a  financial  professional  to  be  S255 
per  hour,  which  is  the  blended  average  hourly  rate 
for  a  senior  portfolio  manager  (S301),  financial 
reporting  manager  (S266),  and  senior  accountant 
(SI 98).  For  similar  reasons,  we  have  estimated  the 
time  costs  for  a  legal  professional  to  be  S440  per 
hour,  which  is  the  blended  average  hourly  rate  for 

a  deputy  general  counsel  (S546)  and  compliance 
attorney  (S334).  In  the  Proposing  Release,  we  based 
our  estimate  of  time  costs  on  an  in-house  attorney 
and  in-house  accountant  only.  See  Proposing 
Release  supra  note  25  at  n.llll  and  accompanying 
text.  As  noted  in  this  section,  we  are  making  these 
and  other  changes  to  provide  a  more  nuanced 
estimate  of  the  costs  associated  with  filing  a  report 
on  Part  B  of  Form  N-CR. 

2383  When  filing  a  report,  the  Commission 
estimates  that  a  fund  would  spend  on  average 
approximately  3  hours  of  legal  professional  time 
and  3  hours  of  financial  professional  time  to 
prepare,  review  and  submit  an  initial  filing.  In 
addition,  the  Commission  estimates  that  a  fund 
would  spend  on  average  approximately  4.5  hours  of 
legal  professional  time  and  3  hours  of  financial 
professional  time  to  prepare,  review  and  submit  a 
follow-up  amendment.  The  estimates  of  the  average 
legal  professional  time  above  have  already  been 
reduced  by  the  corresponding  average  amount  of 
time  that  we  estimate  will  be  shifted  in  the 
aggregate  from  in-house  counsel  to  outside  counsel. 
See  infra  note  2386. 

2384  This  estimate  is  based  on  the  following 
calculations;  (3  Hours  for  the  initial  filing  +  4.5 
hours  for  the  follow-up  filing)  x  S440  per  hour  for 
a  legal  professional  =  83,300)  +  ((3  hours  for  the 
initial  filing  -t-  3  hours  for  the  follow-up  filing)  x 
8255  per  hour  for  a  financial  professional  =  81,530) 
=  13.5  burden  hours  and  time  costs  of  84,830. 

2385  We  estimate  the  cost  for  outside  legal  counsel 
to  be  8400  per  hour.  This  is  based  on  an  estimated 
8400  per  hour  cost  for  outside  legal  services,  and 

is  the  same  estimate  used  by  the  Commission  for 
these  services  in  the  “Exemptions  for  Advisers  to 
Venture  Capital  Funds,  Private  Fund  Advisers  With 
Less  Than  8150  Million  Under  Management,  and 
Foreign  Private  Advisers”  final  rule:  SEC  Release 
No.  lA-3222  Oune  22,  2011);  (76  FR  39646  (July  6, 
2011)]. 

2386 Commenters  provided  us  with  no  specific 
comments  that  would  allow  us  to  estimate  with  any 
precision  to  what  extent  funds  may  engage  legal 
counsel  to  assist  in  the  preparation  of  Form  N-CR. 
However,  for  purposes  of  this  PRA,  we  estimate  that 
in  approximately  half  of  all  instances  funds  will 
engage  legal  counsel  to  assist  in  the  preparation  of 
a  set  of  initial  and  follow  up  filings  responding  to 
Part  B  of  Form  N-CR.  In  such  cases,  we  estimate 
that  approximately  half  of  the  total  legal 
professional  time  that  in-house  counsel  would  have 
otherwise  spent  on  responding  to  Part  B  of  Form 
N-CR  will  be  shifted  to  outside  counsel. 
Accordingly,  a  quarter  of  the  total  legal  professional 
time  that  would  otherwise  have  been  spent  on 
responding  to  Part  B  of  Form  N-CR,  or  2.5  hours, 
will  be  shifted  from  in-house  counsel  to  outside 


Commission  therefore  estimates  that  the 
total  annual  burden  for  Part  B  reporting 
would  be  270  burden  hours,  time  costs 
of  $96,600,  and  external  costs  of 

$20,000.2387 

c.  Part  C:  Financial  Support 

In  a  change  from  the  proposal,  we 
have  made  modifications  to  the 
definition  of  financial  support  in  Part  C 
of  Form  N-CR, 2388  which  we  estimate 
will  impact  the  frequency  of  filings  on 
Part  C  of  Form  N-CR.  Accordingly, 
updating  our  estimate  from  the 
proposal, 2389  we  estimate  that  the 
Commission  will  receive,  in  the 
aggregate,  an  average  of  30  sets  2390  gf 
initial  and  follow-up  reports  2391  p3r 


counsel  (V2  of  all  instances  x  V2  legal  professional 
time  =  V4  aggregate  legal  professional  time). 
Accordingly,  we  estimate  that  funds  will  incur 
additional  external  legal  costs  of  81,000  (2.5  hours 
X  8400  per  hour  for  outside  counsel)  per  set  of 
initial  and  follow-up  reports  in  response  to  Part  B. 

2387  xhis  estimate  is  based  on  the  following 
calculation;  20  Reports  per  year  x  13.5  burden 
hoius  per  report  =  270  burden  hours;  20  reports  per 
year  x  84,830  time  cost  per  report  =  896,600  in  time 
costs;  20  reports  per  year  x  81 ,000  external  cost  per 
report  =  820,000  in  external  costs. 

2388  5ge  supra  section  1I1.F.3  (Definition  of 
Financial  Support). 

2389  See  Proposing  Release  supra  note  25  at 
n.ll08  and  accompanying  text  (estimating  an 
average  of  40  reports  per  year  filed  in  response  to 
an  event  specified  on  Part  C). 

2390  This  estimate  is  based  on  our  current  estimate 
of  an  average  of  25  notifications  of  certain  rule  17a- 
9  security  piuchases  that  money  market  funds 
currently  send  via  email  to  the  Director  of  IM 
pursuant  to  rule  2a-7(c)(7)(ili)  each  year.  See 
Submission  for  OMB  Review,  Comment  Request, 
Extension;  Rule  2a-7,  OMB  Control  No.  3235-0268, 
Securities  and  Exchange  Commission  77  FR  236 
(Dec.  7,  2012).  Because  money  market  funds  will  be 
required  to  file  a  report  in  response  to  Part  C  of 
Form  N-CR  if  the  fund  receives  any  form  of 
financial  support  from  the  fund’s  sponsor  or  other 
affiliated  person  (which  support  includes,  but  is  not 
limited  to,  a  rule  17a-9  security  purchase),  the 
Commission  estimates  that  the  Commission  will 
receive  a  greater  number  of  reports  on  Form  N-CR 
Part  C  than  the  number  of  notifications  of  rule  17a- 
9  security  purchases  that  it  currently  receives.  In 
the  Proposing  Release,  we  originally  estimated  40 
filings  per  year  under  Part  C  of  Form  N-CR.  See 
Proposing  Release  supra  note  25  at  n.735  and 
accompanying  text.  As  discussed  in  supra  section 
III.F.3,  today  we  are  adopting  certain  exclusions 
from  the  definition  of  financial  support  that  will 
narrow  the  definition  to  a  certain  degree. 
Correspondingly,  in  anticipation  of  a  moderate 
reduction  in  instances  that  meet  the  definition  as 
amended  today,  we  predict  an  estimated  30  filings 
per  year  under  Part  C  of  Form  N-CR.  We  believe 
that  this  estimate  is  likely  to  be  high,  in  particular 
when  markets  are  not  in  crisis  as  they  were  during 
2008  or  2011.  However,  we  are  using  this  higher 
estimate  to  be  conservative  in  our  analysis. 

2391  niust  file  a  report  on  Form  N-CR 
responding  to  Items  C.l  through  C.7  on  the  first 
business  day  after  the  initial  date  on  which  any 
financial  support  contemplated  in  Item  C  is 
provided  to  the  fund.  A  fund  must  amend  its  initial 
report  on  Form  N-CR  to  respond  to  Items  C.8 
through  C.IO  by  the  fourth  business  day  after  the 
initial  date  on  which  any  financial  support 
contemplated  in  Item  C  is  provided  to  the  fund.  See 
Form  N-CR  Item  C  Instructions. 
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year  in  response  to  Part  C.  Taking  into 
account  a  blend  of  legal  and  financial 

in-house  professionals, ^392  estimate 

that  a  fund  will  on  average  spend  a  total 
of  18.5  burden  hours  2393  and  time  costs 
of  approximately  $6,6602394  for  one  set 
of  initial  and  follow-up  reports  in 
response  to  Part  C.  We  also  estimate 
funds  will  also  incur  on  average 
external  costs  of  approximately  $1,400 

for  one  set  of  reports. 2395  jfre 

Commission  therefore  estimates  that  the 
total  annual  burden  for  Part  C  reporting 
will  be  555  burden  hours,  time  costs  of 
$199,800,  and  external  costs  of 

$42,000.2396 

d.  Part  D:  Shadow  Price  Declines 

In  a  change  from  the  proposal,  we 
estimate  that  the  Commission  will 
receive,  in  the  aggregate,  an  average  of 
0.3  sets  2397  of  initial  and  follow-up 
reports  2398  pgr  yggr  in  response  to  Part 

23B2  See  supra  note  2382. 

2303\\;hen  filing  a  report,  the  Commission 
estimates  that  a  fund  will  spend  on  average 
approximately  4.5  hours  of  legal  professional  time 
and  4  hours  of  financial  professional  time  to 
prepare,  review  and  submit  an  initial  filing.  In 
addition,  the  Commission  estimates  that  a  fund  will 
spend  on  average  approximately  6  hours  of  legal 
professional  time  and  4  hours  of  financial 
professional  time  to  prepare,  review  and  submit  a 
follow-up  amendment.  The  estimates  of  the  average 
legal  professional  time  above  have  already  been 
reduced  by  the  corresponding  average  amount  of 
time  that  we  estimate  will  be  shifted  in  the 
aggregate  from  in-house  counsel  to  outside  counsel. 
See  infra  note  2395. 

2394  This  estimate  is  based  on  the  following 
calculations;  ((4.5  Hours  for  the  initial  filing  -i-  6 
hours  for  the  follow-up  filing)  x  S440  per  hour  for 
a  legal  professional  =  54,620)  +  ((4  hours  for  the 
initial  filing  -t-  4  hours  for  the  follow-up  filing)  x 
5255  per  hour  for  a  financial  professional  =  52,040) 
=  18.5  burden  hoxus  and  time  costs  of  56,660. 

2395  Using  the  same  assumptions  as  with  respect 
to  Part  B  in  supra  note  2386,  we  estimate  that 
approximately  a  quarter  of  the  total  legal 
professional  time  that  would  otherudse  have  been 
spent  on  responding  to  Part  C  of  Form  N-CR,  or  3.5 
hours,  will  be  shifted  from  in-house  counsel  to 
outside  counsel.  Accordingly,  we  estimate  that 
funds  will  incur  additional  external  legal  costs  of 
51 ,400  (3.5  hours  x  5400  per  hour  for  outside 
counsel)  per  set  of  initial  and  follow-up  reports  in 
response  to  Part  C. 

2396  This  estimate  is  based  on  the  following 
calculation:  30  Reports  per  year  x  18.5  burden 
hours  per  report  =  555  burden  hours;  30  reports  per 
year  x  56,660  time  cost  per  report  =  5199,800  in 
time  costs;  30  reports  per  year  x  51 ,400  external 
cost  per  report  =  542,000  in  external  costs. 

^3^7  UQpjjniiggiQn  staff  analyzed  form  N-MFP  data 
from  November  2010  to  February  2014  and  found 
that  only  one  non-institutional  fund  had  a  ’A  of  1 
percent  deviation  from  the  stable  51.00  per  share 
NAV.  1  fund  in  over  39  months  is  equivalent  to  less 
than  1  (1  X  12  -r  39  =  0.31)  funds  per  year.  See  also 
supra  note  1394.  In  the  Proposing  Release,  we  had 
estimated  0.167  reports  filed  per  year  in  respect  of 
Part  D.  See  Proposing  Release,  supra  note  25,  at 
n.l  205.  We  revised  this  estimate  to  reflect  more 
accurate  accounting  and  updated  data. 

2398  A  retail  or  government  money  market  fund 
must  file  a  report  on  Form  N-CR  responding  to 
Items  D.l  and  D.2  on  the  first  business  day  after  the 
initial  date  on  which  the  fund’s  current  NAV 


D.  Taking  into  account  a  blend  of  legal 
and  financial  in-house  professionals, 2399 
we  estimate  that  a  fund  will  on  average 
spend  a  total  of  13.5  burden  hours  2400 
and  time  costs  of  approximately 

$4,8  3  0  2401  for  one  set  of  initial  and 
follow-up  reports  in  response  to  Part  D. 
We  also  estimate  funds  will  also  incur 
on  average  external  costs  of 
approximately  $1 ,000  for  one  set  of 
reports. 2‘*92  yfig  Commission  therefore 
estimates  that  the  total  annual  burden 
for  Part  D  reporting  will  be  four  burden 
hours,  time  costs  of  $1,449,  and  external 
costs  of  $300.2493 

e.  Part  E:  Imposition  of  Liquidity  Fees 
In  addition  to  other  changes  from  the 

proposal, 2404  ^e  have  made 

modifications  to  the  weekly  liquid  asset 

deviates  downward  from  its  intended  stable  price 
per  share  by  more  than  ’A  of  1  percent.  A  fund  must 
amend  its  initial  report  on  Form  N-CR  to  respond 
to  Item  D.3  by  the  fourth  business  day  after  the 
initial  date  on  which  the  fund’s  current  NAV 
deviates  downward  from  its  intended  stable  price 
per  share  by  more  than  ’A  of  1  percent.  See  Form 
N-CR  Item  D  Instructions. 

See  supra  note  2382. 

2400  When  filing  a  report,  the  Commission 
estimates  that  a  fund  will  spend  on  average 
approximately  3  hours  of  legal  professional  time 
and  3  hours  of  financial  professional  time  to 
prepeire,  review  and  submit  an  initial  filing.  In 
addition,  the  Commission  estimates  that  a  fund  will 
spend  on  average  approximately  4.5  hours  of  legal 
professional  time  and  3  hours  of  financial 
professional  time  to  prepare,  review  and  submit  a 
follow-up  amendment.  The  estimates  of  the  average 
legal  professional  time  above  have  already  been 
reduced  by  the  corresponding  average  amount  of 
time  that  we  estimate  will  be  shifted  in  the 
aggregate  from  in-house  counsel  to  outside  counsel. 
See  infra  note  2402. 

2401  This  estimate  is  based  on  the  following 
calculations:  ((3  Hours  for  the  initial  filing  -h  4.5 
hours  for  the  follow-up  filing)  x  5440  per  hour  for 
a  legal  professional  =  53,300)  +  ((3  hours  for  the 
initial  filing  +  3  hours  for  the  follow-up  filing)  x 
5255  per  hour  for  a  financial  professional  =  51,530) 

=  13.5  burden  hours  and  time  costs  of  54,830. 

Using  the  same  assumptions  as  with  respect 
to  Part  B  in  supra  note  2386,  we  estimate  that 
approximately  a  quarter  of  the  total  legal 
professional  time  that  would  otherudse  have  been 
spent  on  responding  to  Part  D  of  Form  N-CR,  or  2 
hours,  will  be  shifted  from  in-house  counsel  to 
outside  counsel.  Accordingly,  we  estimate  that 
funds  will  incur  additional  external  legal  costs  of 
51,000  (2.5  hotms  x  5400  per  hovur  for  outside 
counsel)  per  set  of  initial  and  follow-up  reports  in 
response  to  Part  D. 

2403  This  estimate  is  based  on  the  following 
calculation;  0.3  Reports  per  year  x  13.5  burden 
hours  per  report  =  4  burden  hours;  0.3  reports  per 
year  x  54,830  time  cost  per  report  =  51 ,449  in  time 
costs;  0.3  reports  per  year  x  51,000  external  cost  per 
report  =  5300  in  external  costs. 

See  supra  section  1II.F.5  for  a  discussion  of 
all  our  final  amendments  to  Part  E.  For  example,  we 
have  made  modifications  to  the  board  disclosure 
requirements.  See  supra  section  III.F.5  (Board 
Disclosures).  In  addition,  as  noted  in  supra  note 
2376,  commenters  cited  the  particular  burdens  and 
the  role  of  the  board  in  drafting  and  reviewing  the 
board  disclosures  in  Parts  E  and  F.  Accordingly, 
taking  into  account  these  and  our  other  changes  to 
Part  E,  we  have  increased  our  cost  estimates  for  Part 

E. 


thresholds  permitting  or  triggering 
board  consideration  of  a  liquidity  fee  in 
Part  E  of  Form  N-CR. 2405  yve  therefore 
have  updated  our  estimates  of  the 
frequency  of  filings  under  Part  E.2406 
Moreover,  in  particular  with  respect  to 
the  board  disclosures,  we  expect  that 
most  if  not  all  funds  may  engage  outside 
legal  counsel  to  assist  with  the  drafting 
and  review  of  Form  N-CR,  thereby 
incurring  additional  external  costs. 2407 
Accordingly,  we  estimate  that  the 
Commission  will  receive,  in  the 
aggregate,  an  average  of  1.2  sets  2408  Qf 
initial  and  follow-up  reports  2409  per 
year  in  response  to  an  event  specified 
on  Part  E.  Taking  into  account  a  blend 
of  legal  and  financial  in-house 

professionals, 2410  gs  well  as  time  spent 

by  the  board  reviewing  the 

7405  Spp  supra  section  1II.F.5  (Conforming 
Changes). 

7406  5ge  infra  note  2408  and  accompanying  text. 

7407  Sgg  supra  note  1377  and  accompanying 
discussion. 

7408  Pqp  purposes  of  this  estimate,  the 
Commission  estimates  that  0.6  funds  per  year  will 
file  a  report  triggered  by  the  10%  weekly  liquid 
asset  threshold.  See  supra  section  1I1.F.5 
(Operational  Costs  of  Part  E,  F,  and  G:  Imposition 
and  Lifting  of  Fees  and  Gates).  In  the  Proposing 
Release,  we  had  previously  estimated  a  total  of  4 
reports  in  response  to  Parts  E  and  F  based  on  the 
previously  proposed  higher  15%  weekly  liquid 
asset  trigger.  See  Proposing  Release  supra  note  25 
at  n.l 202.  In  addition,  the  DERA  Study  analyzed 
the  distribution  of  weekly  liquid  assets  and  found 
that  83  prime  funds  per  year  had  their  weekly 
liquid  asset  percentages  fall  below  30%.  See  supra 
section  III.F.5  (Operational  Costs  of  Part  E,  F,  and 
G;  Imposition  and  Lifting  of  Fees  and  Gates).  We  are 
unable  to  estimate  with  any  specificity  how  many 
of  these  83  prime  funds  would  have  decided  to 
impose  a  discretionary  liquidity  fee  upon  breaching 
the  30%  weekly  liquid  asset  threshold.  However, 
we  generally  expect  relatively  few  funds  will 
impose  a  discretionary  liquidity  fee  given  its 
voluntary'  nature  and  potential  costs  on  redeeming 
shareholders.  For  purposes  of  this  PRA,  we  estimate 
that  funds  will  voluntarily  impose  a  liquidity  fee  at 
most  as  often  as  they  will  be  required  to  consider 

a  liquidity  fee  based  on  the  10%  weekly  liquid  asset 
trigger.  Accordingly,  the  Commission 
consen'atively  estimates  that  0.6  additional  funds 
per  year  will  file  a  report  in  response  to  Part  E 
because  it  breached  the  30%  weekly  liquid  asset 
threshold  and  their  board  determined  to  impose 
such  a  discretionary  liquidity  fee.  Together  with  the 
filings  triggered  by  the  10%  weekly  liquid  asset 
threshold,  this  will  result  in  a  total  of  1.2  sets  of 
filings  in  response  to  Part  E  per  year.  Although  we 
believe  this  estimate  is  likely  to  be  high,  we  are 
using  this  estimate  to  be  conservative  in  oiu 
analysis.  See  supra  section  III.F.5  (Operational 
Costs  of  Part  E,  F,  and  G:  Imposition  and  Lifting  of 
Fees  and  Gates). 

7409  A  fund  must  file  a  report  on  Form  N-CR 
responding  to  Items  E.l  through  E.4  on  the  first 
business  day  after  the  initial  date  on  which  the 
reporting  requirement  under  Part  E  was  triggered. 

A  fund  must  amend  its  initial  report  on  Form  N- 
CR  to  respond  to  Items  E.5  and  E.6  by  the  fourth 
business  day  after  the  initial  date  on  which  the 
reporting  requirement  under  Part  E  was  triggered. 
See  Form  N-CR  Item  E  Instructions. 

7410  See  supra  note  2382. 
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disclosure,^'^!^  we  estimate  that  a  fund 
will  on  average  spend  a  total  of  20 
burden  hours  and  time  costs  of 
approximately  $10,910  for  one  set  of 
initial  and  follow-up  reports  in  response 
to  Part  E.  Because  we  expect  that  most, 
if  not  all,  funds  may  also  engage  outside 
legal  counsel  to  assist  with  the  drafting 
and  review  of  Part  we  also 
estimate  funds  will  also  incur  on 
average  external  costs  of  approximately 
$3,600  per  set  of  reports. The 
Commission  therefore  estimates  that  the 
total  annual  burden  for  Part  E  reporting 
will  be  24  burden  hours,  time  costs  of 
$13,092,  and  external  costs  of 

$4,320.2416 

f.  Part  F:  Suspension  of  Fund 
Redemptions 

In  addition  to  other  changes  from  the 
proposal, 241 7  we  have  increased  the 


For  purposes  of  this  PRA,  we  estimate  time 
costs  of  S4,400  per  hour  for  a  board  of  8  directors. 
See  supra  note  2214. 

2412  When  filing  a  report,  the  Commission 
estimates  that  a  fund  would  spend  on  average 
approximately  3  hours  of  legal  professional  time 
and  4  hours  of  financial  professional  time  to 
prepare,  review  and  submit  an  initial  filing.  In 
addition,  the  Commission  estimates  that  a  fund 
would  spend  on  average  approximately  6  hours  of 
legal  professional  time  and  6  hours  of  financial 
professional  time  to  prepare,  review  and  submit  a 
follow-up  amendment.  The  Commission  also 
estimates  that  a  fund  would  spend  1  hour  for  a 
board  of  directors  to  review  the  reports.  The 
estimates  of  the  average  legal  professional  time 
above  have  already  been  reduced  by  the 
corresponding  average  amoimt  of  time  that  we 
estimate  will  be  shifted  in  the  aggregate  from  in- 
house  counsel  to  outside  counsel.  See  infra  note 
2415. 

24i3'j'hj5  estimate  is  based  on  the  following 
calculations:  ((3  Hours  for  the  initial  filing  +  6 
horns  for  the  follow-up  filing)  x  S440  per  hour  for 
a  legal  professional  =  83,960)  +  ((4  hours  for  the 
initial  filing  +  6  hours  for  the  follow-up  filing)  x 
8255  per  hour  for  a  financial  professional  =  82,550) 
-t-  (1  hour  X  84,400  per  hour  for  a  board  of  8 
directors  =  84,400)  =  20  burden  hours  and  time 
costs  of  810,910. 

Because,  for  the  reason  discussed  in  supra 
note  1301  and  accompanying  text,  the  potential 
imposition  of  a  liquidity  fee  is  one  of  the  most 
significant  events  that  can  occur  to  money  market 
funds,  to  be  conser%'ative  we  estimate  that  all  funds 
would  seek  outside  counsel  for  purposes  of  this 
estimate. 

average,  we  estimate  that  approximately 
half  of  the  total  legal  professional  time  that  in-house 
counsel  would  have  otherwise  spent  on  reviewing 
and  responding  to  Part  E  of  Form  N-CR  will  be 
shifted  to  outside  counsel.  Accordingly,  for 
purposes  of  this  PRA,  we  estimate  that  a  total  of  9 
hoirrs  will  be  shifted  from  in-house  counsel  to 
outside  counsel.  Accordingly,  we  estimate  that 
funds  would  inciu-  external  legal  costs  of  83,600  (9 
hours  X  8400  per  hour  for  outside  counsel)  per  set 
of  initial  and  follow-up  reports  in  response  to 
Part  E. 

2416  xhis  estimate  is  based  on  the  following 
calculation:  1.2  Reports  per  year  x  20  burden  hours 
per  report  =  24  burden  hours;  1.2  reports  per  year 
X  810,910  time  cost  per  report  =  813,092  in  time 
costs;  1.2  reports  per  year  x  83,600  external  cost  per 
report  =  84,320  in  external  costs. 

See  supra  section  111.F.5  for  a  discussion  of 
all  our  final  amendments  to  Part  F.  For  example,  we 


weekly  liquid  asset  threshold  permitting 
boards  to  impose  a  discretionary 
gate. 2418  \/ye  therefore  have  updated  our 
estimates  of  the  frequency  of  filings 
under  Part  F.24i9  In  particular  with 
respect  to  the  board  disclosures,  we 
expect  that  most  if  not  all  funds  may 
engage  legal  counsel  to  assist  with  the 
drafting  and  review  of  Form  N-CR, 
thereby  incurring  additional  external 
costs. 2420  Accordingly,  we  estimate  that 
the  Commission  will  receive,  in  the 
aggregate,  an  average  of  0.6  sets  2421  of 
initial  and  follow-up  reports  2422  per 
year  in  response  to  an  event  specified 
on  Part  F.  Taking  into  account  a  blend 
of  legal  and  financial  in-house 

professionals, 2423  gg  ^ell  as  time  spent 

by  the  board  reviewing  the  disclosure, 
we  estimate  that  a  fimd  will  on  average 
spend  a  total  of  20  burden  hours  2424 


have  made  modifications  to  the  board  disclosure 
requirements.  See  supra  section  II1.F.5  (Board 
Disclosures).  In  addition,  as  noted  in  supra  note 
2376,  commenters  cited  the  particular  burdens  and 
the  role  of  the  board  in  drafting  and  reviewing  the 
board  disclosures  in  Parts  E  and  F.  Accordingly, 
taking  into  account  these  and  our  other  changes  to 
Part  F,  we  have  increased  our  cost  estimates  for 
Part  F. 

2418  See  supra  section  I11.F.5  (Conforming 
Changes). 

See  infra  note  2421  and  accompanying  text. 

2420  See  supra  note  1376  and  accompanying 
discussion. 

2421  In  the  Proposing  Release,  we  had  previously 
estimated  a  total  of  4  reports  in  response  to  Parts 

E  and  F  based  on  the  previously  proposed  15% 
weekly  liquid  asset  trigger.  See  Proposing  Release 
supra  note  25  at  n.l202.  However,  we  are  revising 
this  estimate  in  light  of  the  amended  higher  30% 
weekly  liquid  asset  threshold  for  discretionan,' 
gates.  In  particular,  the  DERA  Study  found  that  83 
prime  funds  per  year  had  their  weekly  liquid  asset 
percentages  fall  below  30%.  See  supra  section 
III.F.8  (Operational  Costs  of  Part  E,  F,  and  G: 
Imposition  and  Lifting  of  Fees  and  Gates).  Similar 
to  discretionary  liquidity  fees,  we  are  imable  to 
estimate  with  any  specificity  how  many  of  these  83 
prime  funds  would  have  decided  to  impose  a 
discretionary;'  gate  upon  breaching  the  30%  weekly 
liquid  asset  threshold.  Cf.  supra  note  2408. 
However,  we  conser\'atively  estimate  the  number  of 
instances  in  which  a  fund  breached  the  30%  weekly 
liquid  asset  threshold  and  its  board  determined  to 
impose  a  voluntary,'  gate  to  be  equal  to  the  number 
of  instances  in  which  a  fund  breached  the  30% 
weekly  liquid  asset  threshold  and  its  board 
determined  to  impose  a  voluntary  fee.  This  results 
in  an  estimate  of  approximately  0.6  sets  of  initial 
and  follow-up  reports  filed  per  year  in  response  to 
Part  F.  Although  we  believe  this  estimate  is  likely 
to  be  high,  we  are  using  this  estimate  to  be 
consen'ative  in  our  analysis.  See  supra  section 
I1I.F.8  (Operational  Costs  of  Part  E,  F,  and  G: 
Imposition  and  Lifting  of  Fees  and  Gates). 

2422  fund  must  file  a  report  on  Form  N-CR 
responding  to  Items  F.l  and  F.2  on  the  first 
business  day  after  the  initial  date  on  which  a  fund 
suspends  redemptions.  A  fund  must  amend  its 
initial  report  on  Form  N-CR  to  respond  to  Items  F.3 
and  F.4  by  the  fourth  business  day  after  the  initial 
date  on  which  a  fund  suspends  redemptions.  See 
Form  N-CR  Item  F  Instructions. 

^423  See  supra  note  2382. 

2424  When  filing  a  report,  the  Commission 
estimates  that  a  fund  would  spend  on  average 
approximately  3  hours  of  legal  professional  time 


and  time  costs  of  approximately 
$10,910  2425  for  one  set  of  initial  and 
follow-up  reports  in  response  to  Part  F. 
Because  we  expect  most  if  not  all  funds 
may  also  engage  legal  counsel  to  assist 
with  the  drafting  and  review  of  Form  N- 
CR,2426  estimate  funds  also  further 
incur  on  average  external  costs  of 
approximately  $3,600  for  each  set  of 
reports. 2427  The  Commission  therefore 
estimates  that  the  total  annual  burden 
for  Part  F  reporting  will  be  12  burden 
hours,  time  costs  of  $6,546,  and  external 

costs  of  $2,160.2428 

g.  Part  G:  Removal  of  Liquidity  Fees 
and/or  Resumption  of  Fund 
Redemptions 

As  discussed  in  the  Proposing 
Release,  we  continue  to  believe  the 
frequency  of  filings  under  Part  G  on 
Form  N-CR  to  be  closely  correlated  to 
the  frequency  of  filings  under  Parts  E 
and  F.2429  Given  our  revised  estimates 


and  4  hours  of  financial  professional  time  to 
prepare,  review  and  submit  an  initial  filing.  In 
addition,  the  Commission  estimates  that  a  fund 
would  spend  on  average  approximately  6  hours  of 
legal  professional  time  and  6  hours  of  financial 
professional  time  to  prepare,  review  and  submit  a 
follow-up  amendment.  The  Commission  also 
estimates  that  a  fund  would  spend  1  hour  for  a 
board  of  directors  to  review  the  reports.  The 
estimates  of  the  average  legal  professional  time 
above  have  already  been  reduced  by  the 
corresponding  average  amoimt  of  time  that  we 
estimate  will  be  shifted  in  the  aggregate  from  in- 
house  counsel  to  outside  counsel.  See  infra  note 
2427. 

2425  xhis  estimate  is  based  on  the  following 
calculations:  ((3  Hours  for  the  initial  filing  -f  6 
hours  for  the  follow-up  filing)  x  8440  per  hour  for 
a  legal  professional  =  83,960)  +  ((4  hours  for  the 
initial  filing  -h  6  hours  for  the  follow-up  filing)  x 
8255  per  hour  for  a  financial  professional  =  82,550) 
+  (1  hour  X  84,400  per  hour  for  a  board  of  8 
directors  =  84,400)  =  20  burden  hours  and  time 
costs  of  810,910. 

2426Bec0Use,  for  the  reason  discussed  in  supra 
note  1301  and  accompanying  text,  the  potential 
imposition  of  a  gate  is  one  of  the  most  significant 
events  that  can  occur  to  money  market  funds,  to  be 
consen'ative  we  estimate  that  all  funds  would  seek 
outside  counsel  for  purposes  of  this  estimate. 

2427  On  average,  we  estimate  that  approximately 
half  of  the  total  legal  professional  time  that  in-house 
counsel  would  have  othenvise  spent  on  reviewing 
and  responding  to  Part  F  of  Form  N-CR  will  be 
shifted  to  outside  counsel.  Accordingly,  for 
purposes  of  this  PRA,  we  estimate  that  a  total  of  8 
hours  will  be  shifted  from  in-house  counsel  to 
outside  counsel.  Accordingly,  we  estimate  that 
funds  will  incur  external  legal  costs  of  83,600  (9 
hours  X  8400  per  hour  for  outside  counsel)  per  set 
of  initial  and  follow-up  reports  in  response  to 

Part  F. 

2428  xhis  estimate  is  based  on  the  following 
calculation:  0.6  Reports  per  year  x  20  burden  hours 
per  report  =12  burden  hours;  0.6  reports  per  year 
X  810,910  time  cost  per  report  =  86,546  in  time 
costs;  0.6  reports  per  year  x  83,600  external  cost  per 
report  =  82,160  in  external  costs. 

242BSee_  e.g,.  Proposing  Release  supra  note  25  at 
n.l202  and  accompanying  discussion.  We  expect 
there  to  be  a  close  correlation  because  Part  G 
requires  disclosure  of  the  lifting  of  any  liquidity  fee 
or  gate  imposed  in  connection  with  Part  E  or  F. 
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of  the  number  of  filings  under  Parts  E 
and  F,243o  are  correspondingly 
updating  our  estimate  of  the  number  of 
filings  under  Part  G.  We  are  further 
updating  our  estimates  for  Part  G, 
because  the  Commission  expects  the 
cost  per  filing  associated  with 
responding  to  Part  G  to  be  lower  than 
for  Parts  E  or  Unlike  Parts  B 
through  F  and  H,  for  which  we  have 
included  estimated  external  costs  to 
account  for  the  possibility  that  funds 
may  engage  legal  counsel  to  assist  in  the 
preparation  and  review  of  Form  N- 
CR,2432  have  not  done  so  here 
because  of  the  relative  simplicity  of  Part 
G.  Accordingly,  we  estimate  that  the 
Commission  will  receive,  in  the 
aggregate,  an  average  of  1.8  reports 
per  year  in  response  to  Part  G.  Taking 
into  account  a  blend  of  legal  and 
financial  in-house  professionals, we 
estimate  that  a  fund  will  on  average 
spend  a  total  of  two  burden  hovus 
and  time  costs  of  approximately 
$695  2436  fgp  a  filing  in  response  to  Part 
G.  The  Commission  therefore  estimates 
that  the  total  annual  burden  for  Part  G 


^“*30  566  supra  notes  2408  and  2421. 

The  Proposing  Release  estimated  that  a  fund 
would  spend  on  average  approximately  5  burden 
hours  and  total  time  costs  of  SI  ,708  to  prepare, 
review,  and  submit  a  report  under  any  Part  of  Form 
N-CR.  See  Proposing  Release  supra  note  25  at 
n.l203  and  accompanying  text.  However,  we  expect 
a  response  to  Part  G  to  be  shorter  than  under  Parts 
E  or  F,  given  that  Part  G  only  requires  disclosure 
of  the  date  on  which  a  fund  removed  a  liquidity  fee 
and/or  resumed  Fund  redemptions.  See  Form  N-CR 
Item  G.l.  In  addition,  unlike  Part  E  or  F,  Part  G 
would  not  require  any  follow-up  report. 

5ee  supra  IV.D.2.g  for  our  discussion  of  the 
external  costs  of  Parts  B  through  F;  see  also  infra 
this  section  for  our  discussion  of  the  external  costs 
of  Part  H. 

^■*33  As  discussed  in  section  III.F,  we  expect  the 
frequency  of  Part  G  filings  will  be  closely  correlated 
to  any  filings  under  Part  E  of  F,  given  that  Part  G 
will  disclose  the  lifting  of  any  liquidity  fee  or  gate 
imposed  in  connection  with  Part  E  or  F.  See  supra 
section  III.F.8  (Operational  Costs  of  Part  E,  F,  and 
G:  Imposition  and  Lifting  of  Fees  and  Gates).  In 
particular,  for  purposes  of  this  estimate  the 
Commission  estimates  that  1.8  funds  per  year  will 
file  a  report  in  response  to  Part  G,  based  on  the 
assumption  that  each  time  a  fund  files  a  report 
under  Parts  E  or  F  it  will  also  eventually  file  a 
report  under  Part  G.  We  believe  this  to  be  a  high 
estimate  given  that,  among  other  things,  at  least 
some  funds  that  impose  a  liquidity  fee  or  gate  will 
likely  to  go  out  of  business  (and  thus  would  never 
reopen),  although  we  are  unable  to  predict  with 
certainty  how  many  would  do  so. 

See  supra  note  2382. 

2435  When  filing  a  report,  the  Commission 
estimates  that  a  fund  will  spend  on  average 
approximately  1  hour  of  legal  professional  time  and 
i  hour  of  financial  professional  time  to  prepare, 
review,  and  submit  a  filing  in  response  to  Part  G. 

2436  This  estimate  is  based  on  the  following 
calculations:  (1  Hour  x  S440  per  hour  for  a  legal 
professional  =  S440)  +  (1  hour  x  S255  per  hour  for 
a  financial  professional  =  S255)  =  2  burden  hours 
and  time  costs  of  S695. 


reporting  will  be  3.6  burden  hours,  and 
time  costs  of  $1,251.2437 

h.  Part  H:  Other  Events 

Given  the  broad  scope  and  voluntary 
nature  of  the  optional  disclosure  under 
Part  H  of  Form  N-GR,  which  is  new 
from  the  proposal,  we  believe  that,  in  an 
event  of  filing,  a  fund’s  particular 
circumstances  that  led  it  to  decide  to 
make  such  a  voluntary  disclosure  will 
be  the  predominant  factor  in 
determining  the  time  and  costs 
associated  with  filing  a  report  on  Part  H. 
To  be  conservative,  we  also  expect  that 
some  funds  may  engage  outside  legal 
counsel  to  assist  with  the  drafting  and 
review  of  Part  H,  thereby  incurring 
additional  external  costs. 2438  \/ye 
estimate  that  the  Gommission  will 
receive,  in  the  aggregate,  approximately 
1 5  reports  2439  per  year  in  response  to 
Part  H  of  Form  N-GR.  Taking  into 
account  a  blend  of  legal  and  financial 

in-house  professionals, 2440  estimate 

that  a  fund  will  on  average  spend  a  total 
of  four  bmden  hours  2441  and  time  costs 


2437  This  estimate  is  based  on  the  following 
calculation:  1.8  Reports  per  year  x  2  burden  hours 
per  report  =  3.6  burden  hours;  1.8  reports  per  year 
X  S695  time  cost  per  report  =  SI, 251  in  time  costs. 

See  supra  note  2386  and  accompanying 
discussion. 

2439  por  purposes  of  this  estimate,  the 
Commission  conservatively  estimates  that  funds 
will  include  a  disclosure  under  Part  H  in  about  a 
quarter  of  the  instances  they  submit  a  follow-up 
filing  under  Parts  B  through  F,  as  well  as  with 
respect  to  a  quarter  of  all  filings  under  Part  G. 
Because  of  the  timing  constraints,  we  generally 
would  not  expect  that  funds  will  make  a  Part  H 
disclosure  in  an  initial  filing.  However,  given  the 
possibility  that  funds  might  make  a  Part  H 
disclosure  in  the  initial  filing  or  on  a  stand-alone 
basis,  we  conservatively  estimate  one  additional 
Part  H  filing  per  year  under  each  scenario.  We 
therefore  estimate  an  annual  total  of  approximately 
15  filings  in  response  to  Part  H  based  on  the 
following  calculation:  (20  sets  of  Part  B  filings  per 
year)  4-  (30  sets  of  Part  C  filings  per  year)  -i-  (0.3  sets 
of  Part  D  filings  per  j'ear)  -h  (1 .2  sets  of  Part  E  filings 
per  year)  +  (0.6  sets  of  Part  F  filings  per  year)  +  (1.8 
Part  G  filings  per  year)  =  approximately  54  Parts  B- 
G  filings  per  year.  (54  Parts  B-G  filings  per  year  + 

4)  -I-  (2  additional  Part  H  filings  per  year  in  an  initial 
filing  or  on  a  stand-alone  basis)  =  approximately  15 
Part  H  filings  per  year. 

^‘>‘*oSee  supra  note  2382. 

2441  This  estimate  is  derived  in  part  from  our 
current  PRA  estimate  for  Form  8-K  under  the 
Exchange  Act.  See  “Form  8-K,  Current  Report 
Pursuant  to  Section  13  or  15(d)  of  the  Securities 
Exchange  Act  of  1934”  (0MB  Control  No.  3235- 
0060),  available  at  http://www.reginfo.gov.  In 
particular,  we  estimate  that  Form  8-K  takes 
approximately  5  hours  per  response  if  rounded  up 
to  the  next  whole  hour.  As  an  initial  step,  we 
consen'atively  added  an  additional  hour,  for  a  total 
of  6  hours.  Of  this  total,  we  estimate  that  an  average 
of  2  hours  will  be  shifted  to  outside  legal  counsel 
(corresponding  to  the  2  hours  of  legal  professional 
time  discussed  immediately  below).  Accordingly, 
when  filing  a  report,  the  Commission  estimates  that 
a  fund  would  spend  on  average  approximately  2 
hours  of  legal  professional  time  and  2  hours  of 
financial  professional  time  to  prepare,  review  and 
submit  a  response  to  Part  H. 


of  approximately  $1,390  2442  fgp  set 
of  initial  and  follow-up  reports  in 
response  to  Part  H.  We  also  estimate 
funds  will  also  incur  on  average 
external  legal  costs  of  approximately 
$800  per  report. 2443  xhe  Commission 
therefore  estimates  that  the  total  annual 
burden  for  Part  H  reporting  will  be  60 
burden  hours,  time  costs  of  $20,850,  and 
external  costs  of  $12,000.2444 

i.  Aggregate  Burden  of  Form  N-CR 

In  the  aggregate,  we  estimate  that 
compliance  with  Form  N-CR  will  result 
in  a  total  annual  burden  of 
approximately  929  burden  hours, 2445 
total  annual  time  costs  of  approximately 
$339,588,2446  and  total  external  costs  of 
$80,780.2447  Given  an  estimated  559 
money  market  funds  that  will  be 
required  to  comply  with  Form  N- 
CR,2448  this  will  result  in  an  average 
annual  burden  of  approximately  1.7 
burden  hours,  average  annual  time  costs 
of  approximately  $607  on  a  per-fund 
basis,  and  average  annual  external  costs 

of  $145.2449 

E.  Rule  34b-l(a) 

Rule  34b-l  under  the  Investment 
Company  Act  is  an  antifraud  provision 


2442  This  estimate  is  based  on  the  following 
calculations:  (2  Hours  x  S440  per  hour  for  a  legal 
professional  =  S880)  +  (2  hours  x  S255  per  hour  for 
a  financial  professional  =  S510)  =  4  burden  hours 
and  time  costs  of  SI, 390. 

3443  In  particular,  we  expect  that  funds  are  more 
likely  to  file  a  report  on  Part  H  when  there  are  more 
complex  events  that  need  to  be  addressed,  which 
correspondingly  we  believe  will  make  it 
significantly  more  likely  that  funds  will  engage 
legal  counsel.  To  be  conservative,  we  estimate  that 
funds  would  engage  outside  legal  counsel  in  all 
cases  they  file  a  response  to  Part  H.  Accordingly, 
we  estimate  that  funds  would  incur  additional 
external  legal  costs  of  S800  (2  hours  x  S400  per  hour 
for  outside  counsel)  per  set  of  initial  and  follow-up 
reports  in  response  to  Part  H  (with  the  estimated  2 
hours  of  outside  counsel  time  corresponding  to  the 
2  hours  of  legal  professional  time  we  estimate  in 
supra  note  2441). 

2444  This  estimate  is  based  on  the  following 
calculation:  15  Reports  per  year  x  4  burden  hours 
per  report  =  60  burden  hours;  1 5  reports  per  year 
X  81,390  time  cost  per  report  =  820,850  in  time 
costs;  15  reports  per  year  x  8800  external  cost  per 
report  =  812,000  in  external  costs. 

2445  This  estimate  is  based  on  the  following 
calculation:  270  Hours  (Part  B)  -1-  555  hours  (Part  G) 

+  4  hours  (Part  D)  +  24  hours  (Part  E)  1 2  hours 
(Part  F)  +  3.6  hours  (Part  G)  +  60  hours  (Part  H)  = 

929  aggregate  burden  hours. 

2446 This  estimate  is  based  on  the  following 
calculation:  896,600  (Part  B)  +  8199,800  (Part  C)  -t- 
81,449  (Part  D)  +  813,092  (Part  E)  -t-  86,546  (Part  F) 

+  81,251  (Part  G)  +  820,850  (Part  H)  =  8339,588 
aggregate  time  costs. 

2447  This  estimate  is  based  on  the  following 
calculation:  820,000  (Part  B)  +  842,000  (Part  G)  -t- 
8300  (Part  D)  -(■  84,320  (Part  E)  -(-  82,160  (Part  F)  + 
812,000  (Part  H)  =  880,780  total  external  costs. 

3448  See  supra  note  2340. 

2449  This  estimate  is  based  on  the  following 
calculation:  929  Burden  hours  ->■  559  funds  =1.7 
annual  burden  hours  per  fund;  8339,588  +  559 
funds  =  8607  annual  time  costs  per  fund;  880,780 
4-  559  funds  =  8145  annual  external  costs  per  fund. 
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governing  sales  material  that 
accompanies  or  follows  the  delivery  of 
a  statutory  prospectus.  Among  other 
things,  rule  34b-l  deems  to  be 
materially  misleading  any  advertising 
material  by  a  money  market  fund 
required  to  be  filed  with  the 
Commission  by  section  24(b)  of  the  Act 
that  includes  performance  data,  unless 
such  advertising  also  includes  the  rule 
482(bK4)  risk  disclosures  already 
discussed  in  section  IV.F  below.  In  the 
Proposing  Release,  the  Commission 
noted  that  the  proposal  to  amend  the 
wording  of  the  rule  482(b)(4)  risk 
disclosures  would  indirectly  affect  rule 
34b-l(a),  although  the  Commission 
proposed  no  changes  to  rule  34b-l(a) 
itself.  We  also  noted  that  our  discussion 
of  the  amendments  to  rule  482(b)(4) 
accounted  for  the  burdens  associated 
with  the  wording  changes  to  the  risk 
disclosures  in  money  market  fund 
advertising,  and  by  complying  with  our 
amendments  to  rule  482(b)(4),  money 
market  funds  would  also  automatically 
remain  in  compliance  with  rule  34b- 
1(a)  as  affected  by  these  amendments. 
Therefore,  any  burdens  associated  with 
rule  34b-l(a)  as  a  result  of  our  proposed 
amendments  to  rule  482(b)(4)  were 
already  accounted  for  in  the  Proposing 
Release’s  Paperwork  Reduction  Act 
analysis  of  rule  482.  No  commenters 
addressed  rule  34b-l,  and  we  continue 
to  believe  that  any  burdens  associated 
with  rule  34b-l(a)  as  a  result  of  the 
amendments  we  are  adopting  to  rule 
482(b)(4)  are  accounted  for  in  section 
IV.F  below. 

F.  Rule  482 

We  are  adopting  amendments 
affecting  current  requirements  under 
rule  482  of  the  Securities  Act  relating  to 
the  information  that  is  required  to  be 
included  in  money  market  funds’ 
advertisements  or  other  sales  materials. 
Specifically,  the  amendments  revise  the 
particular  wording  of  the  current  rule 
482(b)(4)  risk  disclosures  required  to 
appear  in  advertisements  for  money 
market  funds  (including  on  the  fund 
Web  site).  The  fees  and  gates 
amendments,  as  well  as  the  floating 
NAV  amendments,  will  change  the 
investment  expectations  and  experience 
of  money  market  fund  investors. 
Accordingly,  the  amended  wording  of 
the  rule  482(b)(4)  risk  disclosures 
reflects  the  particular  risks  associated 
with  the  imposition  of  liquidity  fees  or 
gates  and/or  a  floating  NAV.  In  the 
Proposing  Release,  using  an  estimate  of 
586  money  market  funds,  the 
Commission  estimated  that  money 
market  funds  would  incur,  in  aggregate, 
a  total  one-time  burden  of  3,077  hours, 
at  a  time  cost  of  $857,904,  to  comply 


with  the  amended  requirements  of  rule 
482.  This  collection  of  information  will 
be  mandatory  for  money  market  funds 
that  rely  on  rule  2a-7,  and  the 
information  will  not  be  kept 
confidential. 

Certain  commenters  generally  noted 
that  complying  with  all  of  the  new 
disclosure  requirements,  including  the 
amended  requirements  of  rule  482, 
would  involve  additional  costs. 

Several  commenters  provided  dollar 
estimates  of  the  initial  costs  to 
implement  a  fees  and  gates  or  floating 
NAV  framework  and  noted  that  these 
estimates  would  include  the  costs  of 
related  disclosure,  but  these 
commenters  did  not  specifically  break 
out  the  disclosure-related  costs  in  their 
estimates. One  commenter  stated 
that  the  costs  to  update  Web  site 
disclosures  to  reflect  the  new  floating 
NAV  and  fees  and  gates  requirements 
would  be  “minimal  when  compared  to 
other  costs,’’  2452  another 
commenter  stated  that  the  proposed 
disclosure  requirements  should  not 
produce  any  meaningful  costs. as 
described  above,  we  are  adopting 
amendments  to  rule  482  that  have  been 
modified  from  the  proposed 
amendments  to  respond  to  certain 
commenters’  concerns  and  other 
suggestions.  The  rule  482  disclosure 
requirements  that  we  are  adopting 
therefore  differ  from  the  proposed  rule 
482  disclosure  requirements  in  content 
and  format. 2454  ^^0  believe  that  these 
revisions  to  the  proposed  requirements 
do  not  produce  additional  burdens  for 
funds  because  the  revisions  only 
involve  changes  in  the  wording  and 
formatting  of  the  required  disclosure 
statement  and  do  not  impact  the 
measures  funds  must  take  to  effect  the 
disclosure  requirements.  Taking  this 
into  consideration,  as  well  as  the  fact 
that  we  received  no  comments 
providing  specific  suggestions  or 
critiques  about  our  methods  for 
estimating  the  burdens  and  costs 


^•‘soSee,  e.g..  Fin.  Svcs.  Roundtable  Comment 
Letter  (noting  that  the  proposed  disclosure 
requirements  generally  would  produce  “significant 
cost  to  the  fund  and  ultimately  to  the  fund’s 
investors’’);  SSGA  Comment  Letter  (urging  the 
Commission  to  consider  the  “substantial 
administrative,  operational,  and  expense  burdens” 
of  the  proposed  disclosure-related  amendments); 
Chapin  Davis  Comment  Letter  (noting  that  the 
disclosure-  and  reporting-related  amendments  will 
result  in  increased  costs  in  the  form  of  fund  staff 
salaries,  or  consultant,  accountant,  and  lawyer 
hourly  rates,  that  will  ultimately  be  borne  in  large 
part  by  investors  and  portfolio  issuers). 

See,  e.g.,  Chamber  I  Comment  Letter;  Fidelity 
Comment  Letter. 

^^52  See  State  Street  Comment  Letter,  at  Appendix 
A. 

2453  See  HSBC  Comment  Letter. 

See  supra  section  llI.E.l. 


associated  with  the  rule  482 
amendments,  the  Commission  has  not 
modified  its  previous  hour  burden 

estimates. 2455 

Based  on  an  estimate  of  559  money 
market  funds  that  will  be  required  to 
update  the  risk  disclosure  included  in 
fund  advertisements  pursuant  to  rule 
482,  as  amended,  we  estimate  that,  in 
the  aggregate,  the  amendments  will 
result  in  2,935  total  one-time  burden 
hours, 2456  at  a  total  one-time  time  cost 
of  $8  1  8,3  76.2457  Amortized  over  a  three- 
3^ear  period,  this  will  result  in  an 
average  additional  annual  burden  of 
approximately  978  burden  hours  2458  at 
a  total  annual  time  cost  of 
approximately  $272,792  for  all 
funds. 2459  Given  that  the  amendments 
are  one-time  updates  to  the  wording  of 
the  risk  disclosures  already  required 
under  cmrent  rule  482(b)(4),  we  believe 
that,  once  funds  have  made  these  one¬ 
time  changes,  the  amendments  to  rule 
482(b)(4)  will  only  require  money 
market  funds  to  incur  the  same  costs 
and  hour  burdens  on  an  ongoing  basis 
as  under  current  rule  482(b)(4). 


2455  xhe  compliance  period  for  updating  rule 
482(b)(4)  risk  disclosures  to  reflect  the  floating  NAV 
or  liquidity  fees  and  gates  amendments  is  2  years. 
We  understand  that  money  market  funds  commonly 
update  and  issue  new  advertising  materials  on  a 
periodic  and  frequent  basis.  Accordingly,  given  the 
extended  compliance  period  proposed,  we  expect 
that  funds  should  be  able  to  amend  the  wording  of 
their  rule  482(b)(4)  risk  disclosures  as  part  of  one 
of  their  general  updates  of  their  advertising 
materials.  Similarly,  we  believe  that  funds  could 
update  the  corresponding  disclosure  statement  on 
their  Web  sites  when  performing  other  periodic 
Web  site  maintenance.  We  therefore  account  only 
for  the  incremental  change  in  burden  that  amending 
the  rule  482(b)(4)  risk  disclosures  will  cause  in  the 
context  of  a  larger  update  to  a  fund’s  advertising 
materials  or  Web  site. 

2456 xhis  estimate  is  based  on  the  following 
calculation;  5.25  Hours  per  year  (4  hours  to  update 
and  review  the  wording  of  the  rule  482(b)(4)  risk 
disclosure  for  each  fund’s  printed  advertising  and 
sales  material,  plus  1.25  hours  to  post  and  review 
the  wording  of  the  rule  482(b)(4)  risk  disclosures  on 
a  fund’s  Web  site)  x  559  money  market  funds  = 
approximately  2,935  hours. 

2457  Phis  estimate  is  based  on  the  following 
calculation;  SI, 464  (Total  one-time  costs  per  fund) 

X  559  funds  =  5818,376.  The  Sl,464  per  fund  figure 
is,  in  turn,  based  on  the  following  calculations;  (3 
hours  (spent  by  a  marketing  manager  to  update  the 
wording  of  the  risk  disclosures  for  each  fund’s 
marketing  materials)  x  S2 54/hour  for  a  marketing 
manager  =  S762)  +  (1  hour  (spent  by  a  webmaster 
to  update  a  fund’s  Web  site  risk  disclosures)  x  S227/ 
hour  for  a  webmaster  =  S227)  +  (1.25  hours  (spent 
by  an  attorney  to  review  the  amended  rule  482(b)(4) 
risk  disclosures)  x  S380/hour  for  an  attorney  = 

S475)  =  Sl,464. 

2458 Phis  estimate  is  based  on  the  following 
calculation:  2,935  Hours  -h  3  =  approximately  978 
hours.  The  current  approved  collection  of 
information  for  Rule  482  is  305,705  hours  annually 
for  all  investment  companies.  Adding  978  hours  to 
this  approved  collection  of  information  will  result 
in  a  burden  of  306,683  hours  each  year. 

2459 Phis  estimate  is  based  on  the  following 
calculation;  8818,376  -h  3  =  $272,792. 
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G.  Form  N-IA 

We  are  adopting  amendments  to  Form 
N-IA  relating  to  money  market  funds’ 
disclosure  of:  (i)  Certain  of  the  risks 
associated  with  liquidity  fees  and  gates 
and/or  a  floating  NAV;  (ii)  historical 
occasions  on  which  the  fund  has 
considered  or  imposed  liquidity  fees  or 
gates;  and  (iii)  historical  instances  in 
which  the  fund  has  received  financial 
support  from  a  sponsor  or  fund  affiliate. 
Specifically,  we  are  adopting 
amendments  to  Form  N-lA  that  will 
require  funds  to  include  certain  risk 
disclosure  statements  in  their 
prospectuses.  We  are  also  adopting 
amendments  to  Form  N-lA  that  will 
require  money  market  funds  (other  than 
government  money  market  funds  that 
have  not  chosen  to  retain  the  ability  to 
impose  liquidity  fees  and  suspend 
redemptions)  to  provide  disclosure  in 
their  SAIs  regarding  any  occasion 
during  the  last  10  years  in  which:  (i) 

The  fund’s  weekly  liquid  assets  have 
fallen  below  10%,  and  with  respect  to 
each  occasion,  whether  the  fund’s  board 
has  determined  to  impose  a  liquidity  fee 
and/or  suspend  redemptions:  and  (ii) 
the  fund’s  weekly  liquid  assets  have 
fallen  below  30%,  and  the  fund’s  board 
has  determined  to  impose  a  liquidity  fee 
and/or  suspend  redemptions. 

Finally,  we  are  also  adopting 
amendments  to  Form  N-lA  that  will 
require  each  money  market  fund  to 
disclose  in  its  SAl  historical  instances 
in  which  the  fund  has  received  financial 
support  from  a  sponsor  or  fund 
affiliate. 

In  addition,  the  fee  and  gate 
requirements  we  are  adopting  will  entail 
certain  additional  prospectus  and  SAI 
disclosure  requirements  that  will  not 
necessitate  rule  and  form  amendments. 
Specifically,  pursuant  to  current 
disclosure  requirements,  we  will  expect 
that  money  market  funds  (besides 
government  money  market  funds  that 
have  not  chosen  to  retain  the  ability  to 
impose  liquidity  fees  and  suspend 
redemptions)  will  disclose  in  the 
statutory  prospectus,  as  well  as  in  the 
SAI,  as  applicable,  the  effects  that  the 
potential  imposition  of  fees  and/or  gates 
may  have  on  a  shareholder’s  ability  to 
redeem  shares  of  the  fund.^^®^  vVe  also 
expect  that,  promptly  after  a  money 
market  fund  imposes  a  redemption  fee 
or  gate,  it  will  inform  investors  of  any 
fees  or  gates  currently  in  place  by  means 
of  a  post-effective  amendment  or 
prospectus  supplement. 

2400  See  supra  section  I11.E.5. 

2''®’  See  supra  section  III.E.7. 

2462  See  supra  section  IH.E.4. 

2463  See  supra  section  lIl.E.Q.f. 


The  floating  NAV  amendments  we  are 
adopting  will  also  require  certain 
additional  prospectus  and  SAI 
disclosures,  which  will  not  necessitate 
rule  and  form  amendments.  Pursuant  to 
current  disclosure  requirements,  we 
expect  that  floating  NAV  money  market 
funds  will  include  disclosure  in  their 
prospectuses  about  the  tax 
consequences  to  shareholders  of  buying, 
holding,  exchanging,  and  selling  the 
shares  of  the  floating  NAV  fund. 2^64  jj^ 
addition,  we  expect  that  a  floating  NAV 
money  market  fund  will  update  its 
prospectus  and  SAI  disclosure  regarding 
the  purchase,  redemption,  and  pricing 
of  fund  shares,  to  reflect  any  procedural 
changes  resulting  from  the  fund’s  use  of 
a  floating  NAV.^^es  yjq  also  expect  that, 
at  the  time  a  stable  NAV  money  market 
fund  transitions  to  a  floating  NAV,  it 
will  update  its  registration  statement  to 
include  relevant  related  disclosure  by 
means  of  a  post-effective  amendment  or 
prospectus  supplement. 2^®®  This 
collection  of  information  will  be 
mandatory  for  money  market  funds  that 
rely  on  rule  2a-7,  and  the  information 
will  not  be  kept  confidential. 

In  the  Proposing  Release,  the 
Commission  estimated  that  the 
proposed  amendments  to  Form  N-lA 
relating  to  the  fees  and  gates  proposal, 
the  Form  N-IA  requirements  relating  to 
the  fees  and  gates  proposal  that  would 
not  necessitate  form  amendments,  and 
the  proposed  sponsor  support 
disclosure  requirements  together  would 
result  in  all  money  market  funds 
incurring  an  annual  increased  burden  of 
1,007  hours,  at  a  time  cost  of  $298,072. 
We  also  estimated  that,  under  the  fees 
and  gates  alternative,  there  would  be 
one-time  aggregate  external  costs  (in  the 
form  of  printing  costs)  of  $6,269,175 
associated  with  the  new  Form  N-lA 
disclosure  requirements.  The 
Commission  estimated  that  the 
proposed  amendments  to  Form  N-lA 
relating  to  the  floating  NAV  proposal, 
the  Form  N-lA  requirements  relating  to 
the  floating  NAV  proposal  that  would 
not  necessitate  form  amendments,  and 
the  proposed  sponsor  support 
disclosure  requirements  together  would 
result  in  all  money  market  funds 
incurring  an  annual  increased  burden  of 
907  horns,  at  a  time  cost  of  $268,472. 
Additionally,  we  estimated  that,  under 
the  floating  NAV  alternative,  there 
would  be  one-time  aggregate  external 
costs  (in  the  form  of  printing  costs)  of 
$3,134,588  associated  with  the  new 
Form  N-lA  disclosure  requirements. 

2464  supra  section  III.E.2. 

2465  See  supra  section  I1I.E.3. 

2466  See  id. 


Certain  commenters  generally  noted 
that  complying  with  all  of  the  new 
disclosure  requirements,  including  the 
Form  N-lA  disclosure  requirements, 
would  involve  some  additional 
costs. 2467  Several  commenters  provided 
dollar  estimates  of  the  initial  costs  to 
implement  a  fees  and  gates  or  floating 
NAV  regime  and  noted  that  these 
estimates  would  include  the  costs  of 
related  disclosure,  but  these 
commenters  did  not  specifically  break 
out  the  disclosure-related  costs  in  their 
estimates. 2468  One  commenter  stated 
that  the  costs  to  update  a  fund’s 
registration  statement  to  reflect  the  new 
fees  and  gates  and  floating  NAV 
requirements  would  be  “minimal  when 
compared  to  other  costs,”  2469  and 
another  commenter  stated  that  the 
proposed  disclosure  requirements 
should  not  produce  any  meaningful 
costs. 2470  described  above,  we  are 
adopting  amendments  to  the  Form  N- 
lA  disclosure  requirements  that  have 
been  modified  from  the  proposed 
amendments  to  respond  to  commenters 
concerns.  The  amendments  we  are 
adopting  to  the  Form  N-lA  risk 
disclosure  requirements  therefore  differ 
from  the  proposed  requirements  in 
content  and  format. 2471  in  addition,  the 
amendments  we  are  adopting  to  require 
funds  to  provide  disclosure  in  their 
SAIs  about  historical  occasions  on 
which  the  fund  has  considered  or 
imposed  liquidity  fees  or  gates,  as  well 
as  historical  occasions  on  which  the 
fund  has  received  financial  support 
from  a  sponsor  or  fund  affiliate,  have 
been  modified  in  certain  respects  from 
the  proposed  amendments.  We  believe 
that  these  revisions  do  not  produce 
additional  burdens  for  funds  2472 

7467  See  supra  note  2450. 

2468  See,  e.g..  Chamber  I  Comment  Letter;  Fidelity 
Comment  Letter. 

2469  5gg  State  Street  Comment  Letter,  at  Appendix 
A. 

74  70  See  HSBC  Comment  Letter. 

7471  See  supra  section  III.E.l. 

2472  Yhe  revisions  to  the  proposed  Form  N-IA 
risk  disclosure  requirements  do  not  produce 
additional  burdens  for  funds  because  the  revisions 
only  involve  changes  in  the  wording  and  formatting 
of  the  required  disclosure  statement  and  do  not 
impact  the  measures  funds  must  take  to  effect  the 
disclosure  requirements.  The  revisions  to  the 
proposed  SAI  historical  disclosure  requirements  do 
not  produce  additional  burdens  for  funds  because 
the  adopted  amendments  to  Form  N-IA  require  a 
fund  to  disclose  less  detailed  information  than  that 
which  would  have  been  required  under  the 
proposed  amendments  to  Form  N-1  A.  See  supra 
text  following  note  975  and  text  accompanying  and 
following  note  1019.  Furthermore,  because  the  SAI 
historical  disclosure  overlaps  with  the  information 
that  a  fund  must  disclose  on  Parts  C,  E,  F,  and  G 
of  Form  N-CR  (see  supra  section  I1I.E.8),  we  believe 
that  the  burden  for  a  fund  to  draft  and  finalize  this 
historical  disclosure  will  largely  be  incurred  when 
the  fund  files  Form  N-CR,  and  thus  the  differences 
in  the  Form  N-1  A  historical  disclosure 
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therefore  do  not  affect  the  assumptions 
we  used  in  estimating  hour  bmdens  and 
related  costs.  The  comments  we 
received  on  the  new  disclosure 
requirements  also  do  not  affect  the 
assumptions  we  used  in  our  estimates, 
as  these  comments  provided  no  specific 
suggestions  or  critiques  regarding  our 
methods  for  estimating  hour  and  cost 
burdens  associated  with  the  Form  N-lA 
requirements.  As  described  below, 
however,  our  current  estimates  reflect 
the  fact  that  the  amendments  we  are 
adopting  today  combine  the  floating 
NAV  and  fees  and  gates  proposal 
alternatives  into  one  unified  approach. 

The  burdens  associated  with  the 
proposed  amendments  to  Form  N-lA 
include  one-time  burdens  as  well  as 
ongoing  burdens.  The  Commission 
estimates  that  each  money  market  fund 
(except  government  funds  that  have  not 
chosen  to  retain  the  ability  to  impose 
liquidity  fees  and  suspend  redemptions, 
and  floating  NAV  money  market  funds) 
will  incur  a  one-time  burden  of  five 
hours, at  a  time  cost  of  $1,595,2^^'* 
to  draft  and  finalize  the  required 
disclosure  and  amend  its  registration 
statement.  In  addition,  we  estimate  that 
each  government  fund  that  has  not 
chosen  to  retain  the  ability  to  impose 
liquidity  fees  and  suspend  redemptions 
will  incur  a  one-time  burden  of  two 
hours, at  a  time  cost  of  $638,2'*’'6  to 


requirements  that  we  are  adopting,  compared  to 
those  that  we  proposed,  should  not  substantially 
affect  our  previous  hour  burden  estimates. 

24  73  7his  estimate  is  based  on  the  following 
calculation:  1  Hour  to  update  the  registration 
statement  to  include  the  required  disclosure 
statement  +  3  hours  to  update  the  registration 
statement  to  include  the  disclosure  about  effects 
that  fees/gates  may  have  on  shareholder 
redemptions,  and  the  disclosure  about  historical 
occasions  on  which  the  fund  has  considered  or 
imposed  liquidity  fees  or  gates  +  1  hour  to  update 
the  registration  statement  to  include  the  disclosure 
about  historical  occasions  of  financial  support 
received  by  the  fund  =  5  hours. 

2474  7his  estimate  is  based  on  the  following 
calculation:  (1  Hour  (to  update  registration 
statement  to  include  required  disclosime  statement) 
X  S319  (blended  hourly  rate  for  a  compliance 
attorney  (S334)  and  a  senior  programmer  (S303))  = 
S319)  +  (3  hours  (to  update  registration  statement 
to  include  disclosure  about  effects  that  fees/gates 
may  have  on  shareholder  redemptions,  and 
disclosure  about  historical  occasions  on  which  the 
fund  has  considered  or  imposed  liquidity  fees  or 
gates)  X  S319  (blended  hourly  rate  for  a  compliance 
attorney  (S334)  and  a  senior  programmer  (S303))  = 
S957)  +  (1  hour  (to  update  registration  statement  to 
include  disclosure  about  historical  occasions  of 
financial  support  received  by  the  fund)  x  S319 
(blended  hourly  rate  for  a  compliance  attorney 
(S334)  and  a  senior  programmer  (S303))  =  S319)  = 
Sl,595. 

2475  This  estimate  is  based  on  the  following 
calculation:  1  Hour  to  update  registration  statement 
to  include  required  disclosure  statement  +  1  hour 
to  update  registration  statement  to  include 
disclosure  about  financial  support  received  by  the 
fund  =  2  hours. 

2476  This  estimate  is  based  on  the  following 
calculation:  (1  Hour  (to  update  registration 


draft  and  finalize  the  required 
disclosure  and  amend  its  registration 
statement.  We  also  estimate  that  each 
floating  NAV  money  market  fund  will 
incur  a  one-time  burden  of  eight 

hours, 2477  at  a  time  cost  of  $2,552,2478 

to  draft  and  finalize  the  required 
disclosure  and  amend  its  registration 
statement.  In  aggregate,  the  Commission 
estimates  that  all  money  market  funds 
will  incur  a  one-time  burden  of  2,933 

hours, 2479  at  a  time  cost  of  $935,627,2480 

to  comply  with  the  Form  N-lA 
disclosure  requirements.  Amortizing  the 
one-time  burden  over  a  three-year 
period  results  in  an  average  annual 
burden  of  978  hours  at  a  time  cost  of 

$311,876.2481 


statement  to  include  required  disclosure  statement) 
X  S319  (blended  hourly  rate  for  a  compliance 
attorney  (S334)  and  a  senior  programmer  (S303))  = 
S319)  +  (1  hour  (to  update  registration  statement  to 
include  disclosure  about  financial  support  received 
by  the  fund)  x  S319  (blended  hourly  rate  for  a 
compliance  attorney  (S334)  and  a  senior 
programmer  (S303))  =  S319)  =  S638. 

2477  This  estimate  is  based  on  the  following 
calculation:  1  Hour  to  update  registration  statement 
to  include  required  disclosure  statement  +  3  hours 
to  update  registration  statement  to  include 
disclosure  about  effects  that  fees/gates  may  have  on 
shareholder  redemptions,  and  disclosure  about 
historical  occasions  on  which  the  fund  has 
considered  or  imposed  liquidity  fees  or  gates  +  3 
hours  to  update  registration  statement  to  include 
tax-  and  operations-related  disclosure  about  floating 
NAV  +  1  hour  to  update  registration  statement  to 
include  disclosure  about  financial  support  received 
by  the  fund  =  8  hours. 

2478  This  estimate  is  based  on  the  following 

calculation:  (1  Hour  (to  update  registration 
statement  to  include  required  disclosure  statement) 
X  S3 19  (blended  hourly  rate  for  a  compliance 
attorney  (S334)  and  a  senior  programmer  (S303))  = 
S319)  +  (3  hours  (to  update  registration  statement 
to  include  disclosure  about  effects  that  fees/gates 
may  have  on  shareholder  redemptions,  and 
disclosure  about  historical  occasions  on  which  the 
fund  has  considered  or  imposed  liquidity  fees  or 
gates)  X  S319  (blended  hourly  rate  for  a  compliance 
attorney  (S334)  and  a  senior  programmer  (S303))  = 
S957)  +  (3  hours  (to  update  registration  statement 
to  include  tax-  and  operations-related  disclosure 
about  floating  NAV)  x  S319  (blended  hourly  rate  for 
a  compliance  attorney  (S334)  and  a  senior 
programmer  (S303))  =  S957)  (1  hour  (to  update 

registration  statement  to  include  disclosure  about 
financial  support  received  by  the  fund)  x  S319 
(blended  hourly  rate  for  a  compliance  attorney 
(S334)  and  a  senior  programmer  (S303))  =  S319)  = 
82,552. 

2479  This  estimate  is  based  on  the  following 
calculations:  (5  Hours  x  195  funds  (559  money 
market  funds  —  205  institutional  prime  funds 

-  159  funds  that  will  rely  on  the  government  fund 
exemption)  =  975  hours)  -t-  (2  hours  x  159  funds  that 
will  rely  on  the  government  fund  exemption  =  318 
hours)  -K  (8  hours  x  205  institutional  prime  funds 
=  1,640  hours)  =  2,933  hours.  For  purposes  of  this 
PRA  analysis,  our  calculations  of  the  number  of 
institutional  prime  funds  and  funds  that  will  rely 
on  the  government  fund  exemption  are  based  on 
Form  N-MFP  data  as  of  February'  28,  2014. 

2480  This  estimate  is  based  on  the  following 
calculation:  2,933  Hours  x  8319  (blended  hourly 
rate  for  a  compliance  attorney  (8334)  and  a  senior 
programmer  (8303))  =  8935,627. 

2481  This  estimate  is  based  on  the  following 
calculation:  2,933  Burden  hours  +  3  =  977  average 


The  Commission  estimates  that  each 
money  market  fund  (except  government 
funds  that  have  not  chosen  to  retain  the 
ability  to  impose  liquidity  fees  and 
suspend  redemptions)  will  incur  an 
ongoing  burden  of  one  hour,  at  a  time 
cost  of  $319,2482  each  year  to:  1)  review 
and  update  the  SAI  disclosure  regarding 
historical  occasions  on  which  the  fund 
has  considered  or  imposed  liquidity  fees 
or  gates;  2)  review  and  update  the  SAI 
disclosure  regarding  historical  occasions 
in  which  the  fund  has  received  financial 
support  from  a  sponsor  or  fund  affiliate; 
and  3)  inform  investors  of  any  fees  or 
gates  currently  in  place  (as  appropriate), 
or  the  transition  to  a  floating  NAV  (as 
appropriate),  by  means  of  a  prospectus 
supplement.  The  Commission  also 
estimates  that  each  government  money 
market  fund  that  has  not  chosen  to 
retain  the  ability  to  impose  liquidity 
fees  and  suspend  redemptions  will 
incur  an  ongoing  burden  of  0.5  hours,  at 
a  time  cost  of  $160,2483  each  year  to 
review  and  update  the  SAI  disclosure 
regarding  historical  instances  in  which 
the  fund  has  received  financial  support 
from  a  sponsor  or  fund  affiliate.  In 
aggregate,  we  estimate  that  all  money 
market  funds  will  incur  an  annual 
burden  of  480  hours,2484  at  g  time  cost 

of  $153,120,2485  to  comply  with  the 

Form  N-IA  disclosure  requirements. 

Amortizing  these  one-time  and 
ongoing  hour  and  cost  burdens  over 
three  years  results  in  an  average  annual 
increased  burden  of  2.3  hours  per  fund 
(other  than  government  funds  that  have 
not  chosen  to  retain  the  ability  to 
impose  liquidity  fees  and  suspend 


annual  burden  hours;  8935,627  burden  costs  +  3  = 
8311,876  average  annual  burden  cost. 

2482  This  estimate  is  based  on  the  following 
calculation:  (0.5  Hours  (to  review  and  update  the 
SAI  disclosure  regarding  historical  occasions  on 
which  the  fund  has  considered  or  imposed  liquidity 
fees  or  gates,  and  to  inform  investors  of  any  fees  or 
gates  currently  in  place  (as  appropriate),  or  the 
transition  to  a  floating  NAV  (as  appropriate),  by 
means  of  a  prospectus  supplement)  x  8319  (blended 
hourly  rate  for  a  compliance  attorney  (8334)  and  a 
senior  programmer  (8303))  =  8159.5)  +  (0.5  hours 
(to  review  and  update  the  SAI  disclosure  regarding 
historical  instances  in  which  the  fund  has  received 
financial  support  from  a  sponsor  or  fund  affiliate) 

X  8319  (blended  hourly  rate  for  a  compliance 
attorney  (8334)  and  a  senior  programmer  (8303))  = 
8159.5)'=  8319. 

2483  This  estimate  is  based  on  the  following 
calculation:  (0.5  Hours  x  8319  (blended  hourly  rate 
for  a  compliance  attorney  (8334)  and  a  senior 
programmer  (8303))  =  approximately  8160. 

2484  This  estimate  is  based  on  the  following 
calculations:  (1  Hour  x  400  funds  (559  money 
market  funds  — 159  funds  that  will  rely  on  the 
government  fund  exemption)  =  400  hours)  +  (0.5 
hours  X  159  funds  that  will  rely  on  the  government 
fund  exemption  =  approximately  80  hours)  =  480 
hours. 

2485  This  estimate  is  based  on  the  following 
calculation:  480  Hours  x  8319  (blended  hourly  rate 
for  a  compliance  attorney  (8334)  and  a  senior 
programmer  (8303))  =  8153,120. 
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redemptions,  and  floating  NAV  money 
market  funds), at  a  time  cost  of 
$744  2487  Government  funds  that  have 
not  chosen  to  retain  the  ability  to 
impose  liquidity  fees  and  suspend 
redemptions  will  incur  an  average 
annual  increased  burden  of  1  hour,^'*^^ 
at  a  time  cost  of  $319, 2^®®  to  comply 
with  the  Form  N-lA  disclosure 
requirements.  Floating  NAV  money 
market  funds  will  incur  an  average 
annual  increased  burden  of  3.3 
hours, 2“*®°  at  a  time  cost  of  $1,063,^^®^ 
to  comply  with  the  Form  N-IA 
disclosure  requirements. 

In  total,  the  Commission  estimates 
that  all  money  market  funds  will  incur 
an  average  annual  increased  burden  of 
1,285  hours, at  a  time  cost  of 
$413,716,2‘*‘J3  to  comply  with  the  Form 
N-IA  disclosure  requirements. 
Additionally,  we  estimate  that  there  will 
be  annual  aggregate  external  costs  (in 
the  form  of  printing  costs)  of  $6,269,175 
associated  with  the  Form  N-lA 

disclosure  requirements. 

248B'j'},js  estimate  is  based  on  the  following 
calculation:  5  Burden  hours  (year  1)  +  1  burden 
hour  (year  2)  +  1  burden  hour  (year  3)  +  3  = 
approximately  2.3  burden  hours. 

^'*'*7  This  estimate  is  based  on  the  following 
calculation;  SI, 595  (Year  1  monetized  burden 
hours)  +  S319  (year  2  monetized  burden  hours)  + 
S319  (year  3  monetized  burden  hours)  +  3  = 
approximately  S744. 

2488  This  estimate  is  based  on  the  following 
calculation:  2  Burden  hours  (year  1)  +  0.5  burden 
hours  (year  2)  +  0.5  burden  hours  (year  3)  +  3  =  1 
burden  hour. 

248HThis  estimate  is  based  on  the  following 
calculation:  S638  (Year  1  monetized  burden  hours) 

+  Si  60  (j'ear  2  monetized  burden  hours)  +  SI 60 
(year  3  monetized  burden  hours)  +  3  = 
approximately  S31 9. 

2490 This  estimate  is  based  on  the  following 
calculation:  8  Burden  hours  (year  1)  +  1  burden 
hour  (year  2)  +  1  burden  hour  (year  3)  +  3  = 
approximately  3.3  burden  hours. 

This  estimate  is  based  on  the  following 
calculation:  S2,552  (Year  1  monetized  burden 
hours)  +  S319  (year  2  monetized  burden  hours)  + 
S319  (j'ear  3  monetized  burden  hours)  +  3  = 
approximately  SI, 063. 

2492  This  estimate  is  based  on  the  following 
calculation:  (2.3  Hours  x  195  funds  (559  money 
market  funds  -  205  institutional  prime  funds  - 
159  funds  that  will  rely  on  the  government  fund 
exemption)  =  approximately  449  hours)  +  (1  hour 
X  159  funds  that  will  rely  on  the  government  fund 
exemption  =  159  hours)  +  (3.3  hours  x  205 
institutional  prime  funds  =  approximately  677 
hours)  =  1,285  hours. 

The  current  approved  collection  of  information 
for  Form  N-lA  is  1,578,689  hours  annually  for  all 
investment  companies.  Adding  1 ,285  hours  to  this 
approved  collection  of  information  will  result  in  a 
burden  of  1,579,974  hours  each  year. 

2493  This  estimate  is  based  on  the  following 
calculation;  (S744  x  195  Funds  (559  money  market 
funds  -  205  institutional  prime  funds  -  159  funds 
that  will  rely  on  the  government  fund  exemption) 

=  8145,080)  +  (8319  x  159  funds  that  will  rely  on 
the  government  fund  exemption  =  850,721)  + 

(81,063  X  205  institutional  prime  funds  =  8217,915) 

=  8413,716. 

2494  expect  that  a  fund  that  must  include 
disclosure  about  historical  occasions  on  which  the 


H.  Advisers  Act  Rule  204(b)-l  and  Form 
PF 

Advisers  Act  rule  204(b)-l  requires 
SEC-registered  private  fund  advisers 
that  have  at  least  $150  million  in  private 
fund  assets  under  management  to  report 
certain  information  regarding  the 
private  funds  they  advise  on  Form  PF. 
The  rule  implements  sections  204  and 
211  of  the  Advisers  Act,  as  amended  hy 
the  Dodd-Frank  Act,  which  direct  the 
Commission  (and  the  CFTC)  to  supply 
FSOC  with  information  for  use  in 
monitoring  potential  systemic  risk  hy 
establishing  reporting  requirements  for 
private  fund  advisers.  Form  PF  divides 
respondents  into  groups  based  on  their 
size  and  the  types  of  private  funds  they 
manage,  with  some  groups  of  advisers 
required  to  file  more  information  than 
others  or  more  frequently  than  others. 
Large  liquidity  fund  advisers — the  only 
group  of  advisers  affected  by  today’s 
amendments  to  Form  PF — must  provide 
information  concerning  their  liquidity 
funds  on  Form  PF  each  quarter.  Form 
PF  contains  a  collection  of  information 
under  the  PRA.^^as  This  new  collection 
of  information  will  be  mandatory  for 
large  liquidity  fund  advisers,  and  will 
be  kept  confidential  to  the  extent 
discussed  above  in  section  III.H.  Based 
on  data  filed  on  Form  PF  and  Form 
ADV,  the  Commission  estimates  that,  as 
of  April  30,  2014,  there  were  28  large 
liquidity  fund  advisers  subject  to  this 
quarterly  filing  requirement  that 
collectively  advised  56  liquidity  funds. 

I.  Discussion  of  Amendments 

Under  our  final  amendments,  for  each 
liquidity  fund  it  manages,  a  large 

fund  has  considered  or  imposed  liquidity  fees  or 
gates,  or  historical  instances  in  which  the  fund  has 
received  financial  support  from  a  sponsor  or  fund 
affiliate,  will  need  to  add  2-8  pages  of  new 
disclosure  to  its  registration  statement.  Adding  this 
new  disclosure  will  therefore  increase  the  number 
of  pages  in,  and  change  the  printing  costs  of,  the 
fund’s  registration  statement.  The  Commission 
calculates  the  external  costs  associated  with  the 
proposed  Form  N-lA  disclosure  requirements  as 
follows:  5  pages  (mid-point  of  2  pages  and  8  pages) 

X  80.045  per  page  x  27,863,000  money  market  fund 
registration  statements  printed  annually  = 

86,269,175  annual  aggregate  external  costs.  Our 
estimate  of  potential  printing  (80.045  per  page: 
80.035  for  ink  +  80.010  for  paper)  is  based  on  data 
provided  by  Lexecon  Inc.  in  response  to  Investment 
Company  Act  Release  No.  27182  (Dec.  8,  2005)  [70 
FR  74598  (Dec.  15,  2005)].  See  Comment  Letter  of 
Lexecon  Inc.  (Feb.  13,  2006)  ("Lexecon  Comment 
Letter”).  For  purposes  of  this  analysis,  our  best 
estimate  of  the  number  of  money  market  fund 
registration  statements  printed  annually  is  based  on 
27,863,000  money  market  fund  shareholder 
accounts  in  2012.  See  Investment  Company 
Institute,  201 3  Investment  Company  Fact  Book,  at 
178,  available  at  http://\v\\'n'. ici.org/pdf/2013_ 
factbook.pdf. 

2495  por  purposes  of  the  PRA  analysis,  the  current 
burden  associated  with  the  requirements  of  rule 
204(b)-l  is  included  in  the  collection  of 
information  requirements  of  Form  PF. 


liquidity  fund  adviser  will  be  required 
to  provide,  quarterly  and  with  respect  to 
each  portfolio  security,  certain 
additional  information  for  each  month 
of  the  reporting  period. 2'*®®  We  discuss 
the  additional  information  we  are 
requiring  large  liquidity  fund  advisers  to 
provide  in  more  detail  in  section  III.H.  1 
above.  Generally,  however,  this 
additional  information  is  largely  the 
same  as  the  reporting  requirements  for 
registered  money  market  funds  under 
amended  Form  N-MFP,  with  some 
modifications  to  better  tailor  the 
reporting  to  private  liquidity  funds. 

As  proposed,  the  final  amendments  will 
also  remove  current  Questions  56  and 
57  on  Form  PF,  which  generally  require 
large  liquidity  fund  advisers  to  provide 
information  about  their  liquidity  funds’ 
portfolio  holdings  broken  out  by  asset 
class  (rather  than  security  by 
security). The  amendments  will  also 
require,  as  proposed,  large  liquidity 
fund  advisers  to  identify  any  money 
market  fund  advised  by  the  adviser  or 
its  related  persons  that  pursues 
substantially  the  same  investment 
objective  and  strategy  and  invests  side 
by  side  in  substantially  the  same 
positions  as  a  liquidity  fund  the  adviser 
reports  about  on  Form  PF.2499 
addition,  the  final  amendments  have 
been  reorganized  to  minimize  system 
changes  and  costs  as  much  as 
possible. 2500  Finally,  our  changes  from 
the  proposal  to  the  final  amendments  to 
Form  PF  generally  reflect  any  changes 
from  the  proposal  to  the  final 
amendments  to  Form  N-MFP,  such  as 
the  elimination  of  the  proposed  lot  level 

reporting. 2501 

7496  Question  63  of  Form  PF.  Advisers  will  be 
required  to  file  this  information  with  their  quarterly 
liquidity  fund  filings  with  data  for  the  quarter 
broken  down  by  month.  Advisers  will  not  be 
required  to  file  information  on  Form  PF  more 
frequently  as  a  result  of  today’s  proposal  because 
large  liquidity  fund  advisers  already  are  required  to 
file  information  each  quarter  on  Form  PF.  See  Form 
PF:  Instruction  9. 

7497  supra  section  IV.H.l  for  a  more  detailed 
discussion  of  these  additional  reporting 
requirements. 

7498  supra  section  IV.H.l . 

7499  5ge  Question  64  to  Form  PF.  See  also  supra 
section  IV.H.l. 

7500 By  eliminating  lot  level  sale  data  reporting 
(proposed  question  64  of  Form  PF)  and  accordingly 
renumbering  proposed  question  65  (parallel  funds) 
as  question  64,  we  have  restructured  the 
amendments  to  Form  PF  so  that  the  amendments 
keep  the  same  numbering  range  as  the  current  form. 
See  question  64  of  Form  PF;  Axiom  Comment  Letter 
(suggesting  to  reorganize  and  consolidate  the 
questions  in  the  proposed  form  amendments  to 
minimize  the  system  changes  necessary  to  file  the 
form). 

7501  Seg  supra  section  IV.H.l.  See  also,  e.g.,  supra 
section  IV.C.l  (New  Reporting  Requirements). 
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2.  Current  Burden 

The  current  approved  collection  of 
information  for  Form  PF  is  258,000 
annual  aggregate  hours  and  $25,684,000 
in  aggregate  external  costs.  In  estimating 
these  total  approved  burdens,  we 
estimated  that  the  amortized  average 
annual  burden  of  Form  PF  for  large 
liquidity  fund  advisers  in  particular 
would  be  290  hours  per  large  liquidity 
fund  adviser  for  each  of  the  first  three 
years,  resulting  in  an  aggregate 
amortized  annual  burden  of  23,200 
hours  for  large  liquidity  fund  advisers 
for  each  of  the  first  three  years,  \/ye 
estimated  that  the  external  cost  burden 
would  range  from  $0  to  $50,000  per 
large  private  fund  adviser,  which 
resulted  in  aggregate  estimated  external 
costs  attributable  to  large  liquidity  fund 
advisers  of  $4,000,000.  The  external  cost 
estimates  also  included  estimates  for 
filing  fees,  which  are  $150  per  annual 
filing  and  $150  per  quarterly  filing, 
resulting  in  annual  filings  costs  for  large 
liquidity  fund  advisers  of  $48,000.2503 

3.  Change  in  Burden 

The  Commission  continues  to 
estimate  that,  as  proposed,  the 
paperwork  burdens  associated  with 
Form  N-MFP  (as  adopted  with  our  final 
amendments)  are  representative  of  the 
burdens  that  large  liquidity  fund 
advisers  could  incur  as  a  result  of  our 
final  amendments  to  Form  PF  because 
advisers  will  be  required  to  file  on  Form 
PF  virtually  the  same  information 
money  market  funds  will  file  on  Form 
N-MFP  as  amended  and  because,  as 
discussed  in  section  IV. H,  virtually  all 
of  the  28  large  liquidity  funds  advisers 
affected  already  manage  a  money  market 
fund  or  have  a  related  person  that 
manages  a  money  market  fund. 
Therefore,  we  continue  to  believe  that 
large  liquidity  fund  advisers — when 
required  to  compile  and  report  for  their 
liquidity  funds  generally  the  same 
information  virtually  all  of  them  already 
report  for  their  money  market  funds — 
likely  will  use  the  same  (or  comparable) 
staff  and/or  external  ser\dce  providers  to 
provide  portfolio  holdings  information 
on  Form  N-MFP  and  Form  PF. 

Commenters  provided  no  concrete 
cost  estimates  with  respect  to  our 
amendments  to  Form  PF.  As  noted  in 
section  IV.H  above,  although  one 
commenter  asserted  that  the  costs  of 
compliance  for  Form  PF  would 


2502  Sgg  Form  PF  Adopting  Release  supra  note 
1536  (“290  burden  hours  on  average  per  year  x  80 
large  liquidity  fund  advisers  =  23,200  hours.”). 

2503  This  estimate  is  based  on  the  followung 
calculation:  (S150  Quarterly  filing  fee  x  4  quarters) 
X  80  large  liquidity  fund  advisers)  =  848,000. 


outweigh  the  benefits, 250^  most 
commenters  who  discussed  the  Form  PF 
amendments  generally  supported 
them. 2505  por  the  reasons  discussed  in 
section  IV.C,  we  believe  our  original 
cost  estimates  continue  for  Form  N- 
MFP  to  be  reasonable.  Likewise,  for  the 
same  reasons,  the  Commission  generally 
has  not  modified  from  our  proposal  the 
cost  estimates  associated  with  the  final 
amendments  to  Form  PF.2506  However, 
as  with  Form  N-MFP,  the  Commission 
has  modified  its  estimates  for  Form  PF 
based  on  updated  industry  data  on  time 
costs  as  well  as  the  updated  total 
number  of  large  liquidity  funds  that 
would  be  affected. 

Accordingly,  the  Commission 
estimates  that  our  final  amendments  to 
Form  PF  will  result  in  paperwork 
burden  hours  and  external  costs  as 
follows.  First,  as  discussed  in  the  PRA 
analysis  for  our  amendments  to  Form 
N-MFP,  the  Commission  estimates  that 
the  average  annual  amortized  burdens 
per  money  market  fund  imposed  by 
Form  N-MFP  as  amended  are  149 
hours  2507  and  $8,552  in  external 
costs. 2508  As  discussed  above,  the 
Commission  estimates  that  large 
liquidity  fund  advisers  generally  will 
incur  similar  burdens  for  each  of  their 
liquidity  funds.  Accordingly,  we 
estimate  that  large  liquidity  fund 
advisers  will  incur  a  time  cost  of 
$38,740  associated  with  these  149 
estimated  burden  hours  for  each  large 
liquidity  fund. 2509  xhe  Commission 


2504  See  SSGA  Comment  Letter.  See  also,  e.g., 
Wells  Fargo  Comment  Letter  (noting  that  the  “[t]he 
burdens  associated  with  complying  with  the 
proposed  amendments  to  Form  PF  are  substantial” 
as  a  reason  for  why  the  proposed  amendments  to 
Form  PF  should  not  apply  to  unregistered  liquidity 
vehicles  owned  exclusively  by  registered  funds  and 
complying  with  rule  12dl-l  under  the  Investment 
Company  Act.). 

2505  See,  e.g.,  Goldman  Sachs  Comment  Letter;  ICI 
Comment  Letter;  Oppenheimer  Comment  Letter. 

2506 Similarly,  we  estimate  that  our  various  other 
final  changes  to  Form  PF,  such  as  those  referenced 
in  supra  note  2497-2500  and  the  accompanying 
discussion,  will  not  significantly  alter  the  estimated 
paperwork  burdens. 

2507  As  discussed  in  the  PRA  analysis  for  Form 
N-MFP,  the  Commission  estimates  that  Form 
N-MFP,  as  amended,  will  result  in  an  aggregate 
annual,  amortized  collection  of  information  burden 
of  83,412  hours.  See  supra  note  2343  and 
accompanying  text.  Based  on  the  Commission’s 
estimated  559  money  market  fund  respondents,  this 
results  in  a  per  fund  annual  burden  of 
approximately  149  hours. 

2508  As  discussed  in  the  PRA  analysis  for  Form 
N-MFP,  the  Commission  estimates  that  Form 
N-MFP,  as  amended,  will  result  in  an  aggregate 
external  cost  burden  of  84,780,736.  See  supra  note 
2363  and  accompanying  text.  Based  on  the 
Commission’s  estimated  559  money  market  fund 
respondents,  this  results  in  a  per  fund  annual 
external  cost  burden  of  approximately  88,552. 

2509  The  Commission  estimates,  as  discussed 
above,  that  large  liquidity  fund  advisers  are  likely 
to  use  the  same  (or  comparable)  staff  and/or 


therefore  estimates  increased  annual 
burdens  per  large  liquidity  fund  adviser 
with  two  large  liquidity  funds  each  of 
298  burden  hours,  at  a  total  time  cost  of 
$79,566,  and  external  costs  of 
$17,104.2510  "Phis  -will  result  in 
increased  aggregate  burden  hours  across 
all  large  liquidity  fund  advisers  of  8,344 
burden  hours, 2511  at  a  time  cost  of 
$2,227,848,2512  and  $478,912  in  external 
costs. 2513  Finally,  the  aggregate  annual, 
amortized  paperwork  burden  for  Form 
PF  as  amended  therefore  will  be  251,264 


external  service  providers  to  provide  portfolio 
holdings  information  on  Form  N-MFP  and  Form 
PF.  Accordingly,  the  Commission  estimates  that 
large  liquidity  fund  advisers  will  use  the  same 
professionals,  and  in  comparable  proportions 
(conservatively  based  on  the  proportion  of 
professionals  used  with  respect  to  our  final 
amendments  to  Form  N-MFP  as  amortized  over  the 
first  three  years),  for  purposes  of  the  Commission’s 
estimate  of  time  costs  associated  with  our 
amendments  to  Form  PF.  As  discussed  in  supra 
note  2362  and  the  accompanying  text,  amortizing 
these  additional  hourly  and  cost  burdens  of  our 
final  amendments  to  Form  N-MFr*  over  three  years 
results  in  an  average  annual  aggregate  burden  of 
approximately  38,198  hours  at  a  total  time  cost  of 
89,914,238,  or  average  time  costs  of  approximately 
8260  per  hour.  This  results  in  the  following 
estimated  time  cost  for  the  Commission’s  estimated 
149  hour  burdens  per  liquidity  fund:  149  burden 
hours  (per  liquidity  fund  for  Form  PF)  x  8260 
(average  per  hour  time  costs)  =  838,740  additional 
time  costs  per  fund. 

25ioThis  estimate  assumes  for  purposes  of  the 
PRA  that  each  large  liquidity  fund  adviser  advises 
two  large  liquidity  funds  (56  total  liquidity  funds 
+  28  large  liquidity  fund  advisers).  Each  large 
liquidity  fund  adviser  therefore  will  incur  the 
following  burdens:  149  Estimated  burden  hours  per 
fund  X  2  large  liquidity  funds  =  298  burden  hours 
per  large  liquidity  fund  adviser;  838,740  estimated 
time  cost  per  fund  x  2  large  liquidity  funds  = 
877,480  time  cost  per  large  liquidity  fund  adviser; 
and  88,552  estimated  external  costs  per  fund  (based 
on  84,780,736  in  total  external  costs  for  559  funds 
with  respect  to  Form  N-MFP)  x  2  large  liquidity 
funds  =  817,104  external  costs  per  large  liquidity 
fund  adviser. 

2511  This  estimate  is  based  on  the  following 
calculation:  298  Estimated  additional  burden  hours 
per  large  liquidity  fund  adviser  x  28  large  liquidity 
fund  advisers  =  8,344. 

2512  This  estimate  is  based  on  the  following 
calculation:  877,480  Estimated  time  cost  per  large 
liquidity  fund  adviser  x  28  large  liquidity  fund 
advisers  =  82,169,440. 

2513  This  estimate  is  based  on  the  following 
calculation:  817,104  Estimated  external  costs  per 
large  liquidity  fund  adviser  x  28  large  liquidity  fund 
advisers  =  8478,912. 
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burden  hours  and  $23,531,712  in 
external  costs. 

V.  Regulatory  Flexibility  Act 
Certification 

Section  3(a)  of  the  Regulatory 
Flexibility  Act  of  1980  (“RFA”) 

requires  the  Commission  to  undertake 
an  initial  regulatory  flexibility  analysis 
(“IRFA”)  of  the  proposed  rule 
amendments  on  small  entities  unless 
the  Commission  certifies  that  the  rule,  if 
adopted,  would  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities. ^517  stated 
in  the  Proposing  Release,  based  on 
information  in  filings  submitted  to  the 
Commission,  we  believe  that  there  are 
no  money  market  funds  that  are  small 

entities. 251 8  Accordingly,  the 
Commission  certified,  pursuant  to 
section  605(b)  of  the  RFA,  that  new  rule 

25i4pQi.m  PF’s  current  approved  burden  includes 
23,200  aggregate  burden  hours  associated  with  large 
liquidity  fund  advisers,  based  on  80  large  liquidity 
fund  advisers  and  an  estimated  290  burden  hours 
per  large  liquidity  fund  adviser.  As  calculated 
below,  because  we  are  reducing  our  estimate  of  the 
number  of  large  liquidity  funds  from  80  to  28,  our 
estimates  of  costs  will  actually  decrease  on  an 
aggregate  basis.  However,  on  a  per  fund  basis,  our 
amendments  to  Form  PF  will  increase  the  burden 
hours  per  large  liquidity  fund  adviser  bj'  298  hours, 
as  discussed  above,  resulting  in  a  total  of  588 
burden  hours  per  large  liquidity  fund  adviser. 
Multiplying  588  by  tbe  current  estimated  number 
of  28  large  liquidity  fund  advisers  results  in  16,464 
burden  hours  attributable  to  large  liquidity  fund 
advisers,  a  6,736  reduction  from  the  approved 
burden  hours  attributable  to  large  liquidity  fund 
advisers.  This  therefore  results  in  249,300  total 
burden  hours  for  all  of  Form  PF  (current  approved 
258,000  burden  hovus  -  6,736  reduction  = 

251,264). 

2515  porm  PF’s  current  approved  burden  includes 
$25,684,000  in  external  costs,  which  includes 
$4,000,000  attributable  to  large  liquidity  fund 
advisers  for  certain  costs  ($50,000  per  adviser),  and 
$48,000  (or  $600  per  adviser)  for  filing  fees,  in  both 
cases  assuming  80  large  liquidity  fund  adviser 
respondents.  Form  PF’s  approved  burden  therefore 
includes  a  total  of  $4,048,000  in  external  costs 
attributable  to  large  liquidity  fund  advisers.  As 
calculated  below,  because  we  are  reducing  our 
estimate  of  the  number  of  large  liquidity  funds  from 
80  to  28,  our  estimates  of  external  costs  will 
actually  decrease  on  an  aggregate  basis.  However, 
we  estimate  external  costs  to  increase  on  a  per  fund 
basis.  Reducing  these  estimates  to  reflect  the 
Commission’s  current  estimate  of  28  large  liquidity 
fund  adviser  respondents  results  in  costs  of 
$1,400,000  (28  large  liquidity  fund  advisers  x 
$50,000  per  adviser)  and  $16,800  (28  large  liquidity 
fund  advisers  x  $600),  respectively,  for  an  aggregate 
cost  of  $1,416,800.  These  costs,  plus  the  additional 
external  costs  associated  with  our  amendments  to 
F’orm  PF  ($478,912  as  estimated  above),  result  in 
total  external  costs  attributable  to  large  liquidity 
fund  advisers  of  $1,895,712,  a  reduction  of 
$2,152,288  from  the  currently  approved  external 
costs  attributable  to  large  liquidity  fund  advisers. 
This  therefore  results  in  total  external  cost  for  all 
of  Form  PF  of  $23,531,712  (current  approved 
external  cost  burden  of  $25,684,000  -  $2,152,288 
reduction  =  $23,531,712). 

251^5  u.S.C.  603(a). 

7517  5  u.S.C.  605(b). 

751“  See  Proposing  Release,  supra  note  25,  at 
n.l249  and  accompanying  text. 


30bl-8  and  Form  N-CR  under  tlie 
Investment  Company  Act  of  1940  and 
the  proposed  amendments  to  rules  2a- 
7,  12d3-l,  18f-3,  22e-3,  30bl-7,  and 
31a-l  and  Forms  N-MFP  and  N-IA 
under  the  Investment  Company  Act, 
Form  PF  under  the  Investment  Advisers 
Act  of  1940,  and  rules  482  and  419 
under  the  Securities  Act  of  1933,  if 
adopted  would  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities. ^sia  We 
included  this  certification  in  section  VI 
of  the  Proposing  Release.^szo 

We  encouraged  written  comments 
regarding  this  certification. One 
commenter  responded. 2522  Among  other 
things,  this  commenter  argued  that, 
while  our  certification  evaluated  the 
impact  of  our  amendments  on  money 
market  funds  to  which  the  amendments 
directly  apply,  we  did  not  account  for 
the  “impact  on  numerous  smaller 
entities  that  are  investors  in  money 
market  funds  or  that  do  business  with 
money  market  funds.  .  .  .”  This 
RFA  certification  is  properly  based  on 
the  economic  impact  of  the  amended 
rule  on  the  entities  that  are  subject  to 
the  requirements  of  the  amended 
rule. 2524  The  numerous  other  entities 
suggested  by  the  commenter  are  not 
subject  to  the  requirements  of  the 
amended  rule  and  also  are  not  included 
in  the  definition  of  “small  business’’  or 
“small  organization’’  for  purposes  of  the 
RFA  under  the  Investment  Company 
Act, 2525  Investment  Advisers  Act  2526  gp 

7510 5  u.S.C.  605(b). 

2520  See  Proposing  Release  supra  note  25,  section 
VI. 

2521  See  Id. 

7522  See  Federated  X  Comment  Letter. 

2523 /d. 

2524  jn  advancing  the  argument,  the  commenter 
relies  on  Aeronautical  Repair  Station  Association  v. 
Federal  Aviation  Administration,  494  F.3d  161 
(D.C.  Cir.  2007).  This  case  is  inapposite,  however, 
because  there  the  agency’s  own  rulemaking  release 
expressly  stated  that  the  rule  imposed 
responsibilities  directly  on  certain  small  business 
contractors.  The  court  reaffirmed  its  prior  holdings 
that  the  RFA  limits  its  application  to  small  entities 
’’which  will  be  subject  to  the  proposed  regulation — 
that  is,  those  small  entities  to  which  the  proposed 
rule  will  apply.”  Id.  at  176  (emphasis  and  internal 
quotations  omitted).  See  also  Cement  Kiln  Recycling 
Coalv.  ERA,  255F.  3d  855,  869  (D.C.  Cir.  2001). 

2525  Sgg  j-uig  0-1 0  of  the  Investment  Company 
Act,  which  defines  the  term  ‘‘small  business”  or 
‘‘small  organization”  for  purposes  of  rules  under 
the  Act  to  mean  an  investment  company  that, 
together  with  other  investment  companies  in  the 
same  group  of  related  investment  companies,  has 
net  assets  of  $50  million  or  less  as  of  the  end  of 
its  most  recent  fiscal  year. 

2526  See  rule  0-07  of  the  Investment  Advisers  Act, 
which  defines  the  term  ‘‘small  business”  or  “small 
organization”  for  purposes  of  rules  under  tbe  Act 

to  mean  an  investment  adviser  that,  among  other 
things,  has  assets  under  management  of  less  than 
$25  million.  Our  changes  to  rule  204(b)-l  and  Form 
PF  would  only  apply  to  certain  large  liquidity  fund 
advisers  with  at  least  $1  billion  in  combined 


Securities  Act. 2527  \\jq  recognize, 
however,  that  entities  other  than  those 
subject  to  the  requirements  of  the 
amended  rule  may  be  affected  by  the 
amendments  we  adopt  today.  As  such, 
we  have  discussed  in  the  appropriate 
sections  of  this  Release  the  effects  of 
today’s  amendments  on  entities  other 
than  those  subject  to  the  requirements  of 
the  amended  rule. 2528 

The  commenter  also  noted  that  our 
RFA  analysis  fails  to  consider  money 
market  funds  that  have  yet  to  enter  the 
industry  and  may  need  to  begin  their 
operations  as  “small  entities.’’  2^29  ^Ve 
believe  that  the  commenter 
misconstrues  the  RFA,  which 
contemplates  that  an  agency  shall 
calculate  the  number  of  small 
businesses  that  currently  would  be 
affected  by  its  proposed  regulation. 2530 

For  the  reasons  described  above,  the 
Commission  again  certifies  that  the 
amendments  to  new  rule  30bl-8  and 
Form  N-CR  under  the  Investment 
Company  Act  of  1940  and  the 
amendments  to  rules  2a-7,  12d3-l,  18f- 
3,  22e-3,  30bl-7,  and  31a-l  and  Forms 
N-MFP  and  N-lA  under  the  Investment 
Company  Act,  Form  PF  under  the 
Investment  Advisers  Act  of  1940,  and 
rules  482  and  419  under  the  Securities 
Act  of  1933,  would  not,  if  adopted  have 
a  significant  economic  impact  on  a 
substantial  number  of  small  entities. 

VI.  Update  To  Codification  of  Financial 
Reporting  Policies 

The  Commission  amends  the 
“Codification  of  Financial  Reporting 
Policies”  announced  in  Financial 
Reporting  Release  No.  1  (April  15, 1982) 
[47  FR  21028]  as  follows: 

1.  By  adding  new  Section  220  “Cash 
Equivalents”  and  including  the  text  of 
the  second  and  third  paragraphs  of 

liquidity  fund  and  money  market  fund  assets,  well 
above  the  $25  million  threshold  in  rule  0-7  under 
the  Investment  Advisers  Act. 

7527  5gg  rule  1 57  of  the  Securities  Act,  which, 
with  respect  to  investment  companies,  adopts  the 
definition  of  rule  0-10  of  the  Investment  Company 
Act.  We  also  note  that  our  changes  to  rule  482 
under  the  Securities  Act  will  only  apply  to 
advertisements  by  money  market  funds  and  not  by 
any  other  issuers,  whereas  we  are  making  only 
technical,  conforming  amendments  to  rule  419 
under  the  Securities  Act. 

7528  g  g  ^  supra  sections  III. A. 5,  III.B.8,  III.C 
and  III.K. 

7529  Sgg  Federated  X  Comment  Letter. 

2530  For  example,  the  Office  of  Advocacy  for  the 
United  States  Small  Business  Administration 
(“SBA”)  publishes  a  guide  for  government  agencies 
regarding  how  to  comply  with  the  RFA,  which 
contains  an  example  of  an  appropriate  RFA 
certification.  This  example  has  an  agency  calculate 
the  number  of  small  businesses  that  currently 
would  be  affected  by  a  proposed  regulation.  See  “A 
Guide  for  Government  Agencies;  How  to  Gomply 
with  the  Regulator}'  Flexibility  Act,”  available  at 
htlpd/wnw. sba.gov/sites/default/files/rfaguide_ 
0512_0.pdf 
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Section  III. A. 7  and  the  third  paragraph 
of  Section  III.B.B.b  of  this  Release. 

2.  By  adding  a  new  Section  404.05.C 
“Guidance  on  the  Amortized  Cost 
Method  of  Valuation  and  Other 
Valuation  Concerns”  and  including  the 
first  two  introductory  paragraphs  before 
Section  III.D.l.,  except  for  the  phrase 
“After  further  consideration,  and  as 
suggested  by  a  number  of  commenters,” 
and  except  for  footnote  870. 

a.  By  adding  the  subject  heading  “1. 
Use  of  Amortized  Cost  Valuation”,  and 
including  the  first,  third  and  fourth 
paragraphs,  except  for  footnote  874,  of 
Section  III.D.l. 

b.  By  adding  the  subject  heading  “2. 
Other  Valuation  Matters”  and  including 
the  first  sentence  of  the  first  paragraph 
of  Section  III.D.2. 

c.  By  adding  the  subject  heading  “Fair 
Value  for  Thinly  Traded  Securities”  and 
including  below  the  subject  heading,  the 
fourth  and  fifth  paragraphs  of  Section 
III.D.2. 

d.  By  adding  the  subject  heading  “Use 
of  Pricing  Services”  and  including 
below  the  subject  heading,  the  first 
sentence  of  the  sixth  paragraph  except 
for  the  phrase  “As  noted  above,”  and 
the  seventh,  eighth  and  ninth 
paragr^hs  of  Section  III.D.2. 

The  Codification  is  a  separate 
publication  of  the  Commission.  It  will 
not  be  published  in  the  Federal  Register 
or  Code  of  Federal  Regulations.  For 
more  information  on  the  Codification  of 
Financial  Reporting  Policies,  contact  the 
Commission’s  Public  Reference  Room  at 
202-551-5850. 

VII.  Statutory  Authority 

The  Commission  is  adopting 
amendments  to  rule  419  under  the 
rulemaking  authority  set  forth  in 
sections  3,  4,  5,  7,  and  19  of  the 
Securities  Act  [15  U.S.C.  77c,  77d,  77e, 
77g,  and  77s].  The  Commission  is 
adopting  amendments  to  rule  482 
pursuant  to  authority  set  forth  in 
sections  5,  10(b),  19(a),  and  28  of  the 
Securities  Act  [15  U.S.C.  77e,  77j(b), 
77s(a),  and  77z-3j  and  sections  24(g) 
and  38(a)  of  the  Investment  Company 
Act  [15  U.S.C.  80a-24(g)  and  80a-37(a)l. 
The  Commission  is  adopting 
amendments  to  rule  2a-7  under  the 
exemptive  and  rulemaking  authority  set 
forth  in  sections  6(c),  8(b),  22(c),  35(d), 
and  38(a)  of  the  Investment  Company 
Act  of  1940  [15  U.S.C.  80a-6(c),  80a- 
8(b),  80a-22(c),  80a-34(d),  and  80a- 
37(a)l.  The  Commission  is  adopting 
amendments  to  rule  12d3-l  pursuant  to 
the  authority  set  forth  in  sections  6(c) 
and  38(a)  of  the  Investment  Company 
Act  [15  U.S.C.  80a-6(c)  and  80a-37(a)l. 
The  Commission  is  adopting 
amendments  to  rule  18f-3  pursuant  to 


the  authority  set  forth  in  sections  6(c) 
and  38(a)  of  the  Investment  Company 
Act  [15  U.S.C.  80a-6(c)  and  80a-37(a)l. 
The  Commission  is  adopting 
amendments  to  rule  22e-3  pursuant  to 
the  authority  set  forth  in  sections  6(c), 
22(e)  and  38(a)  of  the  Investment 
Company  Act  [15  U.S.C.  80a-6(c),  80a- 
22(e),  and  80a-37(a)].  The  Commission 
is  adopting  amendments  to  rule  30bl- 

7  and  Form  N-MFP  pursuant  to 
authority  set  forth  in  Sections  8(b), 
30(b),  31(a),  and  38(a)  of  the  Investment 
Company  Act  [15  U.S.C.  80a-8(b),  80a- 
29(b),  80a-30(a),  and  80a-37(a)].  The 
Commission  is  adopting  new  rule  30bl- 

8  and  Form  N-CR  pursuant  to  authority 
set  forth  in  Sections  8(b),  30(b),  31(a), 
and  38(a)  of  the  Investment  Company 
Act  [15  U.S.C.  80a-8(b),  80a-29(b),  80a- 
30(a),  and  80a-37(a)l.  The  Commission 
is  adopting  amendments  to  rule  3 la-1 
pursuant  to  authority  set  forth  in 
sections  6(c)  and  38(a)l  of  the 
Investment  Company  Act  [15  U.S.C. 
80a-6(c)  and  80a-37(a)].  The 
Commission  is  adopting  amendments  to 
Form  N-lA  pursuant  to  authority  set 
forth  in  Sections  5,  6,  7,  10,  and  19(a) 

of  the  Securities  Act  [15  U.S.C.  77e,  77f, 
77g,  77j  and  77s(a)]  and  Sections  8, 

24(a),  24(g),  30,  and  38  of  the 
Investment  Company  Act  [15  U.S.C. 
80a-8,  80a-24(a),  80a-24(g),  80a-29, 
and  80a-37].  The  Commission  is 
adopting  amendments  to  Form  PF 
pursuant  to  authority  set  forth  in 
Sections  204(b)  and  211(e)  of  the 
Advisers  Act  [15  U.S.C.  80b-4(b)  and 
80b-ll(e)]. 

List  of  Subjects  in  17  CFR  Parts  230, 

239,  270,  274,  and  279 

Investment  companies.  Reporting  and 
recordkeeping  requirements.  Securities. 

Text  of  Rules  and  Forms 

For  reasons  set  out  in  the  preamble. 
Title  17,  Chapter  II  of  the  Code  of 
Federal  Regulations  is  amended  as 
follows: 

PART  230— GENERAL  RULES  AND 
REGULATIONS,  SECURITIES  ACT  OF 
1933 

■  1.  The  authority  citation  for  part  230 
continues  to  read,  in  part,  as  follows: 

Authority:  15  U.S.C.  77b,  77b  note,  77c, 

77d,  77d  note,  77f,  77g,  77h,  77j,  77r,  77s, 
77Z-3,  77SSS,  78c,  78d,  78j,  787,  78m,  78n, 

78o,  780-7  note,  78t,  78w,  7877(d),  78mm, 
80a-8,  80a-24.  80a-28,  80a-29,  80a-30,  and 
80a-37,  and  Pub.  L.  112-106,  sec.  201(a),  126 
Stat.  313  (2012),  unless  otherwise  noted. 
***** 

■  2.  Section  230.419(b)(2)(iv)(B)  is 
amended  by  removing  the  phrase 


“paragraphs  (c)(2),  (c)(3),  and  (c)(4)” 
and  adding  in  its  place  “paragraph  (d)”. 

■  3.  Section  230.482  is  amended: 

■  a.  In  paragraph  (b)(3)(i)  by  adding  after 
“An  advertisement  for  a  money  market 
fund”  the  phrase  “that  is  a  government 
money  market  fund,  as  defined  in 

§  270.2a-7(a)(16)  of  this  chapter,  or  a 
retail  money  market  fund,  as  defined  in 
§  270.2a-7(a)(25)  of  this  chapter”. 

■  b.  By  revising  paragraph  (b)(4)  to  read 
as  follows: 

§230.482  Advertising  by  an  investment 
company  as  satisfying  requirements  of 
section  10. 

***** 

(b)  *  *  * 

(4)  Money  market  funds,  (i)  An 
advertisement  for  an  investment 
company  that  holds  itself  out  to  be  a 
money  market  fund,  that  is  not  a 
government  money  market  fund,  as 
defined  in  §  270.2a-7(a)(16)  of  this 
chapter,  or  a  retail  money  market  fund, 
as  defined  in  §  270.2a-7(a)(25)  of  this 
chapter,  must  include  the  following 
statement: 

You  could  lose  money  by  investing  in  the 
Fund.  Because  the  share  price  of  the  Fund 
will  fluctuate,  when  you  sell  your  shares  they 
may  be  worth  more  or  less  than  what  you 
originally  paid  for  them.  The  Fund  may 
impose  a  fee  upon  sale  of  your  shares  or  may 
temporarily  suspend  your  ability  to  sell 
shares  if  the  Fund’s  liquidity  falls  below 
required  minimums  because  of  market 
conditions  or  other  factors.  An  investment  in 
the  Fund  is  not  insured  or  guaranteed  by  the 
Federal  Deposit  Insurance  Corporation  or  any 
other  government  agency.  The  Fund’s 
sponsor  has  no  legal  obligation  to  provide 
financial  support  to  the  Fund,  and  you 
should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time. 

(ii)  An  advertisement  for  an 
investment  company  that  holds  itself 
out  to  be  a  money  market  fund,  that  is 
a  government  money  market  fund,  as 
defined  in  §  270.2a-7(a)(16)  of  this 
chapter  or  a  retail  money  market  fund, 
as  defined  in  §  270.2a-7(a)(25)  of  this 
chapter,  and  that  is  subject  to  the 
requirements  of  §  270.2a-7(c)(2)(i)  and/ 
or  (ii)  of  this  chapter  (or  is  not  subject 
to  the  requirements  of  §  270.2a-7(c)(2)(i) 
and/or  (ii)  of  this  chapter  pursuant  to 
§  270.2a-7(c)(2)(iii)  of  this  chapter,  but 
has  chosen  to  rely  on  the  ability  to 
impose  liquidity  fees  and  suspend 
redemptions  consistent  with  the 
requirements  of  §  270.2a-7(c)(2)(i)  and/ 
or  (ii)),  must  include  the  following 
statement: 

You  could  lose  money  by  investing  in  the 
Fund.  Although  the  Fund  seeks  to  preserve 
the  value  of  your  investment  at  $1.00  per 
share,  it  cannot  guarantee  it  will  do  so.  The 
Fund  may  impose  a  fee  upon  sale  of  your 
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shares  or  may  temporarily  suspend  your 
ability  to  sell  shares  if  the  Fund’s  liquidity 
falls  below  required  minimums  because  of 
market  conditions  or  other  factors.  An 
investment  in  the  Fund  is  not  insured  or 
guaranteed  by  the  Federal  Deposit  Insurance 
Corporation  or  any  other  government  agency. 
The  Fund’s  sponsor  has  no  legal  obligation 
to  provide  financial  support  to  the  Fund,  and 
you  should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time. 

(iii)  An  advertisement  for  an 
investment  company  that  holds  itself 
out  to  be  a  money  market  fund,  that  is 
a  government  money  market  fund,  as 
defined  in  §  270.2a-7{a)(16)  of  this 
chapter,  that  is  not  subject  to  the 
requirements  of  §  270.2a-7(c)(2)(i)  and/ 
or  (ii)  of  this  chapter  pursuant  to 
§  270.2a-7(cK2l(iii)  of  this  chapter,  and 
that  has  not  chosen  to  rely  on  the  ability 
to  impose  liquidity  fees  and  suspend 
redemptions  consistent  with  the 
requirements  of  §  270.2a-7(c)(2)(i)  and/ 
or  (ii)),  must  include  the  following 
statement: 

You  could  lose  money  by  investing  in  the 
Fund.  Although  the  Fund  seeks  to  preserve 
the  value  of  your  investment  at  $1.00  per 
share,  it  cannot  guarantee  it  will  do  so.  An 
investment  in  the  Fund  is  not  insured  or 
guaranteed  by  the  Federal  Deposit  Insurance 
Corporation  or  any  other  government  agency. 
The  Fund’s  sponsor  has  no  legal  obligation 
to  provide  financial  support  to  the  Fund,  and 
you  should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time. 

Note  to  paragraph  (b)(4).  If  an  affiliated 
person,  promoter,  or  principal  underwriter  of 
the  Fund,  or  an  affiliated  person  of  such  a 
person,  has  contractually  committed  to 
provide  financial  support  to  the  Fund,  the 
statement  may  omit  the  last  sentence  ("The 
Fund’s  sponsor  has  no  legal  obligation  to 
provide  financial  support  to  the  Fund,  and 
3'ou  should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time.’’)  for  the  term  of  the  agreement.  For 
purposes  of  this  Note,  the  term  "financial 
support’’  includes  any  capital  contribution, 
purchase  of  a  security  from  the  Fund  in 
reliance  on  §  270.17a-9  of  this  chapter, 
purchase  of  any  defaulted  or  devalued 
security  at  par,  execution  of  letter  of  credit 
or  letter  of  indemnity,  capital  support 
agreement  (whether  or  not  the  Fund 
ultimately  received  support),  performance 
guarantee,  or  any  other  similar  action 
reasonably  intended  to  increase  or  stabilize 
the  value  or  liquidity  of  the  fund’s  portfolio: 
however,  the  term  "financial  support’’ 
excludes  any  routine  waiver  of  fees  or 
reimbursement  of  fund  expenses,  routine 
inter-fund  lending,  routine  inter-fund 
purchases  of  fund  shares,  or  any  action  that 
would  qualify  as  financial  support  as  defined 
above,  that  the  board  of  directors  has 
otherwise  determined  not  to  be  reasonably 
intended  to  increase  or  stabilize  the  value  or 
liquidity  of  the  fund’s  portfolio. 

***** 


PART  270— RULES  AND 
REGULATIONS,  INVESTMENT 
COMPANY  ACT  OF  1940 

■  4.  The  authority  citation  for  Part  270 
continues  to  read,  in  part,  as  follows: 

Authority:  15  U.S.C.  80a-l  et  seq.,  80a- 
34(d),  80a-37,  and  80a-39,  and  Pub.  L.  111- 
203,  sec.  939A,  124  Stat.  1376  (2010),  unless 
otherwise  noted. 

***** 

■  5.  Section  270.2a-7  is  revised  to  read 
as  follows: 

§270.2a-7  Money  market  funds. 

(a)  Definitions — (1)  Acquisition  (or 
acquire)  means  any  purchase  or 
subsequent  rollover  (but  does  not 
include  the  failure  to  exercise  a  demand 
feature). 

(2)  Amortized  cost  method  of 
valuation  means  the  method  of 
calculating  an  investment  company’s 
net  asset  value  whereby  portfolio 
securities  are  valued  at  the  fund’s 
acquisition  cost  as  adjusted  for 
amortization  of  premium  or  accretion  of 
discount  rather  than  at  their  value  based 
on  current  market  factors. 

(3)  Asset-backed  security  means  a 
fixed  income  security  (other  than  a 
government  security)  issued  by  a  special 
purpose  entity  (as  defined  in  this 
paragraph  (a)(3)),  substantially  all  of  the 
assets  of  which  consist  of  qualifying 
assets  (as  defined  in  this  paragraph 
(a)(3)).  Special  purpose  entity  means  a 
trust,  corporation,  partnership  or  other 
entity  organized  for  the  sole  purpose  of 
issuing  securities  that  entitle  their 
holders  to  receive  payments  that  depend 
primarily  on  the  cash  flow  from 
qualifying  assets,  but  does  not  include 

a  registered  investment  company. 
Qualifying  assets  means  financial  assets, 
either  fixed  or  revolving,  that  by  their 
terms  convert  into  cash  within  a  finite 
time  period,  plus  any  rights  or  other 
assets  designed  to  assure  the  servicing 
or  timely  distribution  of  proceeds  to 
security  holders. 

(4)  Business  day  means  any  day,  other 
than  Saturday,  Sunday,  or  any 
customary  business  holiday. 

(5)  Collateralized  fully  has  the  same 
meaning  as  defined  in  §  270.5b-3(c)(l) 
except  that  §  270.5b-3(c)(l)(iv)(C)  and 
(D)  shall  not  apply. 

(6)  Conditional  demand  feature 
means  a  demand  feature  that  is  not  an 
unconditional  demand  feature.  A 
conditional  demand  feature  is  not  a 
guarantee. 

(7)  Conduit  security  means  a  security 
issued  by  a  municipal  issuer  (as  defined 
in  this  paragraph  (a)(7))  involving  an 
arrangement  or  agreement  entered  into, 
directly  or  indirectly,  with  a  person 
other  than  a  municipal  issuer,  which 


arrangement  or  agreement  provides  for 
or  secures  repayment  of  the  security. 
Municipal  issuer  means  a  state  or 
territory  of  the  United  States  (including 
the  District  of  Columbia),  or  any 
political  subdivision  or  public 
instrumentality  of  a  state  or  territory  of 
the  United  States.  A  conduit  security 
does  not  include  a  security  that  is: 

(i)  Fully  and  unconditionally 
guaranteed  by  a  municipal  issuer; 

(ii)  Payable  from  the  general  revenues 
of  the  municipal  issuer  or  other 
municipal  issuers  (other  than  those 
revenues  derived  from  an  agreement  or 
arrangement  with  a  person  who  is  not 

a  municipal  issuer  that  provides  for  or 
secures  repayment  of  the  security  issued 
by  the  municipal  issuer); 

(iii)  Related  to  a  project  owned  and 
operated  by  a  municipal  issuer;  or 

(iv)  Related  to  a  facility  leased  to  and 
under  the  control  of  an  industrial  or 
commercial  enterprise  that  is  part  of  a 
public  project  which,  as  a  whole,  is 
owned  and  under  the  control  of  a 
municipal  issuer. 

(8)  Daily  liquid  assets  means; 

(i)  Cash; 

(ii)  Direct  obligations  of  the  U.S. 
Government; 

(iii)  Securities  that  will  mature,  as 
determined  without  reference  to  the 
exceptions  in  paragraph  (i)  of  this 
section  regarding  interest  rate 
readjustments,  or  are  subject  to  a 
demand  feature  that  is  exercisable  and 
payable,  within  one  business  day;  or 

(iv)  Amounts  receivable  and  due 
unconditionally  within  one  business 
day  on  pending  sales  of  portfolio 
securities. 

(9)  Demand  feature  means  a  feature 
permitting  the  holder  of  a  security  to 
sell  the  security  at  an  exercise  price 
equal  to  the  approximate  amortized  cost 
of  the  security  plus  accrued  interest,  if 
any,  at  the  later  of  the  time  of  exercise 
or  the  settlement  of  the  transaction,  paid 
within  397  calendar  days  of  exercise. 

(10)  Demand  feature  issued  by  a  non- 
controlled  person  means  a  demand 
feature  issued  by: 

(i)  A  person  that,  directly  or 
indirectly,  does  not  control,  and  is  not 
controlled  by  or  under  common  control 
with  the  issuer  of  the  security  subject  to 
the  demand  feature  [control  means 
“control”  as  defined  in  section  2(a)(9)  of 
the  Act)  (15  U.S.C.  80a-2(a)(9));  or 

(11)  A  sponsor  of  a  special  purpose 
entity  with  respect  to  an  asset-backed 
security. 

(11)  Designated  NRSRO  means  any 
one  of  at  least  four  nationally 
recognized  statistical  rating 
organizations,  as  that  term  is  defined  in 
section  3(a)(62)  of  the  Securities 
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Exchange  Act  of  1934  (15  U.S.C. 
78c(a)(62)),  that: 

(i)  The  money  market  fund’s  board  of 
directors: 

(A)  Has  designated  as  an  NRSRO 
whose  credit  ratings  with  respect  to  any 
obligor  or  security  or  particular  obligors 
or  securities  will  be  used  by  the  fund  to 
determine  whether  a  security  is  an 
eligible  security;  and 

(B)  Determines  at  least  once  each 
calendar  year  issues  credit  ratings  that 
are  sufficiently  reliable  for  such  use; 

(ii)  Is  not  an  “affiliated  person,’’  as 
defined  in  section  2(a)(3)(C)  of  the  Act 
(15  U.S.C.  80a-2(a)(3)(C)),  of  the  issuer 
of,  or  any  insurer  or  provider  of  credit 
support  for,  the  security;  and 

(iii)  The  fond  discloses  in  its 
statement  of  additional  information  is  a 
designated  NRSRO,  including  any 
limitations  with  respect  to  the  fund’s 
use  of  such  designation. 

(12)  Eligible  security  means: 

(i)  A  rated  security  with  a  remaining 
maturity  of  397  calendar  days  or  less 
that  has  received  a  rating  from  the 
requisite  NRSROs  in  one  of  the  two 
highest  short-term  rating  categories 
(within  which  there  may  be  sub¬ 
categories  or  gradations  indicating 
relative  standing);  or 

(ii)  An  unrated  security  that  is  of 
comparable  quality  to  a  security  meeting 
the  requirements  for  a  rated  security  in 
paragraph  (a)(12)(i)  of  this  section,  as 
determined  by  the  money  market  fund’s 
board  of  directors;  provided,  however, 
that:  A  security  that  at  the  time  of 
issuance  had  a  remaining  maturity  of 
more  than  397  calendar  days  but  that 
has  a  remaining  maturity  of  397 
calendar  days  or  less  and  that  is  an 
unrated  security  is  not  an  eligible 
security  if  the  security  has  received  a 
long-term  rating  from  any  designated 
NRSRO  that  is  not  within  the  designated 
NRSRO’s  three  highest  long-term  ratings 
categories  (within  which  there  may  be 
sub-categories  or  gradations  indicating 
relative  standing),  unless  the  security 
has  received  a  long-term  rating  from  the 
requisite  NRSROs  in  one  of  the  three 
highest  rating  categories. 

(iii)  In  addition,  in  the  case  of  a 
security  that  is  subject  to  a  demand 
feature  or  guarantee: 

(A)  The  guarantee  has  received  a 
rating  from  a  designated  NRSRO  or  the 
guarantee  is  issued  by  a  guarantor  that 
has  received  a  rating  from  a  designated 
NRSRO  with  respect  to  a  class  of  debt 
obligations  (or  any  debt  obligation 
within  that  class)  that  is  comparable  in 
priority  and  security  to  the  guarantee, 
unless: 

(1)  The  guarantee  is  issued  by  a 
person  that,  directly  or  indirectly, 
controls,  is  controlled  by  or  is  under 


common  control  with  the  issuer  of  the 
security  subject  to  the  guarantee  (other 
than  a  sponsor  of  a  special  purpose 
entity  with  respect  to  an  asset-backed 
security); 

(2)  The  security  subject  to  the 
guarantee  is  a  repvuchase  agreement  that 
is  collateralized  folly;  or 

(3)  The  guarantee  is  itself  a 
government  security;  and 

(B)  The  issuer  of  the  demand  feature 
or  guarantee,  or  another  institution,  has 
undertaken  promptly  to  notify  the 
holder  of  the  security  in  the  event  the 
demand  feature  or  guarantee  is 
substituted  with  another  demand 
feature  or  guarantee  (if  such  substitution 
is  permissible  under  the  terms  of  the 
demand  feature  or  guarantee). 

(13)  Event  of  insolvency  has  the  same 
meaning  as  defined  in  §  270.5b-3(c)(2). 

(14)  First  tier  security  means  any 
eligible  security  that: 

(i)  Is  a  rated  security  that  has  received 
a  short-term  rating  from  the  requisite 
NRSROs  in  the  highest  short-term  rating 
category  for  debt  obligations  (within 
which  there  may  be  sub-categories  or 
gradations  indicating  relative  standing); 

(ii)  Is  an  unrated  security  that  is  of 
comparable  quality  to  a  security  meeting 
the  requirements  for  a  rated  security  in 
paragraph  (a)(14)(i)  of  this  section,  as 
determined  by  the  fund’s  board  of 
directors; 

(iii)  Is  a  security  issued  by  a  registered 
investment  company  that  is  a  money 
market  fund;  or 

(iv)  Is  a  government  security. 

(15)  Floating  rate  security  means  a 
securit}^  the  terms  of  which  provide  for 
the  adjustment  of  its  interest  rate 
whenever  a  specified  interest  rate 
changes  and  that,  at  any  time  until  the 
final  maturity  of  the  instrument  or  the 
period  remaining  until  the  principal 
amount  can  be  recovered  through 
demand,  can  reasonably  be  expected  to 
have  a  market  value  that  approximates 
its  amortized  cost. 

(16)  Government  money  market  fund 
means  a  money  market  fond  that  invests 
99.5  percent  or  more  of  its  total  assets 
in  cash,  government  securities,  and/or 
repurchase  agreements  that  are 
collateralized  folly. 

(17)  Government  security  has  the 
same  meaning  as  defined  in  section 
2(a)(16)  of  the  Act  (15  U.S.C.  80a- 
2(a)(16)). 

(18)  Guarantee: 

(i)  Means  an  unconditional  obligation 
of  a  person  other  than  the  issuer  of  the 
security  to  undertake  to  pay,  upon 
presentment  by  the  holder  of  the 
guarantee  (if  required),  the  principal 
amount  of  the  underlying  security  plus 
accrued  interest  when  due  or  upon 
default,  or,  in  the  case  of  an 


unconditional  demand  feature,  an 
obligation  that  entitles  the  holder  to 
receive  upon  the  later  of  exercise  or  the 
settlement  of  the  transaction  the 
approximate  amortized  cost  of  the 
underlying  security  or  securities,  plus 
accrued  interest,  if  any.  A  guarantee 
includes  a  letter  of  credit,  financial 
guaranty  (bond)  insurance,  and  an 
unconditional  demand  feature  (other 
than  an  unconditional  demand  feature 
provided  by  the  issuer  of  the  security). 

(ii)  The  sponsor  of  a  special  purpose 
entity  with  respect  to  an  asset-backed 
security  shall  be  deemed  to  have 
provided  a  guarantee  with  respect  to  the 
entire  principal  amount  of  the  asset- 
backed  security  for  purposes  of  this 
section,  except  paragraphs  (a)(12)(iii) 
(definition  of  eligible  security), 

(d)(2)(iii)  (credit  substitution), 

(d) (3)(iv)(A)  (fractional  guarantees)  and 

(e)  (guarantees  not  relied  on)  of  this 
section,  unless  the  money  market  fund’s 
board  of  directors  has  determined  that 
the  fond  is  not  relying  on  the  sponsor’s 
financial  strength  or  its  ability  or 
willingness  to  provide  liquidity,  credit 
or  other  support  to  determine  the 
quality  (pursuant  to  paragraph  (d)(2)  of 
this  section)  or  liquidity  (pursuant  to 
paragraph  (d)(4)  of  this  section)  of  the 
asset-backed  security,  and  maintains  a 
record  of  this  determination  (pursuant 
to  paragraphs  (g)(7)  and  (h)(6)  of  this 
section). 

(19)  Guarantee  issued  by  a  non- 
controlled  person  means  a  guarantee 
issued  by; 

(i)  A  person  that,  directly  or 
indirectly,  does  not  control,  and  is  not 
controlled  by  or  under  common  control 
with  the  issuer  of  the  security  subject  to 
the  guarantee  [control  means  “control” 
as  defined  in  section  2(a)(9)  of  the  Act) 
(15  U.S.C.  80a-2(a)(9)));  or 

(ii)  A  sponsor  of  a  special  purpose 
entity  with  respect  to  an  asset-backed 
security. 

(20)  Illiquid  security  means  a  security 
that  cannot  be  sold  or  disposed  of  in  the 
ordinary  course  of  business  within 
seven  calendar  days  at  approximately 
the  value  ascribed  to  it  by  the  fund. 

(21)  Penny-rounding  method  of 
pricing  means  the  method  of  computing 
an  investment  company’s  price  per 
share  for  purposes  of  distribution, 
redemption  and  repurchase  whereby  the 
current  net  asset  value  per  share  is 
rounded  to  the  nearest  one  percent. 

(22)  Rated  security  means  a  security 
that  meets  the  requirements  of 
paragraphs  (a)(22)(i)  or  (ii)  of  this 
section,  in  each  case  subject  to 
paragraph  (a)(22)(iii)  of  this  section: 

(i)  The  security  has  received  a  short¬ 
term  rating  from  a  designated  NRSRO, 
or  has  been  issued  by  an  issuer  that  has 
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received  a  short-term  rating  from  a 
designated  NRSRO  with  respect  to  a 
class  of  debt  obligations  (or  any  debt 
obligation  within  that  class)  that  is 
comparable  in  priority  and  security  with 
the  security;  or 

(ii)  The  security  is  subject  to  a 
guarantee  that  has  received  a  short-term 
rating  from  a  designated  NRSRO,  or  a 
guarantee  issued  by  a  guarantor  that  has 
received  a  short-term  rating  from  a 
designated  NRSRO  with  respect  to  a 
class  of  debt  obligations  (or  any  debt 
obligation  within  that  class)  that  is 
comparable  in  priority  and  security  with 
the  guarantee:  but 

(iii)  A  security  is  not  a  rated  security 
if  it  is  subject  to  an  external  credit 
support  agreement  (including  an 
arrangement  by  which  the  security  has 
become  a  refunded  security)  that  was 
not  in  effect  when  the  security  was 
assigned  its  rating,  unless  the  security 
has  received  a  short-term  rating 
reflecting  the  existence  of  the  credit 
support  agreement  as  provided  in 
paragraph  (a)(22)(i)  of  this  section,  or 
the  credit  support  agreement  with 
respect  to  the  security  has  received  a 
short-term  rating  as  provided  in 
paragraph  (a)(22)(ii)  of  this  section. 

(23)  Refunded  security  has  the  same 
meaning  as  defined  in  §  270.5b-3(c)(4). 

(24)  Requisite  NRSROs  means: 

(i)  Any  two  designated  NRSROs  that 
have  issued  a  rating  with  respect  to  a 
security  or  class  of  debt  obligations  of 
an  issuer;  or 

(ii)  If  only  one  designated  NRSRO  has 
issued  a  rating  with  respect  to  such 
security  or  class  of  debt  obligations  of 
an  issuer  at  the  time  the  fund  acquires 
the  security,  that  designated  NRSRO. 

(25)  Retail  money  market  fund  means 
a  money  market  fund  that  has  policies 
and  procedures  reasonably  designed  to 
limit  all  beneficial  owners  of  the  fund 
to  natural  persons. 

(26)  Second  tier  security  means  any 
eligible  security  that  is  not  a  first  tier 
security. 

(27)  Single  state  fund  means  a  tax 
exempt  fund  that  holds  itself  out  as 
seeking  to  maximize  the  amount  of  its 
distributed  income  that  is  exempt  from 
the  income  taxes  or  other  taxes  on 
investments  of  a  particular  state  and, 
where  applicable,  subdivisions  thereof. 

(28)  Tax  exempt  fund  means  any 
money  market  fund  that  holds  itself  out 
as  distributing  income  exempt  from 
regular  federal  income  tax. 

(29)  Total  assets  means,  with  respect 
to  a  money  market  fund  using  the 
Amortized  Cost  Method,  the  total 
amortized  cost  of  its  assets  and,  with 
respect  to  any  other  money  market  fund, 
means  the  total  value  of  the  money 
market  fund’s  assets,  as  defined  in 


section  2(a)(41)  of  the  Act  (15  U.S.C. 
80a-2(a)(41))  and  the  rules  thereunder. 

(30)  Unconditional  demand  feature 
means  a  demand  feature  that  by  its 
terms  would  be  readily  exercisable  in 
the  event  of  a  default  in  payment  of 
principal  or  interest  on  the  underlying 
security  or  securities. 

(31)  United  States  dollar- 
denominated  means,  with  reference  to  a 
security,  that  all  principal  and  interest 
payments  on  such  secmity  are  payable 
to  security  holders  in  United  States 
dollars  under  all  circumstances  and  that 
the  interest  rate  of,  the  principal  amount 
to  be  repaid,  and  the  timing  of  payments 
related  to  such  security  do  not  vary  or 
float  with  the  value  of  a  foreign 
currency,  the  rate  of  interest  payable  on 
foreign  currency  borrowings,  or  with 
any  other  interest  rate  or  index 
expressed  in  a  currency  other  than 
United  States  dollars. 

(32)  Unrated  security  means  a  security 
that  is  not  a  rated  security. 

(33)  Variable  rate  security  means  a 
security  the  terms  of  which  provide  for 
the  adjustment  of  its  interest  rate  on  set 
dates  (such  as  the  last  day  of  a  month 
or  calendar  quarter)  and  that,  upon  each 
adjustment  until  the  final  maturity  of 
the  instrument  or  the  period  remaining 
until  the  principal  amount  can  be 
recovered  through  demand,  can 
reasonably  be  expected  to  have  a  market 
value  that  approximates  its  amortized 
cost. 

(34)  Weekly  liquid  assets  means: 

(i)  Cash; 

(ii)  Direct  obligations  of  the  U.S. 
Government; 

(iii)  Government  securities  that  are 
issued  by  a  person  controlled  or 
supervised  by  and  acting  as  an 
instrumentality  of  the  government  of  the 
United  States  pursuant  to  authority 
granted  by  the  Congress  of  the  United 
States  that: 

(A)  Are  issued  at  a  discount  to  the 
principal  amount  to  be  repaid  at 
maturity  without  provision  for  the 
payment  of  interest;  and 

(B)  Have  a  remaining  maturity  date  of 
60  days  or  less. 

(iv)  Securities  that  will  mature,  as 
determined  without  reference  to  the 
exceptions  in  paragraph  (i)  of  this 
section  regarding  interest  rate 
readjustments,  or  are  subject  to  a 
demand  feature  that  is  exercisable  and 
payable,  within  five  business  days;  or 

(v)  Amounts  receivable  and  due 
unconditionally  within  five  business 
days  on  pending  sales  of  portfolio 
securities. 

(b)  Holding  out  and  use  of  names  and 
titles — (1)  Holding  out.  It  shall  be  an 
untrue  statement  of  material  fact  within 
the  meaning  of  section  34(b)  of  the  Act 


(15  U.S.C.  80a-33(b))  for  a  registered 
investment  company,  in  any  registration 
statement,  application,  report,  account, 
record,  or  other  document  filed  or 
transmitted  pmsuant  to  the  Act, 
including  any  advertisement,  pamphlet, 
circular,  form  letter,  or  other  sales 
literatvu’e  addressed  to  or  intended  for 
distribution  to  prospective  investors 
that  is  required  to  be  filed  with  the 
Commission  by  section  24(b)  of  the  Act 
(15  U.S.C.  80a-24(b)),  to  hold  itself  out 
to  investors  as  a  money  market  fund  or 
the  equivalent  of  a  money  market  fund, 
unless  such  registered  investment 
company  complies  with  this  section. 

(2)  Names.  It  shall  constitute  the  use 
of  a  materially  deceptive  or  misleading 
name  or  title  within  the  meaning  of 
section  35(d)  of  the  Act  (15  U.S.C.  80a- 
34(d))  for  a  registered  investment 
company  to  adopt  the  term  “money 
market’’  as  part  of  its  name  or  title  or  the 
name  or  title  of  any  redeemable 
securities  of  which  it  is  the  issuer,  or  to 
adopt  a  name  that  suggests  that  it  is  a 
money  market  fund  or  the  equivalent  of 
a  money  market  fund,  unless  such 
registered  investment  company 
complies  with  this  section. 

(3)  Titles.  For  purposes  of  paragraph 
(b)(2)  of  this  section,  a  name  that 
suggests  that  a  registered  investment 
company  is  a  money  market  fund  or  the 
equivalent  thereof  includes  one  that 
uses  such  terms  as  “cash,”  “liquid,” 
“money,”  “ready  assets”  or  similar 
terms. 

(c)  Pricing  and  Redeeming  Shares — 

(1)  Share  price  calculation. 

(i)  The  current  price  per  share,  for 
purposes  of  distribution,  redemption 
and  repurchase,  of  any  redeemable 
security  issued  by  a  government  money 
market  fund  or  retail  money  market 
fund,  notwithstanding  the  requirements 
of  section  2(a)(41)  of  the  Act  (15  U.S.C. 
80a-2(a)(41))  and  of  §§  270.2a-4  and 
270.22C-1  thereunder,  may  be 
computed  by  use  of  the  amortized  cost 
method  and/or  the  penny-rounding 
method.  To  use  these  methods,  the 
board  of  directors  of  the  government  or 
retail  money  market  fund  must 
determine,  in  good  faith,  that  it  is  in  the 
best  interests  of  the  fund  and  its 
shareholders  to  maintain  a  stable  net 
asset  value  per  share  or  stable  price  per 
share,  by  virtue  of  either  the  amortized 
cost  method  and/or  the  penny-rounding 
method.  The  government  or  retail 
money  market  fund  may  continue  to  use 
such  methods  only  so  long  as  the  board 
of  directors  believes  that  they  fairly 
reflect  the  market-based  net  asset  value 
per  share  and  the  fund  complies  with 
the  other  requirements  of  this  section. 

(ii)  Any  money  market  fund  that  is 
not  a  government  money  market  fund  or 
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a  retail  money  market  fund  must 
compute  its  price  per  share  for  purposes 
of  distribution,  redemption  and 
repurchase  by  rounding  the  fund’s 
current  net  asset  value  per  share  to  a 
minimum  of  the  fourth  decimal  place  in 
the  case  of  a  fund  with  a  $1.0000  share 
price  or  an  equivalent  or  more  precise 
level  of  accuracy  for  money  market 
funds  with  a  different  share  price  (e.g. 
$10,000  per  share,  or  $100.00  per  share). 

(2)  Liquidity  fees  and  temporary 
suspensions  of  redemptions.  Except  as 
provided  in  paragraphs  (cK2Kiii)  and  (v) 
of  this  section,  and  notwithstanding 
sections  22(e)  and  27(i)  of  the  Act  (15 
U.S.C.  80a-22(e)  and  80a-27(i))  and 
§270.22c-l: 

(i)  Discretionaryr  liquidity  fees  and 
temporary  suspensions  of  redemptions. 
If,  at  any  time,  the  money  market  fund 
has  invested  less  than  thirty  percent  of 
its  total  assets  in  weekly  liquid  assets, 
the  fund  may  institute  a  liquidity  fee 
(not  to  exceed  two  percent  of  the  value 
of  the  shares  redeemed)  or  suspend  the 
right  of  redemption  temporarily,  subject 
to  paragraphs  (c)(i)(A)  and  (B)  of  this 
section,  if  the  fund’s  board  of  directors, 
including  a  majority  of  the  directors 
who  are  not  interested  persons  of  the 
fund,  determines  that  the  fee  or 
suspension  of  redemptions  is  in  the  best 
interests  of  the  fund. 

(A)  Duration  and  application  of 
discretionary  liquidity  fee.  Once 
imposed,  a  discretionary  liquidity  fee 
must  be  applied  to  all  shares  redeemed 
and  must  remain  in  effect  until  the 
money  market  fund’s  board  of  directors, 
including  a  majority  of  the  directors 
who  are  not  interested  persons  of  the 
fund,  determines  that  imposing  such 
liquidity  fee  is  no  longer  in  the  best 
interests  of  the  fund.  Provided  however, 
that  if,  at  the  end  of  a  business  day,  the 
money  market  fund  has  invested  thirty 
percent  or  more  of  its  total  assets  in 
weekly  liquid  assets,  the  fund  must 
cease  charging  the  liquidity  fee, 
effective  as  of  the  beginning  of  the  next 
business  day. 

(B)  Duration  of  temporary  suspension 
of  redemptions.  The  temporary 
suspension  of  redemptions  must  apply 
to  all  shares  and  must  remain  in  effect 
until  the  fund’s  board  of  directors, 
including  a  majority  of  the  directors 
who  are  not  interested  persons  of  the 
fund,  determines  that  the  temporary 
suspension  of  redemptions  is  no  longer 
in  the  best  interests  of  the  fund. 

Provided,  however,  that  the  fund  must 
restore  the  right  of  redemption  on  the 
earlier  of: 

(1)  The  beginning  of  the  next  business 
day  following  a  business  day  that  ended 
with  the  money  market  fund  having 


invested  thirty  percent  or  more  of  its 
total  assets  in  weekly  liquid  assets;  or 

(2)  The  beginning  of  tne  next  business 
day  following  ten  business  days  after 
suspending  redemptions.  The  money 
market  fund  may  not  suspend  the  right 
of  redemption  pursuant  to  this  section 
for  more  than  ten  business  days  in  any 
rolling  ninety  calendar  day  period. 

(ii)  Default  liquidity  fees.  If,  at  the  end 
of  a  business  day,  the  money  market 
fund  has  invested  less  than  ten  percent 
of  its  total  assets  in  weekly  liquid  assets, 
the  fund  must  institute  a  liquidity  fee, 
effective  as  of  the  beginning  of  the  next 
business  day,  as  described  in  paragraphs 
(c)(2)(ii)(A)  and  (B)  of  this  section, 
unless  the  fimd’s  board  of  directors, 
including  a  majority  of  the  directors 
who  are  not  interested  persons  of  the 
fund,  determines  that  imposing  the  fee 
is  not  in  the  best  interests  of  the  fund. 

(A)  Amount  of  default  liquidity  fee. 
The  default  liquidity  fee  shall  be  one 
percent  of  the  value  of  shares  redeemed 
unless  the  money  market  fund’s  board 
of  directors,  including  a  majority  of  the 
directors  who  are  not  interested  persons 
of  the  fund,  determines,  at  the  time  of 
initial  imposition  or  later,  that  a  higher 
or  lower  fee  level  is  in  the  best  interests 
of  the  fund.  A  liquidity  fee  may  not 
exceed  two  percent  of  the  value  of  the 
shares  redeemed. 

(B)  Duration  and  application  of 
default  liquidity  fee.  Once  imposed,  the 
default  liquidity  fee  must  be  applied  to 
all  shares  redeemed  and  shall  remain  in 
effect  until  the  money  market  fund’s 
board  of  directors,  including  a  majority 
of  the  directors  who  are  not  interested 
persons  of  the  fund,  determines  that 
imposing  such  liquidity  fee  is  not  in  the 
best  interests  of  the  fund.  Provided 
however,  that  if,  at  the  end  of  a  business 
day,  the  money  market  fund  has 
invested  thirty  percent  or  more  of  its 
total  assets  in  weekly  liquid  assets,  the 
fund  must  cease  charging  the  liquidity 
fee,  effective  as  of  the  beginning  of  the 
next  business  day. 

(iii)  Government  money  market  funds. 
The  requirements  of  paragraphs  (c)(2)(i) 
and  (ii)  of  this  section  shall  not  apply 

to  a  government  money  market  fund.  A 
government  money  market  fund  may, 
however,  choose  to  rely  on  the  ability  to 
impose  liquidity  fees  and  suspend 
redemptions  consistent  with  the 
requirements  of  paragraph  (c)(2)(i)  and/ 
or  (ii)  of  this  section  and  any  other 
requirements  that  apply  to  liquidity  fees 
and  temporary  suspensions  of 
redemptions  (e.g.,  Item  4(b)(l)(ii)  of 
Form  N-IA  (§  274. IIA  of  this  chapter)). 

(iv)  Variable  contracts. 
Notwithstanding  section  27(i)  of  the  Act 
(15  U.S.C.  80a-27(i)),  a  variable 
insurance  contract  issued  by  a  registered 


separate  account  funding  variable 
insmance  contracts  or  the  sponsoring 
insiuance  company  of  such  separate 
account  may  apply  a  liquidity  fee  or 
temporary  suspension  of  redemptions 
pursuant  to  paragraph  (c)(2)  of  this 
section  to  contract  owners  who  allocate 
all  or  a  portion  of  their  contract  value 
to  a  subaccount  of  the  separate  account 
that  is  either  a  money  market  fund  or 
that  invests  all  of  its  assets  in  shares  of 
a  money  market  fund. 

(v)  Master  feeder  funds.  Any  money 
market  fund  (a  “feeder  fund’’)  that 
owns,  pursuant  to  section  12(d)(1)(E)  of 
the  Act  (15  U.S.C.  80a-12(d)(l)(E)), 
shares  of  another  money  market  fund  (a 
“master  fund’’)  may  not  impose 
liquidity  fees  or  temporary  suspensions 
of  redemptions  under  paragraphs 
(c)(2)(i)  and  (ii)  of  this  section,  provided 
however,  that  if  a  master  fund,  in  which 
the  feeder  fund  invests,  imposes  a 
liquidity  fee  or  temporary  suspension  of 
redemptions  pursuant  to  paragraphs 
(c)(2)(i)  and  (ii)  of  this  section,  then  the 
feeder  fund  shall  pass  through  to  its 
investors  the  fee  or  redemption 
suspension  on  the  same  terms  and 
conditions  as  imposed  by  the  master 
fund. 

(d)  Risk-limiting  conditions — (1) 
Portfolio  maturity.  The  money  market 
fund  must  maintain  a  dollar-weighted 
average  portfolio  maturity  appropriate 
to  its  investment  objective;  provided, 
however,  that  the  money  market  fund 
must  not: 

(1)  Acquire  any  instrument  with  a 
remaining  maturity  of  greater  than  397 
calendar  days; 

(ii)  Maintain  a  dollar-weighted 
average  portfolio  maturity  (“WAM”) 
that  exceeds  60  calendar  days;  or 

(iii)  Maintain  a  dollar-weighted 
average  portfolio  maturity  that  exceeds 
120  calendar  days,  determined  without 
reference  to  the  exceptions  in  paragraph 
(i)  of  this  section  regarding  interest  rate 
readjustments  (“WAL’’). 

(2)  Portfolio  quality — (i)  General.  The 
money  market  fund  must  limit  its 
portfolio  investments  to  those  United 
States  dollar-denominated  securities 
that  the  fund’s  board  of  directors 
determines  present  minimal  credit  risks 
(which  determination  must  be  based  on 
factors  pertaining  to  credit  quality  in 
addition  to  any  rating  assigned  to  such 
securities  by  a  designated  NRSRO)  and 
that  are  at  the  time  of  acquisition 
eligible  securities. 

(ii)  Second  tier  securities.  No  money 
market  fund  may  acquire  a  second  tier 
security  with  a  remaining  maturity  of 
greater  than  45  calendar  days, 
determined  without  reference  to  the 
exceptions  in  paragraph  (i)  of  this 
section  regarding  interest  rate 
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readjustments.  Immediately  after  the 
acquisition  of  any  second  tier  security, 
a  money  market  fund  must  not  have 
invested  more  than  three  percent  of  its 
total  assets  in  second  tier  securities. 

(iii)  Securities  subject  to  guarantees. 

A  security  that  is  subject  to  a  guarantee 
may  be  determined  to  be  an  eligible 
security  or  a  first  tier  security  based 
solely  on  whether  the  guarantee  is  an 
eligible  security  or  first  tier  security,  as 
the  case  may  be. 

(iv)  Securities  subject  to  conditional 
demand  features.  A  security  that  is 
subject  to  a  conditional  demand  featvue 
(“underlying  security”)  may  be 
determined  to  be  an  eligible  security  or 
a  first  tier  security  only  if: 

(A)  The  conditional  demand  feature  is 
an  eligible  security  or  first  tier  security, 
as  the  case  may  be; 

(B)  At  the  time  of  the  acquisition  of 
the  underlying  security,  the  money 
market  fund’s  board  of  directors  has 
determined  that  there  is  minimal  risk 
that  the  circumstances  that  would  result 
in  the  conditional  demand  feature  not 
being  exercisable  will  occur;  and 

(ij  The  conditions  limiting  exercise 
either  can  be  monitored  readily  by  the 
fund  or  relate  to  the  taxability,  under 
federal,  state  or  local  law,  of  the  interest 
payments  on  the  security;  or 

(2)  The  terms  of  the  conditional 
demand  feature  require  that  the  fund 
will  receive  notice  of  the  occurrence  of 
the  condition  and  the  opportunity  to 
exercise  the  demand  feature  in 
accordance  with  its  terms;  and 

(C)  The  underlying  security  or  any 
guarantee  of  such  security  (or  the  debt 
securities  of  the  issuer  of  the  underlying 
security  or  guarantee  that  are 
comparable  in  priority  and  security  with 
the  underlying  security  or  guarantee) 
has  received  either  a  short-term  rating  or 
a  long-term  rating,  as  the  case  may  be, 
from  the  requisite  NRSROs  within  the 
NRSROs’  two  highest  short-term  or 
long-term  rating  categories  (within 
which  there  may  be  sub-categories  or 
gradations  indicating  relative  standing) 
or,  if  unrated,  is  determined  to  be  of 
comparable  quality  by  the  money 
market  fund’s  board  of  directors  to  a 
security  that  has  received  a  rating  from 
the  requisite  NRSROs  within  the 
NRSROs’  two  highest  short-term  or 
long-term  rating  categories,  as  the  case 
may  be. 

(3)  Portfolio  diversification — (i)  Issuer 
diversification.  The  money  market  fund 
must  be  diversified  with  respect  to 
issuers  of  securities  acquired  by  the 
fund  as  provided  in  paragraphs  (d)(3)(i) 
and  (d)(3)(ii)  of  this  section,  other  than 
with  respect  to  government  securities 
and  securities  subject  to  a  guarantee 
issued  by  a  non-controlled  person. 


(A)  Taxable  and  national  funds. 
Immediately  after  the  acquisition  of  any 
security,  a  money  market  fund  other 
than  a  single  state  fund  must  not  have 
invested  more  than; 

(1)  Five  percent  of  its  total  assets  in 
securities  issued  by  the  issuer  of  the 
security,  provided,  however,  that  such  a 
fund  may  invest  up  to  twenty-five 
percent  of  its  total  assets  in  the  first  tier 
securities  of  a  single  issuer  for  a  period 
of  up  to  three  business  days  after  the 
acquisition  thereof;  provided,  further, 
that  the  fund  may  not  invest  in  the 
securities  of  more  than  one  issuer  in 
accordance  with  the  foregoing  proviso 
in  this  paragraph  at  any  time;  and 

(2)  Ten  percent  of  its  total  assets  in 
securities  issued  by  or  subject  to 
demand  features  or  guarantees  from  the 
institution  that  issued  the  demand 
feature  or  guarantee. 

(B)  Single  state  funds.  Immediately 
after  the  acquisition  of  any  security,  a 
single  state  fund  must  not  have 
invested: 

(1}  With  respect  to  seventy-five 
percent  of  its  total  assets,  more  than  five 
percent  of  its  total  assets  in  securities 
issued  by  the  issuer  of  the  security;  and 

(2)  With  respect  to  all  of  its  total 
assets,  more  than  ten  percent  of  its  total 
assets  in  securities  issued  by  or  subject 
to  demand  features  or  guarantees  from 
the  institution  that  issued  the  demand 
feature  or  guarantee. 

(C)  Second  tier  securities. 

Immediately  after  the  acquisition  of  any 
second  tier  security,  a  money  market 
fund  must  not  have  invested  more  than 
one  half  of  one  percent  of  its  total  assets 
in  the  second  tier  securities  of  any 
single  issuer,  and  must  not  have 
invested  more  than  2.5  percent  of  its 
total  assets  in  second  tier  securities 
issued  by  or  subject  to  demand  features 
or  guarantees  from  the  institution  that 
issued  the  demand  feature  or  guarantee. 

(ii)  Issuer  diversification  calculations. 
For  purposes  of  making  calculations 
under  paragraph  (d)(3)(i)  of  this  section: 

(A)  Repurchase  agreements.  The 
acquisition  of  a  repurchase  agreement 
may  be  deemed  to  be  an  acquisition  of 
the  underlying  securities,  provided  the 
obligation  of  the  seller  to  repurchase  the 
securities  from  the  money  market  fund 
is  collateralized  fully  and  the  fund’s 
board  of  directors  has  evaluated  the 
seller’s  creditworthiness. 

(B)  Refunded  securities.  The 
acquisition  of  a  refunded  security  shall 
be  deemed  to  be  an  acquisition  of  the 
escrowed  government  securities. 

(C)  Conduit  securities.  A  conduit 
security  shall  be  deemed  to  be  issued  by 
the  person  (other  than  the  municipal 
issuer)  ultimately  responsible  for 


payments  of  interest  and  principal  on 
the  security. 

(D)  Asset-backed  securities — ( 1 ) 
General.  An  asset-backed  security 
acquired  by  a  fund  (“primary  ABS”) 
shall  be  deemed  to  be  issued  by  the 
special  purpose  entity  that  issued  the 
asset-backed  security,  provided, 
however: 

(i)  Holdings  of  primary  ABS.  Any 
person  whose  obligations  constitute  ten 
percent  or  more  of  the  principal  amount 
of  the  qualifying  assets  of  the  primary 
ABS  (“ten  percent  obligor”)  shall  be 
deemed  to  be  an  issuer  of  the  portion  of 
the  primary  ABS  such  obligations 
represent;  and 

(ii)  Holdings  of  secondary  ABS.  If  a 
ten  percent  obligor  of  a  primary  ABS  is 
itself  a  special  purpose  entity  issuing 
asset-backed  securities  (“secondary 
ABS”),  any  ten  percent  obligor  of  such 
secondary  ABS  also  shall  be  deemed  to 
be  an  issuer  of  the  portion  of  the 
primary  ABS  that  such  ten  percent 
obligor  represents. 

/2y  Restricted  special  purpose  entities. 
A  ten  percent  obligor  with  respect  to  a 
primary  or  secondary  ABS  shall  not  be 
deemed  to  have  issued  any  portion  of 
the  assets  of  a  primary  ABS  as  provided 
in  paragraph  (d)(3)(ii)(D)(2)  of  this 
section  if  that  ten  percent  obligor  is 
itself  a  special  purpose  entity  issuing 
asset-backed  securities  (“restricted 
special  purpose  entity”),  and  the 
securities  that  it  issues  (other  than 
securities  issued  to  a  company  that 
controls,  or  is  controlled  by  or  under 
common  control  with,  the  restricted 
special  purpose  entity  and  which  is  not 
itself  a  special  purpose  entity  issuing 
asset-backed  secmrities)  are  held  by  only 
one  other  special  purpose  entity. 

(3)  Demand  features  and  guarantees. 
In  the  case  of  a  ten  percent  obligor 
deemed  to  be  an  issuer,  the  fund  must 
satisfy  the  diversification  requirements 
of  paragraph  (d)(3)(iii)  of  this  section 
with  respect  to  any  demand  feature  or 
guarantee  to  which  the  ten  percent 
obligor’s  obligations  are  subject. 

(Ej  Shares  of  other  money  market 
funds.  A  money  market  fund  that 
acquires  shares  issued  by  another 
money  market  fund  in  an  amount  that 
would  otherwise  be  prohibited  by 
paragraph  (d)(3)(i)  of  this  section  shall 
nonetheless  be  deemed  in  compliance 
with  this  section  if  the  board  of 
directors  of  the  acquiring  money  market 
fund  reasonably  believes  that  the  fund 
in  which  it  has  invested  is  in 
compliance  with  this  section. 

(F)  Treatment  of  certain  affiliated 
entities — (1)  General.  The  money  market 
fund,  when  calculating  the  amount  of  its 
total  assets  invested  in  securities  issued 
by  any  particular  issuer  for  piu-poses  of 
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paragraph  (dK3)(i)  of  this  section,  must 
treat  as  a  single  issuer  two  or  more 
issuers  of  securities  owned  by  the 
money  market  fund  if  one  issuer 
controls  the  other,  is  controlled  by  the 
other  issuer,  or  is  under  common 
control  with  the  other  issuer,  provided 
that  “control”  for  this  purpose  means 
ownership  of  more  than  50  percent  of 
the  issuer’s  voting  securities. 

(2)  Equity  owners  of  asset-backed 
commercial  paper  special  purpose 
entities.  The  money  market  fund  is  not 
required  to  aggregate  an  asset -backed 
commercial  paper  special  purpose 
entity  and  its  equity  owners  under 
paragraph  (d)(3)(ii)(F)/lj  of  this  section 
provided  that  a  primary  line  of  business 
of  its  equity  owners  is  owning  equity 
interests  in  special  purpose  entities  and 
providing  sendees  to  special  purpose 
entities,  the  independent  equity  owners’ 
activities  with  respect  to  the  SPEs  are 
limited  to  providing  management  or 
administrative  services,  and  no 
qualifying  assets  of  the  special  purpose 
entity  were  originated  by  the  equity 
owners. 

(3)  Ten  percent  obligors.  For  purposes 
of  determining  ten  percent  obligors 
pursuant  to  paragraph  (d)(3Kii)(D)/t  j(j) 
of  this  section,  the  money  market  fund 
must  treat  as  a  single  person  two  or 
more  persons  whose  obligations  in  the 
aggregate  constitute  ten  percent  or  more 
of  the  principal  amount  of  the 
qualifying  assets  of  the  primary  ABS  if 
one  person  controls  the  other,  is 
controlled  by  the  other  person,  or  is 
under  common  control  with  the  person, 
provided  that  “control”  for  this  purpose 
means  ownership  of  more  than  50 
percent  of  the  person’s  voting  securities. 

(iii)  Diversification  rules  for  demand 
features  and  guarantees.  The  money 
market  fund  must  be  diversified  with 
respect  to  demand  features  and 
guarantees  acquired  by  the  fund  as 
provided  in  paragraphs  (d)(3)(iii)  and 

(d)(3Kiv)  of  this  section,  other  than  with 
respect  to  a  demand  feature  issued  by 
the  same  institution  that  issued  the 
underlying  security,  or  with  respect  to 
a  guarantee  or  demand  feature  that  is 
itself  a  government  security. 

(A)  General.  Immediately  after  the 
acquisition  of  any  demand  feature  or 
guarantee,  any  security  subject  to  a 
demand  feature  or  guarantee,  or  a 
security  directly  issued  by  the  issuer  of 
a  demand  feature  or  guarantee,  a  money 
market  fund  must  not  have  invested 
more  than  ten  percent  of  its  total  assets 
in  securities  issued  by  or  subject  to 
demand  features  or  guarantees  from  the 
institution  that  issued  the  demand 
feature  or  guarantee,  subject  to 
paragraphs  (d)(3)(iii)(B)  and  (d)(3)(iii)(C) 
of  this  section. 


(B)  Tax  exempt  funds.  Immediately 
after  the  acquisition  of  any  demand 
feature  or  guarantee,  any  security 
subject  to  a  demand  feature  or 
guarantee,  or  a  security  directly  issued 
by  the  issuer  of  a  demand  feature  or 
guarantee  (any  such  acquisition,  a 
“demand  feature  or  guarantee 
acquisition”),  a  tax  exempt  fund,  with 
respect  to  eighty-five  percent  of  its  total 
assets,  must  not  have  invested  more 
than  ten  percent  of  its  total  assets  in 
securities  issued  by  or  subject  to 
demand  features  or  guarantees  from  the 
institution  that  issued  the  demand 
featme  or  guarantee;  provided  that  any 
demand  feature  or  guarantee  acquisition 
in  excess  of  ten  percent  of  the  fund’s 
total  assets  in  accordance  with  this 
paragraph  must  be  a  demand  feature  or 
guarantee  issued  by  a  non-controlled 
person. 

(C)  Second  tier  demand  features  or 
guarantees.  Immediately  after  the 
acquisition  of  any  demand  feature  or 
guarantee,  any  security  subject  to  a 
demand  feature  or  guarantee,  a  security 
directly  issued  by  the  issuer  of  a 
demand  feature  or  guarantee,  or  a 
security  after  giving  effect  to  the 
demand  feature  or  guarantee,  in  all 
cases  that  is  a  second  tier  security,  a 
money  market  fund  must  not  have 
invested  more  than  2.5  percent  of  its 
total  assets  in  securities  issued  by  or 
subject  to  demand  features  or  guarantees 
from  the  institution  that  issued  the 
demand  feature  or  guarantee. 

(iv)  Demand  feature  and  guarantee 
diversification  calculations — (A) 
Fractional  demand  features  or 
guarantees.  In  the  case  of  a  security 
subject  to  a  demand  feature  or  guarantee 
from  an  institution  by  which  the 
institution  guarantees  a  specified 
portion  of  the  value  of  the  security,  the 
institution  shall  be  deemed  to  guarantee 
the  specified  portion  thereof. 

(B)  Layered  demand  features  or 
guarantees.  In  the  case  of  a  security 
subject  to  demand  features  or  guarantees 
from  multiple  institutions  that  have  not 
limited  the  extent  of  their  obligations  as 
described  in  paragraph  (dK3)(iv)(A)  of 
this  section,  each  institution  shall  be 
deemed  to  have  provided  the  demand 
feature  or  guarantee  with  respect  to  the 
entire  principal  amount  of  the  security. 

(v)  Diversification  safe  harbor.  A 
money  market  fund  that  satisfies  the 
applicable  diversification  requirements 
of  paragraphs  (d)(3)  and  (e)  of  this 
section  shall  be  deemed  to  have 
satisfied  the  diversification 
requirements  of  section  5(b)(1)  of  the 
Act  (15  U.S.C.  80a-5(b)(l))  and  the  rules 
adopted  thereunder. 

(4)  Portfolio  liquidity.  The  money 
market  fund  must  hold  securities  that 


are  sufficiently  liquid  to  meet 
reasonably  foreseeable  shareholder 
redemptions  in  light  of  the  fund’s 
obligations  under  section  22(e)  of  the 
Act  (15  U.S.C.  80a-22(e))  and  any 
commitments  the  fund  has  made  to 
shareholders;  provided,  however,  that: 

(i)  Illiquid  securities.  The  money 
market  fund  may  not  acquire  any 
illiquid  security  if,  immediately  after 
the  acquisition,  the  money  market  fund 
would  have  invested  more  than  five 
percent  of  its  total  assets  in  illiquid 
securities. 

(ii)  Minimum  daily  liquidity 
requirement.  The  money  market  fund 
may  not  acquire  any  security  other  than 
a  daily  liquid  asset  if,  immediately  after 
the  acquisition,  the  fund  would  have 
invested  less  than  ten  percent  of  its  total 
assets  in  daily  liquid  assets.  This 
provision  does  not  apply  to  tax  exempt 
funds. 

(iii)  Minimum  weekly  liquidity 
requirement.  The  money  market  fund 
may  not  acquire  any  security  other  than 
a  weekly  liquid  asset  if,  immediately 
after  the  acquisition,  the  fund  would 
have  invested  less  than  thirty  percent  of 
its  total  assets  in  weekly  liquid  assets. 

(e)  Demand  features  and  guarantees 
not  relied  upon.  If  the  fund’s  board  of 
directors  has  determined  that  the  fund 
is  not  relying  on  a  demand  feature  or 
guarantee  to  determine  the  quality 
(pursuant  to  paragraph  (d)(2)  of  this 
section),  or  maturity  (pursuant  to 
paragraph  (i)  of  this  section),  or 
liquidity  of  a  portfolio  security 
(pursuant  to  paragraph  (d)(4)  of  this 
section),  and  maintains  a  record  of  this 
determination  (pursuant  to  paragraphs 
(g)(3)  and  (h)(7)  of  this  section),  then  the 
fund  may  disregard  such  demand 
feature  or  guarantee  for  all  purposes  of 
this  section. 

(f)  Downgrades,  defaults  and  other 
even  ts — ( 1 )  Do  wngra  des . 

(i)  General.  Upon  the  occurrence  of 
either  of  the  events  specified  in 
paragraphs  (f)(l)(i)(A)  and  (B)  of  this 
section  with  respect  to  a  portfolio 
security,  the  board  of  directors  of  the 
money  market  fund  shall  reassess 
promptly  whether  such  security 
continues  to  present  minimal  credit 
risks  and  shall  cause  the  fund  to  take 
such  action  as  the  board  of  directors 
determines  is  in  the  best  interests  of  the 
money  market  fund: 

(A)  A  portfolio  security  of  a  money 
market  fund  ceases  to  be  a  first  tier 
security  (either  because  it  no  longer  has 
the  highest  rating  from  the  requisite 
NRSROs  or,  in  the  case  of  an  unrated 
security,  the  board  of  directors  of  the 
money  market  fund  determines  that  it  is 
no  longer  of  comparable  quality  to  a  first 
tier  security);  and 
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(B)  The  money  market  fund’s 
investment  adviser  (or  any  person  to 
whom  the  fund’s  board  of  directors  has 
delegated  portfolio  management 
responsibilities)  becomes  aware  that  any 
unrated  security  or  second  tier  security 
held  by  the  money  market  fund  has, 
since  the  security  was  acquired  by  the 
fund,  been  given  a  rating  by  a 
designated  NRSRO  below  the 
designated  NRSRO’s  second  highest 
short-term  rating  category. 

(ii)  Securities  to  be  disposed  of.  The 
reassessments  required  by  paragraph 
(f)(l)(i)  of  this  section  shall  not  be 
required  if  the  fund  disposes  of  the 
security  (or  it  matures)  within  five 
business  days  of  the  specified  event 
and,  in  the  case  of  events  specified  in 
paragraph  (f)(l)(i)(B)  of  this  section,  the 
board  is  subsequently  notified  of  the 
adviser’s  actions. 

(iii)  Special  rule  for  certain  securities 
subject  to  demand  features.  In  the  event 
that  after  giving  effect  to  a  rating 
downgrade,  more  than  2.5  percent  of  the 
fund’s  total  assets  are  invested  in 
securities  issued  by  or  subject  to 
demand  features  from  a  single 
institution  that  are  second  tier 
securities,  the  fund  shall  reduce  its 
investment  in  securities  issued  by  or 
subject  to  demand  features  from  that 
institution  to  no  more  than  2.5  percent 
of  its  total  assets  by  exercising  the 
demand  features  at  the  next  succeeding 
exercise  date(s),  absent  a  finding  by  the 
board  of  directors  that  disposal  of  the 
portfolio  security  would  not  be  in  the 
best  interests  of  the  money  market  fund. 

(2)  Defaults  and  other  events.  Upon 
the  occurrence  of  any  of  the  events 
specified  in  paragraphs  (l)(2)(i)  through 

(iv)  of  this  section  with  respect  to  a 
portfolio  security,  the  money  market 
fund  shall  dispose  of  such  security  as 
soon  as  practicable  consistent  with 
achieving  an  orderly  disposition  of  the 
security,  by  sale,  exercise  of  any 
demand  feature  or  otherwise,  absent  a 
finding  by  the  board  of  directors  that 
disposal  of  the  portfolio  security  would 
not  be  in  the  best  interests  of  the  money 
market  fund  (which  determination  may 
take  into  account,  among  other  factors, 
market  conditions  that  could  affect  the 
orderly  disposition  of  the  portfolio 
security): 

(i)  The  default  with  respect  to  a 
portfolio  security  (other  than  an 
immaterial  default  unrelated  to  the 
financial  condition  of  the  issuer); 

(ii)  A  portfolio  security  ceases  to  be  an 
eligible  security; 

(iii)  A  portfolio  security  has  been 
determined  to  no  longer  present 
minimal  credit  risks;  or 

(iv)  An  event  of  insolvency  occurs 
with  respect  to  the  issuer  of  a  portfolio 


security  or  the  provider  of  any  demand 
feature  or  guarantee. 

(3)  Notice  to  the  Commission.  The 
money  market  fund  must  notify  the 
Commission  of  the  occurrence  of  certain 
material  events,  as  specified  in  Form  N- 
CR  (§  274.222  of  this  chapter). 

(4)  Defaults  for  purposes  of 
paragraphs  (f)(2)  and  (3)  of  this  section. 
For  purposes  of  paragraphs  (f)(2)  and  (3) 
of  this  section,  an  instrument  subject  to 
a  demand  feature  or  guarantee  shall  not 
be  deemed  to  be  in  default  (and  an  event 
of  insolvency  with  respect  to  the 
security  shall  not  be  deemed  to  have 
occurred)  if: 

(i)  In  the  case  of  an  instrument  subject 
to  a  demand  feature,  the  demand  feature 
has  been  exercised  and  the  fund  has 
recovered  either  the  principal  amount  or 
the  amortized  cost  of  the  instrument, 
plus  accrued  interest; 

(ii)  The  provider  of  the  guarantee  is 
continuing,  without  protest,  to  make 
payments  as  due  on  the  instrument;  or 

(iii)  The  provider  of  a  guarantee  with 
respect  to  an  asset -backed  security 
pursuant  to  paragraph  (a)(18)(ii)  of  this 
section  is  continuing,  without  protest,  to 
provide  credit,  liquidity  or  other 
support  as  necessary  to  permit  the  asset- 
backed  security  to  make  payments  as 
due. 

(g)  Required  procedures.  The  money 
market  fund’s  board  of  directors  must 
adopt  written  procedures  including  the 
following: 

(1)  Funds  using  amortized  cost.  In  the 
case  of  a  government  or  retail  money 
market  fund  that  uses  the  amortized  cost 
method  of  valuation,  in  supervising  the 
money  market  fund’s  operations  and 
delegating  special  responsibilities 
involving  portfolio  management  to  the 
money  market  fund’s  investment 
adviser,  the  money  market  fund’s  board 
of  directors,  as  a  particular 
responsibility  within  the  overall  duty  of 
care  owed  to  its  shareholders,  shall 
establish  written  procedures  reasonably 
designed,  taking  into  account  current 
market  conditions  and  the  money 
market  fund’s  investment  objectives,  to 
stabilize  the  money  market  fund’s  net 
asset  value  per  share,  as  computed  for 
the  purpose  of  distribution,  redemption 
and  repurchase,  at  a  single  value. 

(i)  Specific  procedures.  Included 
within  the  procedures  adopted  by  the 
board  of  directors  shall  be  the  following: 

(A)  Shadow  pricing.  Written 
procedures  shall  provide: 

(1)  That  the  extent  of  deviation,  if  any, 
of  the  current  net  asset  value  per  share 
calculated  using  available  market 
quotations  (or  an  appropriate  substitute 
that  reflects  current  market  conditions) 
from  the  money  market  fund’s 
amortized  cost  price  per  share,  shall  be 


calculated  at  least  daily,  and  at  such 
other  intervals  that  the  board  of 
directors  determines  appropriate  and 
reasonable  in  light  of  current  market 
conditions; 

(2)  For  the  periodic  review  by  the 
board  of  directors  of  the  amount  of  the 
deviation  as  well  as  the  methods  used 
to  calculate  the  deviation;  and 

(3)  For  the  maintenance  of  records  of 
the  determination  of  deviation  and  the 
board’s  review  thereof. 

(B)  Prompt  consideration  of  deviation. 
In  the  event  such  deviation  from  the 
money  market  fund’s  amortized  cost 
price  per  share  exceeds  V2  of  1  percent, 
the  board  of  directors  shall  promptly 
consider  what  action,  if  any,  should  be 
initiated  by  the  board  of  directors. 

(C)  Material  dilution  or  unfair  results. 
Where  the  board  of  directors  believes 
the  extent  of  any  deviation  from  the 
money  market  fund’s  amortized  cost 
price  per  share  may  result  in  material 
dilution  or  other  unfair  results  to 
investors  or  existing  shareholders,  it 
shall  cause  the  fund  to  take  such  action 
as  it  deems  appropriate  to  eliminate  or 
reduce  to  the  extent  reasonably 
practicable  such  dilution  or  unfair 
results. 

(ii)  (Reserved] 

(2)  Funds  using  penny  rounding.  In 
the  case  of  a  government  or  retail  money 
market  fund  that  uses  the  penny 
rounding  method  of  pricing,  in 
supervising  the  money  market  fund’s 
operations  and  delegating  special 
responsibilities  involving  portfolio 
management  to  tbe  money  market 
fund’s  investment  adviser,  tbe  money 
market  fund’s  board  of  directors,  as  a 
particular  responsibility  within  the 
overall  duty  of  care  owed  to  its 
shareholders,  must  establish  written 
procedures  reasonably  designed,  taking 
into  account  current  market  conditions 
and  the  money  market  fund’s 
investment  objectives,  to  assvue  to  the 
extent  reasonably  practicable  that  the 
money  market  fund’s  price  per  share  as 
computed  for  the  purpose  of 
distribution,  redemption  and 
repurchase,  rounded  to  the  nearest  one 
percent,  will  not  deviate  from  the  single 
price  established  by  the  board  of 
directors. 

(3)  Securities  for  which  maturity  is 
determined  by  reference  to  demand 
features.  In  the  case  of  a  security  for 
which  maturity  is  determined  by 
reference  to  a  demand  feature,  written 
procedures  shall  require  ongoing  review 
of  the  security’s  continued  minimal 
credit  risks,  and  that  review  must  be 
based  on,  among  other  things,  financial 
data  for  the  most  recent  fiscal  year  of  the 
issuer  of  the  demand  feature  and,  in  the 
case  of  a  security  subject  to  a 
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conditional  demand  feature,  the  issuer 
of  the  security  whose  financial 
condition  must  be  monitored  under 
paragraph  (dK2)(iv)  of  this  section, 
whether  such  data  is  publicly  available 
or  provided  under  the  terms  of  the 
security’s  governing  documentation. 

(4)  Securities  subject  to  demand 
features  or  guarantees.  In  the  case  of  a 
security  subject  to  one  or  more  demand 
features  or  guarantees  that  the  fund’s 
board  of  directors  has  determined  that 
the  fund  is  not  relying  on  to  determine 
the  quality  (pursuant  to  paragraph  (d)(2) 
of  this  section),  maturity  (pursuant  to 
paragraph  (i)  of  this  section)  or  liquidity 
(pursuant  to  paragraph  (d)(4)  of  this 
section)  of  the  security  subject  to  the 
demand  feature  or  guarantee,  written 
procedures  must  require  periodic 
evaluation  of  such  determination. 

(5)  Adjustable  rate  securities  without 
demand  features.  In  the  case  of  a 
variable  rate  or  floating  rate  security  that 
is  not  subject  to  a  demand  feature  and 
for  which  maturity  is  determined 
pursuant  to  paragraph  (i)(l),  (i)(2)  or 

(i)(4)  of  this  section,  wTitten  procedures 
shall  require  periodic  re\riew  of  whether 
the  interest  rate  formula,  upon 
readjustment  of  its  interest  rate,  can 
reasonably  be  expected  to  cause  the 
security  to  have  a  market  value  that 
approximates  its  amortized  cost  value. 

(6)  Ten  percent  obligors  of  asset- 
backed  securities.  In  the  case  of  an 
asset-backed  security,  wrritten 
procedures  must  require  the  fund  to 
periodically  determine  the  number  of 
ten  percent  obligors  (as  that  term  is  used 
in  paragraph  (d)(3)(ii)(D)  of  this  section) 
deemed  to  be  the  issuers  of  all  or  a 
portion  of  the  asset-backed  security  for 
purposes  of  paragraph  (d)(3)(ii)(D)  of 
this  section;  provided,  however,  written 
procedures  need  not  require  periodic 
determinations  with  respect  to  any 
asset-backed  secmity  that  a  fund’s  board 
of  directors  has  determined,  at  the  time 
of  acquisition,  will  not  have,  or  is 
unlikely  to  have,  ten  percent  obligors 
that  are  deemed  to  be  issuers  of  all  or 

a  portion  of  that  asset-backed  security 
for  pmposes  of  paragraph  (d)(3)(ii)(D)  of 
this  section,  and  maintains  a  record  of 
this  determination. 

(7)  Asset-backed  securities  not  subject 
to  guarantees.  In  the  case  of  an  asset- 
backed  security  for  which  the  fund’s 
board  of  directors  has  determined  that 
the  fund  is  not  relying  on  the  sponsor’s 
financial  strength  or  its  ability  or 
willingness  to  provide  liquidity,  credit 
or  other  support  in  connection  with  the 
asset-backed  security  to  determine  the 
quality  (pursuant  to  paragraph  (d)(2)  of 
this  section)  or  liquidity  (pursuant  to 
paragraph  (d)(4)  of  this  section)  of  the 
asset -backed  security,  written 


procedures  must  require  periodic 
evaluation  of  such  determination. 

(8)  Stress  Testing.  Written  procedures 
must  provide  for: 

(i)  General.  The  periodic  stress 
testing,  at  such  intervals  as  the  board  of 
directors  determines  appropriate  and 
reasonable  in  light  of  current  market 
conditions,  of  the  money  market  fund’s 
ability  to  have  invested  at  least  ten 
percent  of  its  total  assets  in  weekly 
liquid  assets,  and  the  fund’s  ability  to 
minimize  principal  volatility  (and,  in 
the  case  of  a  mone}'  market  fund  using 
the  amortized  cost  method  of  valuation 
or  penny  rounding  method  of  pricing  as 
provided  in  paragraph  (c)(1)  of  this 
section,  the  fund’s  ability  to  maintain 
the  stable  price  per  share  established  by 
the  board  of  directors  for  the  purpose  of 
distribution,  redemption  and 
repurchase),  based  upon  specified 
hypothetical  events  that  include,  but  are 
not  limited  to: 

(A)  Increases  in  the  general  level  of 
short-term  interest  rates,  in  combination 
with  various  levels  of  an  increase  in 
shareholder  redemptions; 

(B)  A  doumgrade  or  default  of 
particular  portfolio  security  positions, 
each  representing  various  portions  of 
the  fund’s  portfolio  (with  varjung 
assumptions  about  the  resulting  loss  in 
the  value  of  the  security),  in 
combination  with  various  levels  of  an 
increase  in  shareholder  redemptions; 

(C)  A  widening  of  spreads  compared 
to  the  indexes  to  which  portfolio 
securities  are  tied  in  various  sectors  in 
the  fund’s  portfolio  (in  which  a  sector 
is  a  logically  related  subset  of  portfolio 
securities,  such  as  securities  of  issuers 
in  similar  or  related  industries  or 
geographic  region  or  securities  of  a 
similar  security  type),  in  combination 
with  various  levels  of  an  increase  in 
shareholder  redemptions;  and 

(D)  Any  additional  combinations  of 
events  that  the  adviser  deems  relevant. 

(ii)  A  report  on  the  results  of  such 
testing  to  be  provided  to  the  board  of 
directors  at  its  next  regularly  scheduled 
meeting  (or  sooner,  if  appropriate  in 
light  of  the  results),  which  report  must 
include: 

(A)  The  date(s)  on  which  the  testing 
was  performed  and  an  assessment  of  the 
money  market  fund’s  ability  to  have 
invested  at  least  ten  percent  of  its  total 
assets  in  weekly  liquid  assets  and  to 
minimize  principal  volatility  (and,  in 
the  case  of  a  money  market  fund  using 
the  amortized  cost  method  of  valuation 
or  penny  rounding  method  of  pricing  as 
provided  in  paragraph  (c)(1)  of  this 
section  to  maintain  the  stable  price  per 
share  established  by  the  board  of 
directors);  and 


(B)  An  assessment  by  the  fund’s 
adviser  of  the  fund’s  ability  to  withstand 
the  events  (and  concurrent  occurrences 
of  those  events)  that  are  reasonably 
likely  to  occur  within  the  following 
year,  including  such  information  as  may 
reasonably  be  necessary  for  the  board  of 
directors  to  evaluate  the  stress  testing 
conducted  by  the  adviser  and  the  results 
of  the  testing.  The  fund  adviser  must 
include  a  summary  of  the  significant 
assumptions  made  when  performing  the 
stress  tests. 

(h)  Recordkeeping  and  reporting — (1) 
Written  procedures.  For  a  period  of  not 
less  than  six  years  following  the 
replacement  of  existing  procedures  with 
new  procedures  (the  first  two  years  in 
an  easily  accessible  place),  a  wTitten 
copy  of  the  procedures  (and  any 
modifications  thereto)  described  in  this 
section  must  be  maintained  and 
preserved. 

(2)  Board  considerations  and  actions. 
For  a  period  of  not  less  than  six  years 
(the  first  two  years  in  an  easily 
accessible  place)  a  "WTitten  record  must 
be  maintained  and  preserved  of  the 
board  of  directors’  considerations  and 
actions  taken  in  connection  with  the 
discharge  of  its  responsibilities,  as  set 
forth  in  this  section,  to  be  included  in 
the  minutes  of  the  board  of  directors’ 
meetings. 

(3)  Credit  risk  analysis.  For  a  period 
of  not  less  than  three  years  from  the  date 
that  the  credit  risks  of  a  portfolio 
security  were  most  recently  reviewed,  a 
\AT'itten  record  of  the  determination  that 
a  portfolio  security  presents  minimal 
credit  risks  and  the  designated  NRSRO 
ratings  (if  any)  used  to  determine  the 
status  of  the  security  as  an  eligible 
security,  first  tier  security  or  second  tier 
security  shall  be  maintained  and 
preserved  in  an  easily  accessible  place. 

(4)  Determinations  with  respect  to 
adjustable  rate  securities.  For  a  period 
of  not  less  than  three  years  from  the  date 
when  the  assessment  was  most  recently 
made,  a  written  record  must  be 
preserved  and  maintained,  in  an  easily 
accessible  place,  of  the  determination 
required  by  paragraph  (g)(5)  of  this 
section  (that  a  variable  rate  or  floating 
rate  security  that  is  not  subject  to  a 
demand  feature  and  for  which  maturity 
is  determined  pursuant  to  paragraph 
(i)(f).  (i)(2)  or  (i)(4)  of  this  section  can 
reasonably  be  expected,  upon 
readjustment  of  its  interest  rate  at  all 
times  during  the  life  of  the  instrument, 
to  have  a  market  value  that 
approximates  its  amortized  cost). 

(5)  Determinations  with  respect  to 
asset-backed  securities.  For  a  period  of 
not  less  than  three  years  from  the  date 
when  the  determination  was  most 
recently  made,  a  written  record  must  be 
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preserved  and  maintained,  in  an  easily 
accessible  place,  of  the  determinations 
required  by  paragraph  (gK6)  of  this 
section  (the  number  of  ten  percent 
obligors  (as  that  term  is  used  in 
paragraph  (d)(3)(ii)(D)  of  this  section) 
deemed  to  be  the  issuers  of  all  or  a 
portion  of  the  asset-backed  security  for 
purposes  of  paragraph  (d)(3)(ii)(D)  of 
this  section).  The  viTitten  record  must 
include: 

(i)  The  identities  of  the  ten  percent 
obligors  (as  that  term  is  used  in 
paragraph  (d)(3)(ii)(D)  of  this  section), 
the  percentage  of  the  qualifying  assets 
constituted  by  the  securities  of  each  ten 
percent  obligor  and  the  percentage  of 
the  fund’s  total  assets  that  are  invested 
in  securities  of  each  ten  percent  obligor; 
and 

(ii)  Any  determination  that  an  asset- 
backed  security  will  not  have,  or  is 
unlikely  to  have,  ten  percent  obligors 
deemed  to  be  issuers  of  all  or  a  portion 
of  that  asset-backed  security  for 
purposes  of  paragraph  (d)(3)(ii)(D)  of 
this  section. 

(6)  Evaluations  with  respect  to  asset- 
backed  securities  not  subject  to 
guarantees.  For  a  period  of  not  less  than 
three  years  from  the  date  when  the 
evaluation  was  most  recently  made,  a 
written  record  must  be  preserved  and 
maintained,  in  an  easily  accessible 
place,  of  the  evaluation  required  by 
paragraph  (g)(7)  of  this  section 
(regarding  asset-backed  securities  not 
subject  to  guarantees). 

(7)  Evaluations  with  respect  to 
securities  subject  to  demand  features  or 
guarantees.  For  a  period  of  not  less  than 
three  years  from  the  date  when  the 
evaluation  was  most  recently  made,  a 
written  record  must  be  preserved  and 
maintained,  in  an  easily  accessible 
place,  of  the  evaluation  required  by 
paragraph  (g)(4)  of  this  section 
(regarding  securities  subject  to  one  or 
more  demand  featmes  or  guarantees). 

(8)  Reports  with  respect  to  stress 
testing.  For  a  period  of  not  less  than  six 
years  (the  first  two  years  in  an  easily 
accessible  place),  a  written  copy  of  the 
report  required  under  paragraph 
(g)(8)(ii)  of  this  section  must  be 
maintained  and  preserved. 

(9)  Inspection  of  records.  The 
documents  preserved  pursuant  to 
paragraph  (h)  of  this  section  are  subject 
to  inspection  by  the  Commission  in 
accordance  with  section  31(b)  of  the  Act 
(15  U.S.C.  80a-30(b))  as  if  such 
documents  were  records  required  to  be 
maintained  pursuant  to  rules  adopted 
under  section  31(a)  of  the  Act  (15  U.S.C. 
80a-30(a)). 

(10)  Web  site  disclosure  of  portfolio 
holdings  and  other  fund  information. 

The  money  market  fund  must  post 


prominently  on  its  Web  site  the 
following  information: 

(i)  For  a  period  of  not  less  than  six 
months,  beginning  no  later  than  the  fifth 
business  day  of  the  month,  a  schedule 
of  its  investments,  as  of  the  last  business 
day  or  subsequent  calendar  day  of  the 
preceding  month,  that  includes  the 
following  information: 

(A)  With  respect  to  the  money  market 
fund  and  each  class  of  redeemable 
shares  thereof: 

(1)  The  WAM;  and 

(2)  The  WAL. 

(B)  With  respect  to  each  security  held 
by  the  money  market  fund: 

(1)  Name  of  the  issuer; 

(2)  Category  of  investment  (indicate 
the  category  that  identifies  the 
instrument  from  among  the  following: 
U.S.  Treasury  Debt;  U.S.  Government 
Agency  Debt;  Non-U. S.  Sovereign,  Sub- 
Sovereign  and  Supra-National  debt; 
Certificate  of  Deposit;  Non-Negotiable 
Time  Deposit;  Variable  Rate  Demand 
Note;  Other  Municipal  Security;  Asset 
Backed  Commercial  Paper;  Other  Asset 
Backed  Securities;  U.S.  Treasury 
Repurchase  Agreement,  if  collateralized 
only  by  U.S.  Treasuries  (including 
Strips)  and  cash;  U.S.  Government 
Agency  Repurchase  Agreement, 
collateralized  only  by  U.S.  Government 
Agency  securities,  U.S.  Treasuries,  and 
cash;  Other  Repurchase  Agreement,  if 
any  collateral  falls  outside  Treasury, 
Government  Agency  and  cash; 

Insurance  Company  Funding 
Agreement;  Investment  Company; 
Financial  Company  Commercial  Paper; 
and  Non-Financial  Company 
Commercial  Paper.  If  Other  Instrument, 
include  a  brief  description); 

(3)  CUSIP  number  (if  any); 

(4)  Principal  amount; 

(5)  The  maturity  date  determined  by 
taking  into  account  the  maturity 
shortening  provisions  in  paragraph  (i)  of 
this  section  [i.e.,  the  matiuity  date  used 
to  calculate  WAM  under  paragraph 
(d)(l)(ii)  of  this  section); 

(6)  The  maturity  date  determined 
without  reference  to  the  exceptions  in 
paragraph  (i)  of  this  section  regarding 
interest  rate  readjustments  {i.e.,  the 
maturity  used  to  calculate  WAL  under 
paragraph  (d)(l)(iii)  of  this  section); 

(7)  Coupon  or  yield;  and 

(8)  Value. 

(ii)  A  schedule,  chart,  graph,  or  other 
depiction,  which  must  be  updated  each 
business  day  as  of  the  end  of  the 
preceding  business  day,  showing,  as  of 
the  end  of  each  business  day  during  the 
preceding  six  months: 

(A)  The  percentage  of  the  money 
market  fund’s  total  assets  invested  in 
daily  liquid  assets; 


(B)  The  percentage  of  the  money 
market  fund’s  total  assets  invested  in 
weekly  liquid  assets;  and 

(C)  The  money  market  fund’s  net 
inflows  or  outflows. 

(iii)  A  schedule,  chart,  graph,  or  other 
depiction  showing  the  money  market 
fund’s  net  asset  value  per  share  (which 
the  fund  must  calculate  based  on 
current  market  factors  before  applying 
the  amortized  cost  or  penny-rounding 
method,  if  used),  rounded  to  the  fourth 
decimal  place  in  the  case  of  funds  with 
a  $1,000  share  price  or  an  equivalent 
level  of  accuracy  for  funds  with  a 
different  share  price  (e.g.,  $10.00  per 
share),  as  of  the  end  of  each  business 
day  during  the  preceding  six  months, 
which  must  be  updated  each  business 
day  as  of  the  end  of  the  preceding 
business  day. 

(iv)  A  link  to  a  Web  site  of  the 
Securities  and  Exchange  Commission 
where  a  user  may  obtain  the  most  recent 
12  months  of  publicly  available 
information  filed  by  the  money  market 
fund  pursuant  to  §  270.30bl-7. 

(v)  For  a  period  of  not  less  than  one 
year,  beginning  no  later  than  the  same 
business  day  on  which  the  money 
market  fund  files  an  initial  report  on 
Form  N-CR  (§  274.222  of  this  chapter) 
in  response  to  the  occurrence  of  any 
event  specified  in  Parts  C,  E,  F,  or  G  of 
Form  N-CR,  the  same  information  that 
the  money  market  fund  is  required  to 
report  to  the  Commission  on  Part  C 
(Items  C.l,  C.2,  C.3,  C.4,  C.5,  C.6,  and 
C.7),  Part  E  (Items  E.l,  E.2,  E.3,  and  E.4), 
Part  F  (Items  F.l  and  F.2),  or  Part  G  of 
Form  N-CR  concerning  such  event, 
along  with  the  following  statement: 

“The  Fund  was  required  to  disclose 
additional  information  about  this  event 
[or  “these  events,’’  as  appropriate]  on 
Form  N-CR  and  to  file  this  form  with 
the  Securities  and  Exchange 
Commission.  Any  Form  N-CR  filing 
submitted  by  the  Fund  is  available  on 
the  EDGAR  Database  on  the  Securities 
and  Exchange  Commission’s  Internet 
site  at  http://www.sec.gov.” 

(11)  Processing  of  transactions.  A 
government  money  market  fund  and  a 
retail  money  market  fund  (or  its  transfer 
agent)  must  have  the  capacity  to  redeem 
and  sell  securities  issued  by  the  fund  at 
a  price  based  on  the  current  net  asset 
value  per  share  pursuant  to  §  270.22c- 
1.  Such  capacity  must  include  the 
ability  to  redeem  and  sell  securities  at 
prices  that  do  not  correspond  to  a  stable 
price  per  share. 

(i)  Maturity  of  portfolio  securities.  For 
purposes  of  this  section,  the  maturity  of 
a  portfolio  security  shall  be  deemed  to 
be  the  period  remaining  (calculated 
from  the  trade  date  or  such  other  date 
on  which  the  fund’s  interest  in  the 
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security  is  subject  to  market  action) 
until  the  date  on  which,  in  accordance 
with  the  terms  of  the  security,  the 
principal  amount  must  unconditionally 
be  paid,  or  in  the  case  of  a  security 
called  for  redemption,  the  date  on 
which  the  redemption  payment  must  be 
made,  except  as  provided  in  paragraphs 
(iKl)  through  (i)(8)  of  this  section: 

(1)  Adjustable  rate  government 
securities.  A  government  security  that  is 
a  variable  rate  security  where  the 
variable  rate  of  interest  is  readjusted  no 
less  frequently  than  every  397  calendar 
days  shall  be  deemed  to  have  a  maturity 
equal  to  the  period  remaining  until  the 
next  readjustment  of  the  interest  rate.  A 
government  security  that  is  a  floating 
rate  security  shall  be  deemed  to  have  a 
remaining  maturity  of  one  day. 

(2)  Short-term  variable  rate  securities. 
A  variable  rate  security,  the  principal 
amount  of  which,  in  accordance  with 
the  terms  of  the  security,  must 
unconditionally  be  paid  in  397  calendar 
days  or  less  shall  be  deemed  to  have  a 
maturity  equal  to  the  earlier  of  the 
period  remaining  until  the  next 
readjustment  of  the  interest  rate  or  the 
period  remaining  until  the  principal 
amount  can  be  recovered  through 
demand. 

(3)  Long-term  variable  rate  securities. 
A  variable  rate  security,  the  principal 
amount  of  which  is  scheduled  to  be 
paid  in  more  than  397  calendar  days, 
that  is  subject  to  a  demand  feature,  shall 
be  deemed  to  have  a  maturity  equal  to 
the  longer  of  the  period  remaining  until 
the  next  readjustment  of  the  interest  rate 
or  the  period  remaining  imtil  the 
principal  amount  can  be  recovered 
through  demand. 

(4)  Short-term  floating  rate  securities. 
A  floating  rate  security,  the  principal 
amount  of  which,  in  accordance  with 
the  terms  of  the  security,  must 
unconditionally  be  paid  in  397  calendar 
days  or  less  shall  be  deemed  to  have  a 
maturity  of  one  day,  except  for  purposes 
of  determining  WAL  under  paragraph 
(d)(l)(iii)  of  this  section,  in  which  case 
it  shall  be  deemed  to  have  a  maturity 
equal  to  the  period  remaining  until  the 
principal  amount  can  he  recovered 
through  demand. 

(5)  Long-term  floating  rate  securities. 

A  floating  rate  security,  the  principal 
amount  of  which  is  scheduled  to  be 
paid  in  more  than  397  calendar  days, 
that  is  subject  to  a  demand  feature,  shall 
be  deemed  to  have  a  maturity  equal  to 
the  period  remaining  until  the  principal 
amount  can  be  recovered  through 
demand. 

(6)  Repurchase  agreements.  A 
repurchase  agreement  shall  be  deemed 
to  have  a  maturity  equal  to  the  period 
remaining  until  the  date  on  which  the 


repurchase  of  the  underlying  securities 
is  scheduled  to  occur,  or,  where  the 
agreement  is  subject  to  demand,  the 
notice  period  applicable  to  a  demand  for 
the  repurchase  of  the  securities. 

(7)  Portfolio  lending  agreements.  A 
portfolio  lending  agreement  shall  be 
treated  as  having  a  maturity  equal  to  the 
period  remaining  until  the  date  on 
which  the  loaned  securities  are 
scheduled  to  be  returned,  or  where  the 
agreement  is  subject  to  demand,  the 
notice  period  applicable  to  a  demand  for 
the  return  of  the  loaned  securities. 

(8)  Money  market  fund  securities.  An 
investment  in  a  money  market  fund 
shall  be  treated  as  having  a  maturity 
equal  to  the  period  of  time  within  which 
the  acquired  money  market  fund  is 
required  to  make  payment  upon 
redemption,  unless  the  acquired  money 
market  fund  has  agreed  in  writing  to 
provide  redemption  proceeds  to  the 
investing  money  market  fund  within  a 
shorter  time  period,  in  which  case  the 
maturity  of  such  investment  shall  be 
deemed  to  be  the  shorter  period. 

(j)  Delegation.  The  money  market 
fund’s  board  of  directors  may  delegate 
to  the  fund’s  investment  adviser  or 
officers  the  responsibility  to  make  any 
determination  required  to  be  made  by 
the  board  of  directors  vmder  this  section 
other  than  the  determinations  required 
by  paragraphs  (a)(ll)(i)  (designation  of 
NRSROs),  (c)(1)  (board  findings), 

(c) (2)(i)  and  (ii)  (determinations  related 
to  liquidity  fees  and  temporary 
suspensions  of  redemptions),  (f)(2) 
(defaults  and  other  events),  (g)(1)  and 
(g)(2)  (amortized  cost  and  penny 
rounding  procedures),  and  (g)(8)  (stress 
testing  procedures)  of  this  section. 

(1)  Written  guidelines.  The  board  of 
directors  must  establish  and 
periodically  review  wo'itten  guidelines 
(including  guidelines  for  determining 
whether  securities  present  minimal 
credit  risks  as  required  in  paragraph 

(d) (2)  of  this  section)  and  procedures 
under  which  the  delegate  makes  such 
determinations. 

(2)  Oversight.  The  board  of  directors 
must  take  any  measures  reasonably 
necessary  (through  periodic  reviews  of 
fund  investments  and  the  delegate’s 
procedures  in  connection  with 
investment  decisions  and  prompt 
review  of  the  adviser’s  actions  in  the 
event  of  the  default  of  a  security  or 
event  of  insolvency  with  respect  to  the 
issuer  of  the  secmity  or  any  guarantee 
or  demand  feature  to  which  it  is  subject 
that  requires  notification  of  the 
Commission  under  paragraph  (f)(3)  of 
this  section  by  reference  to  Form  N-CR 
(§  274.222  of  this  chapter))  to  assure  that 
the  guidelines  and  procedures  are  being 
followed. 


■  6.  Section  270.12d3-l(d)(7)(v)  is 
amended  by  removing  “§§  270.2a- 
7(a)(8)  and  270.2a-7(a)(15)”  and  adding 
in  its  place  “§§  270.2a-7(a)(9)  and 
270.2a-7(a)(18)”. 

■  7.  Section  270.18f-3(c)(2)(i)  is 
amended  by  removing  the  phrase  “that 
determines  net  asset  value  using  the 
amortized  cost  method  permitted  by 

§  270.2a-7’’  and  adding  in  its  place 
“that  operates  in  compliance  with 
§270.2a-7’’. 

■  8.  Section  §  270.22e-3  is  amended  by 
revising  paragraph  (a)(1)  and  adding 
paragraph  (d). 

The  revisions  and  additions  read  as 
follows. 

§  270.22e-3  Exemption  for  liquidation  of 
money  market  funds. 

(a)  *  *  * 

(1)  The  fund,  at  the  end  of  a  business 
day,  has  invested  less  than  ten  percent 
of  its  total  assets  in  weekly  liquid  assets 
or,  in  the  case  of  a  fund  that  is  a 
government  money  market  fund,  as 
defined  in  §  270.2a-7(a)(16)  or  a  retail 
money  market  fund,  as  defined  in 
§  270.2a-7(a)(25),  the  fund’s  price  per 
share  as  computed  for  the  purpose  of 
distribution,  redemption  and 
repurchase,  rounded  to  the  nearest  one 
percent,  has  deviated  from  the  stable 
price  established  by  the  board  of 
directors  or  the  fund’s  board  of 
directors,  including  a  majority  of 
directors  who  are  not  interested  persons 
of  the  fund,  determines  that  such  a 
deviation  is  likely  to  occur; 
***** 

(d)  Definitions.  Each  of  the  terms 
business  day,  total  assets,  and  weekly 
liquid  assets  has  the  same  meaning  as 
defined  in  §270.2a-7. 

■  9.  Section  270.30bl-7  is  revised  to 
read  as  follows: 

§  270.30b1-7  Monthly  report  for  money 
market  funds. 

Every  registered  open-end 
management  investment  company,  or 
series  thereof,  that  is  regulated  as  a 
money  market  fund  under  §  270.2a-7 
must  file  with  the  Commission  a 
monthly  report  of  portfolio  holdings  on 
Form  N-MFP  (§  274.201  of  this  chapter), 
current  as  of  the  last  business  day  or  any 
subsequent  calendar  day  of  the 
preceding  month,  no  later  than  the  fifth 
business  day  of  each  month. 

■  10.  Section  270.30bl-8  is  added  to 
read  as  follows: 

§  270.30b1-8  Current  report  for  money 
market  funds. 

Every  registered  open-end 
management  investment  company,  or 
series  thereof,  that  is  regulated  as  a 
money  market  fund  under  §  270.2a-7, 
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that  experiences  any  of  the  events 
specified  on  Form  N-CR  (274.222  of  this 
chapter),  must  file  with  the  Commission 
a  current  report  on  Form  N-CR  within 
the  period  specified  in  that  form. 

■  11.  Section  270.31a-l(b)(l)  is 
amended  by  removing  “§  270.2a-7(a)(8) 
or  §  270.2a-7(a)(15)”  and  adding  in  its 
place  “§  270.2a-7(a)(9)  or  §  270.2a- 
7(a)(18)”. 

PART  239— FORMS  PRESCRIBED 
UNDER  THE  SECURITIES  ACT  OF  1933 

■  12.  The  authority  citation  for  Part  239 
continues  to  read  in  part  as  follows: 

Authority:  15  U.S.C.  77f,  77g,  77h,  77j,  77s, 
77Z-2,  77Z-3,  77sss,  78c,  787,  78m,  78n, 
78o(d),  780-7,  78o-7  note,  78u-5,  78w(a), 

7811,  78mm,  80a-2(a),  80a-3,  80a-8,  80a-9, 
80a-10,  80a-13,  80a-24,  80a-26,  80a-29, 
80a-30,  80a-37,  and  Pub.  L.  111-203, sec. 
939A,  124  Stat.  1376  (2010),  unless  otherwise 
noted. 

★  *!*:** 

PART  274— FORMS  PRESCRIBED 
UNDER  THE  INVESTMENT  COMPANY 
ACT  OF  1940 

■  13.  The  authority  citation  for  Part  274 
continues  to  read  in  part  as  follows: 

Authority:  15  U.S.C.  77f,  77g,  77h,  77j,  77s, 
78c(b),  787,  78m,  78n,  78o(d),  80a-8,  80a-24, 
80a-26,  80a-29,  and  Pub.  L.  111-203,  sec. 
939A,  124  Stat.  1376  (2010),  unless  otherwise 
noted. 

if  *  -k  * 

■  14.  Form  N-lA  (referenced  in 
§§239.15A  and  274. IIA)  is  amended 
by: 

■  a.  Revising  paragraph  2(b)  of  the 
instructions  to  Item  3; 

■  b.  Revising  paragraph  (b)(1)  (ii)  of  Item 
4;  and 

■  c.  Adding  a  paragraph  (g)  to  Item  16. 

The  additions  and  revisions  read  as 

follows: 

Note:  The  text  of  Form  N-IA  does  not,  and 
this  amendment  will  not,  appear  in  the  Code 
of  Federal  Regulations. 

Form  N-lA 
***** 

Item  3.  Risk/Return  Summary:  Fee 
Table 

***** 

Instructions. 

***** 

2.  Shareholder  Fees. 
***** 

(b)  “Redemption  Fee”  includes  a  fee 
charged  for  any  redemption  of  the 
Fund’s  shares,  but  does  not  include  a 
deferred  sales  charge  (load)  imposed 
upon  redemption,  and,  if  the  Fund  is  a 
Money  Market  Fund,  does  not  include 


a  liquidity  fee  imposed  upon  the  sale  of 
Fund  shares  in  accordance  with  rule  2a- 
7(c)(2). 

***** 

Item  4.  Risk/Retum  Summary: 
Investments,  Risks,  and  Performance 
***** 

(b)  *  *  * 

(1)*  *  * 

(ii)  (A)  If  the  Fund  is  a  Money  Market 
Fund  that  is  not  a  government  Money 
Market  Fund,  as  defined  in  §  270.2a- 
7(a)(16)  or  a  retail  Money  Market  Fund, 
as  defined  in  §  270.2a-7(a)(25),  include 
the  following  statement: 

You  could  lose  money  by  investing  in  the 
Fund.  Because  the  share  price  of  the  Fund 
will  fluctuate,  when  you  sell  your  shares  they 
may  be  worth  more  or  less  than  what  you 
originally  paid  for  them.  The  Fund  may 
impose  a  fee  upon  sale  of  your  shares  or  may 
temporarily  suspend  your  ability  to  sell 
shares  if  the  Fund’s  liquidity  falls  below 
required  minimums  because  of  market 
conditions  or  other  factors.  An  investment  in 
the  Fund  is  not  insured  or  guaranteed  by  the 
Federal  Deposit  Insurance  Corporation  or  any 
other  government  agency.  The  Fund’s 
sponsor  has  no  legal  obligation  to  provide 
financial  support  to  the  Fund,  and  you 
should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time. 

(B)  If  the  Fund  is  a  Money  Market 
Fund  that  is  a  government  Money 
Market  Fund,  as  defined  in  §270. 2a- 
7(a)(16),  or  a  retail  Money  Market  Fund, 
as  defined  in  §  270.2a-7(a)(25),  and  that 
is  subject  to  the  requirements  of 

§§  270.2a-7(c)(2)(i)  and/or  (ii)  of  this 
chapter  (or  is  not  subject  to  the 
requirements  of  §§  270.2a-7(c)(2)(i)  and/ 
or  (ii)  of  this  chapter  pursuant  to 
§  270.2a-7(c)(2)(iii)  of  this  chapter,  but 
has  chosen  to  rely  on  the  ability  to 
impose  liquidity  fees  and  suspend 
redemptions  consistent  with  the 
requirements  of  §§  270.2a-7(c)(2)(i)  and/ 
or  (ii)),  include  the  following  statement: 

You  could  lose  money  by  investing  in  the 
Fund.  Although  the  Fund  seeks  to  preserve 
the  value  of  your  investment  at  $1.00  per 
share,  it  cannot  guarantee  it  will  do  so.  The 
Fund  may  impose  a  fee  upon  sale  of  your 
shares  or  may  temporarily  suspend  your 
ability  to  sell  shares  if  the  Fund’s  liquidity 
falls  below  required  minimums  because  of 
market  conditions  or  other  factors.  An 
investment  in  the  Fund  is  not  insured  or 
guaranteed  by  the  Federal  Deposit  Insurance 
Corporation  or  any  other  government  agency. 
The  Fund’s  sponsor  has  no  legal  obligation 
to  provide  financial  support  to  the  Fund,  and 
you  should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time. 

(C)  If  the  Fund  is  a  Money  Market 
Fund  that  is  a  government  Money 
Market  Fund,  as  defined  in  §  270.2a- 
7(a)(16),  that  is  not  subject  to  the 


requirements  of  §§  270.2a-7(c)(2)(i)  and/ 
or  (ii)  of  this  chapter  pursuant  to 
§  270.2a-7(c)(2)(iii)  of  this  chapter,  and 
that  has  not  chosen  to  rely  on  the  ability 
to  impose  liquidity  fees  and  suspend 
redemptions  consistent  with  the 
requirements  of  §§  270.2a-7(c)(2)(i)  and/ 
or  (ii)),  include  the  following  statement: 

You  could  lose  money  by  investing  in  the 
Fund.  Although  the  Fund  seeks  to  preserve 
the  value  of  your  investment  at  $1.00  per 
share,  it  cannot  guarantee  it  will  do  so.  An 
investment  in  the  Fund  is  not  insured  or 
guaranteed  by  the  Federal  Deposit  Insurance 
Corporation  or  any  other  government  agency. 
The  Fund’s  sponsor  has  no  legal  obligation 
to  provide  financial  support  to  the  Fund,  and 
you  should  not  expect  that  the  sponsor  will 
provide  financial  support  to  the  Fund  at  any 
time. 

Instruction.  If  an  affiliated  person, 
promoter,  or  principal  underwriter  of 
the  Fund,  or  an  affiliated  person  of  such 
a  person,  has  contractually  committed 
to  provide  financial  support  to  the 
Fund,  and  the  term  of  the  agreement 
will  extend  for  at  least  one  year 
following  the  effective  date  of  the 
Fund’s  registration  statement,  the 
statement  specified  in  Item 
4(b)(l)(ii)(A),  Item  4(b)(l)(ii)(B),  or  Item 
4(b)(l)(ii)(C)  may  omit  the  last  sentence 
(“The  Fund’s  sponsor  has  no  legal 
obligation  to  provide  financial  support 
to  the  Fund,  and  you  should  not  expect 
that  the  sponsor  will  provide  financial 
support  to  the  Fund  at  any  time.”).  For 
purposes  of  this  Instruction,  the  term 
“financial  support”  includes  any  capital 
contribution,  purchase  of  a  security 
from  the  Fund  in  reliance  on  §  2 70. 17a- 
9,  purchase  of  any  defaulted  or 
devalued  security  at  par,  execution  of 
letter  of  credit  or  letter  of  indemnity, 
capital  support  agreement  (whether  or 
not  the  Fund  ultimately  received 
support),  performance  guarantee,  or  any 
other  similar  action  reasonably  intended 
to  increase  or  stabilize  the  value  or 
liquidity  of  the  fund’s  portfolio; 
however,  the  term  “financial  support” 
excludes  any  routine  waiver  of  fees  or 
reimbiu’sement  of  fund  expenses, 
routine  inter-fund  lending,  routine 
inter-fund  purchases  of  fund  shares,  or 
any  action  that  would  qualify  as 
financial  support  as  defined  above,  that 
the  board  of  directors  has  otherwise 
determined  not  to  be  reasonably 
intended  to  increase  or  stabilize  the 
value  or  liquidity  of  the  fund’s  portfolio. 
***** 

Item  16.  Description  of  the  Fund  and  Its 
Investments  and  Risks 
***** 

(g)  Money  Market  Fund  Material 
Events.  If  the  Fund  is  a  Money  Market 
Fund  (except  any  Money  Market  Fund 
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that  is  not  subject  to  the  requirements  of 
§§  270.2a-7(cK2Ki)  and/or  (ii)  of  this 
chapter  pursuant  to  §  270.2a-7(cK2Kiii) 
of  this  chapter,  and  has  not  chosen  to 
rely  on  the  ability  to  impose  liquidity 
fees  and  suspend  redemptions 
consistent  with  the  requirements  of 
§§  270.2a-7(c)(2Ki)  and/or  (ii))  disclose, 
as  applicable,  the  following  events: 

(1)  Imposition  of  Liquidity  Fees  and 
Temporary  Suspensions  of  Fund 
Redemptions. 

(i)  During  the  last  10  years,  any 
occasion  on  which  the  Fund  has 
invested  less  than  ten  percent  of  its  total 
assets  in  weekly  liquid  assets  (as 
provided  in  §  270.2a-7(c)(2)(ii)),  and 
with  respect  to  each  such  occasion, 
whether  the  Fund’s  board  of  directors 
determined  to  impose  a  liquidity  fee 
pursuant  to  §  270.2a-7(c)(2)(ii)  and/or 
temporarily  suspend  the  Fund’s 
redemptions  pursuant  to  §  270.2a- 
7(c)(2)(i). 

(ii)  During  the  last  10  years,  any 
occasion  on  which  the  Fund  has 
invested  less  than  thirty  percent,  but 
more  than  ten  percent,  of  its  total  assets 
in  weekly  liquid  assets  (as  provided  in 

§  270.2a-7(c)(2)(i))  and  the  Fund’s  board 
of  directors  has  determined  to  impose  a 
liquidity  fee  pursuant  to  §  270.2a- 
7(c)(2)(i)  and/or  temporarily  suspend 
the  Fund’s  redemptions  pursuant  to 
§270.2a-7(c)(2)(i). 

Instructions 

1.  With  respect  to  each  such  occasion, 
disclose:  the  dates  and  length  of  time  for 
which  the  Fund  invested  less  than  ten 
percent  (or  thirty  percent,  as  applicable) 
of  its  total  assets  in  weekly  liquid  assets; 
the  dates  and  length  of  time  for  which 
the  Fund’s  board  of  directors 
determined  to  impose  a  liquidity  fee 
pursuant  to  §  270.2a-7(c)(2)(i)  or 

§  270.2a-7(c)(2)(ii),  and/or  temporarily 
suspend  the  Fund’s  redemptions 
pursuant  to  §  270.2a-7(c)(2)(i);  and  the 
size  of  any  liquidity  fee  imposed 
pursuant  to  §  270.2a-7(c)(2)(i)  or 
§270.2a-7(c)(2)(ii). 

2.  The  disclosure  required  by  Item 
16(g)(1)  should  incorporate,  as 
appropriate,  any  information  that  the 
Fund  is  required  to  report  to  the 
Commission  on  Items  E.l,  E.2,  E.3,  E.4, 
F.l,  F.2,  and  G.l  of  Form  N-CR  [17  CFR 
274.222]. 

3.  The  disclosure  required  by  Item 
16(g)(1)  should  conclude  with  the 
following  statement:  “The  Fund  was 
required  to  disclose  additional 
information  about  this  event  [or  “these 
events,’’  as  appropriate]  on  Form  N-CR 
and  to  file  this  form  with  the  Securities 
and  Exchange  Commission.  Any  Form 
N-CR  filing  submitted  by  the  Fund  is 
available  on  the  EDGAR  Database  on  the 


Securities  and  Exchange  Commission’s 
Internet  site  at  http://wmv.sec.gov.” 

(2)  Financial  Support  Provided  to 
Money  Market  Funds.  During  the  last  10 
years,  any  occasion  on  which  an 
affiliated  person,  promoter,  or  principal 
underwriter  of  the  Fund,  or  an  affiliated 
person  of  such  a  person,  provided  any 
form  of  financial  support  to  the  Fund, 
including  a  description  of  the  nature  of 
support,  person  providing  support,  brief 
description  of  the  relationship  between 
the  person  providing  support  and  the 
Fund,  date  support  provided,  amount  of 
support,  security  supported  (if 
applicable),  and  the  value  of  security 
supported  on  date  support  was  initiated 
(if  applicable). 

Instructions 

1.  The  term  “financial  support’’ 
includes  any  capital  contribution, 
purchase  of  a  security  from  the  Fund  in 
reliance  on  §  270.17a-9,  purchase  of  any 
defaulted  or  devalued  security  at  par, 
execution  of  letter  of  credit  or  letter  of 
indemnity,  capital  support  agreement 
(whether  or  not  the  Fund  ultimately 
received  support),  performance 
guarantee,  or  any  other  similar  action 
reasonably  intended  to  increase  or 
stabilize  the  value  or  liquidity  of  the 
Fund’s  portfolio;  excluding,  however, 
any  routine  waiver  of  fees  or 
reimbursement  of  Fund  expenses, 
routine  inter-fund  lending,  routine 
inter-fund  purchases  of  Fund  shares,  or 
any  action  that  would  qualify  as 
financial  support  as  defined  above,  that 
the  board  of  directors  has  otherwise 
determined  not  to  be  reasonably 
intended  to  increase  or  stabilize  the 
value  or  liquidity  of  the  Fund’s 
portfolio. 

2.  If  during  the  last  10  years,  the  Fund 
has  participated  in  one  or  more  mergers 
with  another  investment  company  (a 
“merging  investment  company’’), 
provide  the  information  required  by 
Item  16(g)(2)  with  respect  to  any 
merging  investment  company  as  well  as 
with  respect  to  the  Fund;  for  purposes 
of  this  instruction,  the  term  “merger” 
means  a  merger,  consolidation,  or 
purchase  or  sale  of  substantially  all  of 
the  assets  between  the  Fund  and  a 
merging  investment  company.  If  the 
person  or  entity  that  previously 
provided  financial  support  to  a  merging 
investment  company  is  not  currently  an 
affiliated  person,  promoter,  or  principal 
underwriter  of  the  Fund,  the  Fund  need 
not  provide  the  information  required  by 
Item  16(g)(2)  with  respect  to  that 
merging  investment  company. 

3.  The  disclosure  required  by  Item 
16(g)(2)  should  incorporate,  as 
appropriate,  any  information  that  the 
Fund  is  required  to  report  to  the 


Commission  on  Items  C.l,  C.2,  C.3,  C.4, 
C.5,  C.6,  and  C.7  of  Form  N-CR  [17  CFR 
274.222]. 

4.  The  disclosure  required  by  Item 
16(g)(2)  should  conclude  with  the 
following  statement:  “The  Fund  was 
required  to  disclose  additional 
information  about  this  event  [or  “these 
events,”  as  appropriate]  on  Form  N-CR 
and  to  file  this  form  with  the  Securities 
and  Exchange  Commission.  Any  Form 
N-CR  filing  submitted  by  the  Fund  is 
available  on  the  EDGAR  Database  on  the 
Securities  and  Exchange  Commission’s 
Internet  site  at  http://www.sec.gov.” 

■  15.  Form  N-MFP  (referenced  in 
§  274.201)  is  revised  to  read  as  follows: 

Note:  The  text  of  Form  N-MFP  does  not, 
and  this  amendment  will  not,  appear  in  the 
Code  of  Federal  Regulations. 

Form  N-MFP 

Monthly  Schedule  of  Portfolio  Holdings 
of  Money  Market  Funds 

Form  N-MFP  is  to  be  used  by 
registered  open-end  management 
investment  companies,  or  series  thereof, 
that  are  regulated  as  money  market 
funds  pursuant  to  rule  2a-7  under  the 
Investment  Company  Act  of  1940 
(“Act”)  (17  CFR  270.2a-7)  (“money 
market  funds”),  to  file  reports  with  the 
Commission  pursuant  to  rule  30bl-7 
under  the  Act  (17  CFR  270.30bl-7).  The 
Commission  may  use  the  information 
provided  on  Form  N-MFP  in  its 
regulatory,  disclosure  review, 
inspection,  and  policymaking  roles. 

General  Instructions 

A.  Rule  os  to  Use  of  Form  N-MFP 

Form  N-MFP  is  the  public  reporting 
form  that  is  to  be  used  for  monthly 
reports  of  money  market  funds  required 
by  section  30(b)  of  the  Act  and  rule 
30bl-7  under  the  Act  (17  CFR 
270.30bl-7).  A  money  market  fund 
must  report  information  about  the  fund 
and  its  portfolio  holdings  as  of  the  last 
business  day  or  any  subsequent 
calendar  day  of  the  preceding  month. 
The  Form  N-MFP  must  be  filed  with  the 
Commission  no  later  than  the  fifth 
business  day  of  each  month,  but  may  be 
filed  any  time  beginning  on  the  first 
business  day  of  the  month.  Each  money 
market  fund,  or  series  of  a  money 
market  fund,  is  required  to  file  a 
separate  form.  If  the  money  market  fund 
does  not  have  any  classes,  the  fund 
must  provide  the  information  required 
by  Part  B  for  the  series. 

A  money  market  fund  may  file  an 
amendment  to  a  previously  filed  Form 
N-MFP  at  any  time,  including  an 
amendment  to  correct  a  mistake  or  error 
in  a  previously  filed  form.  A  fund  that 
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files  an  amendment  to  a  previously  filed 
form  must  provide  information  in 
response  to  all  items  of  Form  N-MFP, 
regardless  of  why  the  amendment  is 
filed. 

B.  Application  of  General  Rules  and 
Regulations 

The  General  Rules  and  Regulations 
under  the  Act  contain  certain  general 
requirements  that  are  applicable  to 
reporting  on  any  form  under  the  Act. 
These  general  requirements  should  be 
carefully  read  and  observed  in  the 
preparation  and  filing  of  reports  on  this 
form,  except  that  any  provision  in  the 
form  or  in  these  instructions  shall  be 
controlling. 

C.  Filing  of  Form  N-MFP 

A  money  market  fund  must  file  Form 
N-MFP  in  accordance  with  rule  232.13 
of  Regulation  S-T.  Form  N-MFP  must 
be  filed  electronically  using  the 
Commission’s  EDGAR  system. 

D.  Paperwork  Reduction  Act 
Information 

A  registrant  is  not  required  to  respond 
to  the  collection  of  information 
contained  in  Form  N-MFP  unless  the 
Form  displays  a  currently  valid  Office  of 
Management  and  Budget  (“OMB”) 
control  number.  Please  direct  comments 
concerning  the  accuracy  of  the 
information  collection  burden  estimate 
and  any  suggestions  for  reducing  the 
burden  to  the  Secretary,  Securities  and 
Exchange  Commission,  100  F  Street  NE., 
Washington,  DC  20549-1090.  The  OMB 
has  reviewed  this  collection  of 
information  under  the  clearance 
requirements  of  44  U.S.C.  3507. 

E.  Definitions 

References  to  sections  and  rules  in 
this  Form  N-MFP  are  to  the  Investment 
Company  Act  of  1940  [15  U.S.C.  80a] 

(the  “Investment  Company  Act’’),  unless 
otherwise  indicated.  Terms  used  in  this 
Form  N-MFP  have  the  same  meaning  as 
in  the  Investment  Company  Act  or 
related  rules,  unless  otherwise 
indicated. 

As  used  in  this  Form  N-MFP,  the 
terms  set  out  below  have  the  following 
meanings: 

“Cash”  means  demand  deposits  in 
depository  institutions  and  cash 
holdings  in  custodial  accounts. 

“Class”  means  a  class  of  shares  issued 
by  a  Multiple  Class  Fund  that  represents 
interests  in  the  same  portfolio  of 
securities  under  rule  18f-3  [17  CFR 
270.18f-3]  or  under  an  order  exempting 
the  Multiple  Class  Fund  from  sections 
18(f),  18(g),  and  18(i)  [15  U.S.C.  80a- 
18(f),  18(g),  and  18(i)]. 


“Fund”  means  the  Registrant  or  a 
separate  Series  of  the  Registrant.  When 
an  item  of  Form  N-MFP  specifically 
applies  to  a  Registrant  or  a  Series,  those 
terms  will  be  used. 

“LEI”  means,  with  respect  to  any 
company,  the  “legal  entity  identifier” 
assigned  by  or  on  behalf  of  an 
internationally  recognized  standards 
setting  body  and  required  for  reporting 
purposes  by  the  U.S.  Department  of  the 
Treasury’s  Office  of  Financial  Research 
or  a  financial  regulator.  In  the  case  of  a 
financial  institution,  if  a  “legal  entity 
identifier”  has  not  been  assigned,  then 
LEI  means  the  RSSD  ID  assigned  by  the 
National  Information  Center  of  the 
Board  of  Governors  of  the  Federal 
Reserve  System,  if  any. 

“Master-Feeder  Fund”  means  a  two- 
tiered  arrangement  in  which  one  or 
more  Funds  (or  registered  or 
unregistered  pooled  investment 
vehicles)  (each  a  “Feeder  Fund”),  holds 
shares  of  a  single  Fund  (the  “Master 
Fund”)  in  accordance  with  section 
12(d)(1)(E)  [15  U.S.C.  80a-12(d)(l)(E)]. 

“Money  Market  Fund”  means  a  Fund 
that  holds  itself  out  as  a  money  market 
fund  and  meets  the  requirements  of  rule 
2a-7  [17  CFR  270.2a-7]. 

“Securities  Act”  means  the  Securities 
Act  of  1933  [15  U.S.C.  77a-aa]. 

“Series”  means  shares  offered  by  a 
Registrant  that  represent  undivided 
interests  in  a  portfolio  of  investments 
and  that  are  preferred  over  all  other 
series  of  shares  for  assets  specifically 
allocated  to  that  series  in  accordance 
with  rule  18f-2(a)  [17  CFR  270.18f- 
2(a)]. 

“Value”  has  the  meaning  defined  in 
section  2(a)(41)  of  the  Act  (15  U.S.C. 
80a-2(a)(41)). 

United  States  Securities  and  Exchange 
Commission  Washington,  DC  20549 

Form  N-MFP 

Monthly  Schedule  of  Portfolio  Holdings 
of  Money  Market  Funds 

General  Information 

Item  1.  Report  for  [mm/dd/yyyy]. 

Item  2.  CIK  Number  of  Registrant. 

Item  3.  LEI  of  Registrant  (if  available) 
(See  General  Instructions  E.) 

Item  4.  EDGAR  Series  Identifier. 

Item  5.  Total  number  of  share  classes  in 
the  series. 

Item  6.  Do  you  anticipate  that  this  will 
be  the  fund’s  final  filing  on  Form 
N-MFP?  [Y/N]  If  Yes,  answer  Items 
6.a— 6.C. 

a.  Is  the  fund  liquidating?  [Y/N] 

b.  Is  the  fund  merging  with,  or  being 
acquired  by,  another  fund?  [Y/N] 

c.  If  applicable,  identify  the  successor 
fund  by  CIK,  Securities  Act  file 
number,  and  EDGAR  series 


identifier. 

Item  7.  Has  the  fund  acquired  or  merged 
with  another  fund  since  the  last 
filing?  [Y/N]  If  Yes,  answer  Item  7. a. 

a.  Identify  the  acquired  or  merged 
fund  by  CIK,  Securities  Act  file 
number,  and  EDGAR  series 
identifier. 

Item  8.  Provide  the  name,  email  address, 
and  telephone  number  of  the  person 
authorized  to  receive  information 
and  respond  to  questions  about  this 
Form  N-MFP. 

Part  A:  Series-Level  Information  about 

the  Fund 

Item  A.l  Securities  Act  File  Number. 

Item  A. 2  Investment  Adviser. 

a.  SEC  file  number  of  investment 
adviser. 

Item  A. 3  Sub-Adviser.  If  a  fund  has 
one  or  more  sub-advisers,  disclose 
the  name  of  each  sub-adviser. 

a.  SEC  file  number  of  each  sub¬ 
adviser. 

Item  A. 4  Independent  Public 
Accountant. 

a.  City  and  state  of  independent 
public  accountant. 

Item  A. 5  Administrator.  If  a  fund  has 
one  or  more  administrators, 
disclose  the  name  of  each 
administrator. 

Item  A. 6  Transfer  Agent. 

a.  CIK  Number. 

b.  SEC  file  number  of  transfer  agent. 

Item  A. 7  Master-Feeder  Funds.  Is  this 

a  Feeder  Fund?  [Y/N]  If  Yes,  answer 
Items  A.7.a-7.c. 

a.  Identify  the  Master  Fund  by  CIK  or, 
if  the  fund  does  not  have  a  CIK,  by 
name. 

b.  Securities  Act  file  number  of  the 
Master  Fund. 

c.  EDGAR  series  identifier  of  the 
Master  Fund. 

Item  A. 8  Master-Feeder  Funds.  Is  this 
a  Master  Fund?  [Y/N]  If  Yes,  answer 
Items  A.8.a-8.c. 

a.  Identify  all  Feeder  Funds  by  CIK  or, 
if  the  fund  does  not  have  a  CIK,  by 
name. 

b.  Securities  Act  file  number  of  each 
Feeder  Fund. 

c.  EDGAR  series  identifier  of  each 
Feeder  Fund. 

Item  A. 9  Is  this  series  primarily  used 
to  fund  insurance  company  separate 
accounts?  [Y/N] 

Item  A.  10  Category.  Indicate  the 
category  that  identifies  the  money 
market  fund  from  among  the 
following;  Treasury,  Government/ 
Agency,  Exempt  Government, 

Prime,  Single  State,  or  Other  Tax 
Exempt. 

a.  Is  this  fund  an  exempt  retail  fund 
as  defined  in  270.2a-7(a)(25)[Y/N]? 
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Item  A.  11  Dollar-weighted  average 
portfolio  maturity  (“WAM”  as 
defined  in  rule  2a-7(dKl)(ii)). 

Item  A.  12  Dollar-weighted  average  life 
maturity  (“WAL”  as  defined  in  rule 
2a-7(dKlHiii)l.  Calculate  WAL 
without  reference  to  the  exceptions 
in  rule  2a-7(d)  regarding  interest 
rate  readjustments. 

Item  A.  13  Liquidity.  Provide  the 
following,  as  of  the  close  of 
business  on  each  Friday  during  the 
month  reported  (if  the  reporting 
date  falls  on  a  holiday  or  other  day 
on  which  the  fund  does  not 
calculate  the  daily  or  weekly 
liquidity,  provide  the  value  as  of 
the  close  of  business  on  the  date  in 
that  week  last  calculated); 

a.  Total  Value  of  Daily  Liquid  Assets 
to  the  nearest  cent: 

i.  Friday,  week  1: 

ii.  Friday,  week  2: 

iii.  Friday,  week  3: 

iv.  Friday,  week  4: 

V.  Friday,  week  5  (if  applicable): 

b.  Total  Value  of  WeeKly  Liquid 
Assets  (including  Daily  Liquid 
Assets)  to  the  nearest  cent; 

i.  Friday,  week  1: 

ii.  Friday,  week  2: 

iii.  Friday,  week  3: 

iv.  Friday,  week  4: 

V.  Friday,  week  5  (if  applicable): 

c.  Percentage  of  Total  Assets  invested 
in  Daily  Liquid  Assets: 

i.  Friday,  weelc  1: 

ii.  Friday,  week  2: 

iii.  Friday,  week  3: 

iv.  Friday,  week  4: 

V.  Friday,  week  5  (if  applicable): 

d.  Percentage  of  Total  Assets  invested 
in  Weekly  Liquid  Assets  (including 
Daily  Liquid  Assets): 

i.  Friday,  week  1: 

ii.  Friday,  week  2: 

iii.  Friday,  week  3: 

iv.  Friday,  week  4: 

V.  Friday,  week  5  (if  applicable): 

Item  A. 14  Provide  the  following,  to  the 
nearest  cent: 

a.  Cash.  (See  General  Instructions  E.) 

b.  Total  Value  of  portfolio  securities. 
(See  General  Instructions  E.) 

i.  If  any  portfolio  securities  are  valued 
using  amortized  cost,  the  total  value 
of  the  portfolio  securities  valued  at 
amortized  cost. 

c.  Total  Value  of  other  assets 
(excluding  amounts  provided  in 
A.14.a-c.) 

Item  A. 15  Total  value  of  liabilities,  to 
the  nearest  cent. 

Item  A. 16  Net  assets  of  the  series,  to 
the  nearest  cent. 

Item  A.  17  Number  of  shares 
outstanding,  to  the  nearest 
hundredth. 

Item  A.  18  If  the  fund  seeks  to  maintain 
a  stable  price  per  share,  state  the 
price  the  fund  seeks  to  maintain. 


Item  A.  19  7-day  gross  yield.  Based  on 
the  7  days  ended  on  the  last  day  of 
the  prior  month,  calculate  the 
fund’s  yield  by  determining  the  net 
change,  exclusive  of  capital  changes 
and  income  other  than  investment 
income,  in  the  value  of  a 
hypothetical  pre-existing  account 
having  a  balance  of  one  share  at  the 
beginning  of  the  period  and 
dividing  the  difference  by  the  value 
of  the  account  at  the  beginning  of 
the  base  period  to  obtain  the  base 
period  return,  and  then  multiplying 
the  base  period  return  by  (365/7) 
with  the  resulting  yield  figure 
carried  to  the  nearest  hundredth  of 
one  percent.  The  7-day  gross  yield 
should  not  reflect  a  deduction  of 
shareholders  fees  and  fund 
operating  expenses.  For  master 
funds  and  feeder  funds,  report  the 
7-day  gross  yield  at  the  master-fund 
level. 

Item  A. 20  Net  asset  value  per  share. 
Provide  the  net  asset  value  per 
share,  calculated  using  available 
market  quotations  (or  an 
appropriate  substitute  that  reflects 
current  market  conditions)  rounded 
to  the  fourth  decimal  place  in  the 
case  of  a  fund  with  a  $1.0000  share 
price  (or  an  equivalent  level  of 
accuracy  for  funds  with  a  different 
share  price),  as  of  the  close  of 
business  on  each  Friday  during  the 
month  reported  (if  the  reporting 
date  falls  on  a  holiday  or  other  day 
on  which  the  fund  does  not 
calculate  the  net  asset  value  per 
share,  provide  the  value  as  of  the 
close  of  business  on  the  date  in  that 
week  last  calculated): 

a.  Friday,  week  1: 

b.  Friday,  week  2: 

c.  Friday,  week  3: 

d.  Friday,  week  4: 

e.  Friday,  week  5  (if  applicable): 

Part  B:  Class-Level  Information  About 
the  Fund 

For  each  Glass  of  the  Series 
(regardless  of  the  number  of  shares 
outstanding  in  the  Class),  disclose  the 
following: 

ItemB.l  EDGAR  Class  identifier. 

Item  B.2  Minimum  initial  investment. 
Item  B.3  Net  assets  of  the  Class,  to  the 
nearest  cent. 

Item  B.4  Number  of  shares 
outstanding,  to  the  nearest 
hundredth. 

Item  B.5  Net  asset  value  per  share. 
Provide  the  net  asset  value  per 
share,  calculated  using  available 
market  quotations  (or  an 
appropriate  substitute  that  reflects 
current  market  conditions), 
rounded  to  the  fourth  decimal  place 


in  the  case  of  a  fund  with  a  $1.0000 
share  price  (or  an  equivalent  level 
of  accuracy  for  funds  with  a 
different  share  price),  as  of  the  close 
of  business  on  each  Friday  during 
the  month  reported  (if  the  reporting 
date  falls  on  a  holiday  or  other  day 
on  which  the  fund  does  not 
calculate  the  net  asset  value  per 
share,  provide  the  value  as  of  the 
close  of  business  on  the  date  in  that 
week  last  calculated): 

a.  Friday,  week  1: 

b.  Friday,  week  2: 

c.  Friday,  week  3: 

d.  Friday,  week  4: 

Friday,  week  5  (if  applicable): 

Item  B.6  Net  shareholder  flow.  Provide 
the  aggregate  weekly  gross 
subscriptions  (including  dividend 
reinvestments)  and  gross 
redemptions,  rounded  to  the  nearest 
cent,  as  of  the  close  of  business  on 
each  Friday  during  the  month 
reported  (if  the  reporting  date  falls 
on  a  holiday  or  other  day  on  which 
the  fund  does  not  calculate  the 
gross  subscriptions  or  gross 
redemptions,  provide  the  value  as 
of  the  close  of  business  on  the  date 
in  that  week  last  calculated): 

a.  Friday,  week  1: 

i.  Weekly  gross  subscriptions 
(including  dividend  reinvestments): 

ii.  Weekly  gross  redemptions: 

b.  Friday,  week  2: 

i.  Weekly  gross  subscriptions 
(including  dividend  reinvestments): 

ii.  Weekly  gross  redemptions: 

c.  Friday,  week  3: 

i.  Weekly  gross  subscriptions 
(including  dividend  reinvestments): 

ii.  Weekly  gross  redemptions: 

d.  Friday,  week  4: 

i.  Weekly  gross  subscriptions 
(including  dividend  reinvestments): 

ii.  Weekly  gross  redemptions: 

e.  Friday,  week  5  (if  applicable); 

i.  Weekly  gross  subscriptions 
(including  dividend  reinvestments): 

ii.  Weekly  gross  redemptions: 

f.  Total  for  the  month  reported: 

i.  Monthly  gross  subscriptions 
(including  dividend  reinvestments): 

ii.  Monthly  gross  redemptions: 

Item  B.7  7-day  net  yield,  as  calculated 
under  Item  26(a)(1)  of  Form  N-lA 
(§  274. 11 A  of  this  chapter). 

Item  B.8  During  the  reporting  period, 
did  any  Person  pay  for,  or  waive  all 
or  part  of  the  fund’s  operating 
expenses  or  management  fees?  [Y/ 

N]  If  Yes,  answer  Item  B.8. a. 

a.  Provide  the  name  of  the  Person  and 
describe  the  nature  and  amount  of 
the  expense  payment  or  fee  waiver, 
or  both  (reported  in  dollars). 
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Part  C:  Schedule  of  Portfolio  Securities 

For  each  security  held  by  the  money 

market  fund,  disclose  the  following: 

Item  C.l  The  name  of  the  issuer. 

Item  C.2  The  title  of  the  issue 

(including  coupon,  if  applicable). 

Item  C.3  The  CUSIP. 

Item  C.4  The  LEI  (if  available).  (See 
General  Instruction  E.). 

Item  C.5  Other  identifier.  In  addition 
to  CUSIP  and  LEI,  provide  at  least 
one  of  the  following  other 
identifiers,  if  available: 

a.  The  ISIN; 

b.  The  CIK;  or 

c.  Other  unique  identifier. 

Item  C.6  The  category  of  investment. 
Indicate  the  category  that  most 
closely  identifies  the  instrument 
from  among  the  following:  U.S. 
Treasury  Debt;  U.S.  Government 
Agency  Debt;  Non-U. S.  Sovereign, 
Sub-Sovereign  and  Supra-National 
debt;  Certificate  of  Deposit;  Non- 
Negotiable  Time  Deposit;  Variable 
Rate  Demand  Note;  Other 
Municipal  Security;  Asset  Backed 
Commercial  Paper;  Other  Asset 
Backed  Securities;  U.S.  Treasury 
Repurchase  Agreement,  if 
collateralized  only  by  U.S. 
Treasuries  (including  Strips)  and 
cash;  U.S.  Government  Agency 
Repurchase  Agreement, 
collateralized  only  by  U.S. 
Government  Agency  securities,  U.S. 
Treasuries,  and  cash;  Other 
Repurchase  Agreement,  if  any 
collateral  falls  outside  Treasury, 
Government  Agency  and  cash; 
Insurance  Company  Funding 
Agreement;  Investment  Company; 
Financial  Company  Commercial 
Paper;  Non-Financial  Company 
Commercial  Paper;  or  Tender 
Option  Bond.  If  Other  Instrument, 
include  a  brief  description. 

Item  C.7  If  the  security  is  a  repvu’chase 
agreement,  is  the  fund  treating  the 
acquisition  of  the  repurchase 
agreement  as  the  acquisition  of  the 
underlying  securities  (j.e., 
collateral)  for  purposes  of  portfolio 
diversification  under  rule  2a-7?  [Y/ 
N] 

Item  C.8  For  all  repurchase 

agreements,  specify  whether  the 
repurchase  agreement  is  “open” 
[i.e.,  the  repurchase  agreement  has 
no  specified  end  date  and,  by  its 
terms,  will  be  extended  or  “rolled” 
each  business  day  (or  at  another 
specified  period)  unless  the 
investor  chooses  to  terminate  it), 
and  describe  the  securities  subject 
to  the  repurchase  agreement  {i.e., 
collateral). 

a.  Is  the  repurchase  agreement 


“open”?  [Y/N] 

b.  The  name  of  the  collateral  issuer. 

c.  LEI  (if  available). 

d.  Maturity  date. 

e.  Coupon  or  yield. 

f.  The  principal  amount,  to  the  nearest 
cent. 

g.  Value  of  collateral,  to  the  nearest 
cent. 

h.  The  category  of  investments  that 
most  closely  represents  the 
collateral,  selected  from  among  the 
following: 

Asset-Backed  Securities;  Agency 
Collateralized  Mortgage  Obligations; 
Agency  Debentures  and  Agency 
Strips;  Agency  Mortgage-Backed 
Securities;  Private  Label 
Collateralized  Mortgage  Obligations; 
Corporate  Debt  Securities;  Equities; 
Money  Market;  U.S.  Treasuries 
(including  strips);  Other  Instrument.  If 
Other  Instrument,  include  a  brief 
description,  including,  if  applicable, 
whether  it  is  a  collateralized  debt 
obligation,  municipal  debt,  whole 
loan,  or  international  debt. 

If  multiple  securities  of  an  issuer  are 
subject  to  the  repurchase  agreement, 
the  securities  may  be  aggregated,  in 
which  case  disclose:  (a)  The  total 
principal  amount  and  value  and  (b) 
the  range  of  maturity  dates  and 
interest  rates. 

Item  C.9  Rating.  Indicate  whether  the 
security  is  a  rated  First  Tier 
Security,  rated  Second  Tier 
Security,  an  Unrated  Security,  or  no 
longer  an  Eligible  Security. 

Item  C.  10  Name  of  each  Designated 
NRSRO. 

a.  For  each  Designated  NRSRO, 
disclose  the  credit  rating  given  by 
the  Designated  NRSRO.  If  the 
instrument  and  its  issuer  are  not 
rated  by  the  Designated  NRSRO, 
indicate  “NR.” 

Item  C.  11  The  maturity  date 

determined  by  taking  into  account 
the  maturity  shortening  provisions 
of  rule  2a-7(i)  (i.e.,  the  maturity 
date  used  to  calculate  WAM  under 
rule  2a-7(d)(l)(ii)). 

Item  C.l 2  The  maturity  date 

determined  without  reference  to  the 
exceptions  in  rule  2a-7(i)  regarding 
interest  rate  readjustments  (i.e.,  the 
maturity  date  used  to  calculate 
WAL  under  rule  2a-7(d)(l)(iii)). 

Item  C.l 3  The  maturity  date 

determined  without  reference  to  the 
matmity  shortening  provisions  of 
rule  2a-7(i)  (i.e.,  the  ultimate  legal 
matmity  date  on  which,  in 
accordance  with  the  terms  of  the 
security  without  regard  to  any 
interest  rate  readjustment  or 
demand  feature,  the  principal 


amount  must  unconditionally  be 
paid). 

Item  C.14  Does  the  security  have  a 
Demand  Feature  on  which  the  fund 
is  relying  to  determine  the  quality, 
maturity  or  liquidity  of  the 
security?  [Y/N]  If  Yes,  answer  Items 
C.14. a — 14. f.  Where  applicable, 
provide  the  information  required  in 
Items  C.14b — 14. f  in  the  order  that 
each  Demand  Feature  issuer  was 
reported  in  Item  C.14. a. 

a.  The  identity  of  the  Demand  Feature 
issuer(s). 

b.  Designated  NRSRO(s)  for  the 
Demand  Feature(s)  or  provider(s)  of 
the  Demand  Feature(s). 

c.  For  each  Designated  NRSRO, 
disclose  the  credit  rating  given  by 
the  Designated  NRSRO.  If  there  is 
no  rating  given  by  the  Designated 
NRSRO,  indicate  “NR.” 

d.  The  amount  (i.e.,  percentage)  of 
fractional  support  provided  by  each 
Demand  Feature  issuer. 

e.  The  period  remaining  until  the 
principal  amount  of  the  security 
may  be  recovered  through  the 
Demand  Feature. 

f.  Is  the  demand  feature  conditional? 
[Y/N] 

Item  C.l 5  Does  the  security  have  a 
Guarantee  (other  than  an 
unconditional  letter  of  credit 
disclosed  in  item  C.14  above)  on 
which  the  fund  is  relying  to 
determine  the  quality,  maturity  or 
liquidity  of  the  security?  [Y/N]  If 
Yes,  answer  Items  C.15.a-15.d. 
Where  applicable,  provide  the 
information  required  in  Item 
C.15.b-15.d  in  the  order  that  each 
Guarantor  was  reported  in  Item 
C.15.a. 

a.  The  identity  of  the  Guarantor(s). 

b.  Designated  NRSRO(s)  for  the 
Guarantee(s)  or  Guarantor(s). 

c.  For  each  Designated  NRSRO, 
disclose  the  credit  rating  given  by 
the  Designated  NRSRO.  If  there  is 
no  rating  given  by  the  Designated 
NRSRO,  indicate  “NR.” 

d.  The  amount  [i.e.,  percentage)  of 
fractional  support  provided  by  each 
Guarantor. 

Item  C.l 6  Does  the  security  have  any 
enhancements,  other  than  those 
identified  in  Items  C.14  and  C.15 
above,  on  which  the  fund  is  relying 
to  determine  the  quality,  maturity 
or  liquidity  of  the  security?  [Y/N]  If 
Yes,  answer  Items  C.16.a-16.e. 
Where  applicable,  provide  the 
information  required  in  Items 
C.16.b-16.e  in  the  order  that  each 
enhancement  provider  was  reported 
in  Item  C.16.a. 

a.  The  identity  of  the  enhancement 
provider(s). 
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b.  The  type  of  enhancement(s). 

c.  Designated  NRSRO(s)  for  the 
enhancement(s)  or  enhancement 
provider(s). 

d.  For  each  Designated  NRSRO, 
disclose  the  credit  rating  given  by 
the  Designated  NRSRO.  If  there  is 
no  rating  given  by  the  Designated 
NRSRO,  indicate  “NR.” 

e.  The  amount  (i.e.,  percentage)  of 
fractional  support  provided  by  each 
enhancement  provider. 

Item  C.  17  The  yield  of  the  security  as 
of  the  reporting  date. 

Item  C.18  The  total  Value  of  the  fund’s 
position  in  the  security,  to  the 
nearest  cent:  (See  General 
Instruction  E.) 

a.  Including  the  value  of  any  sponsor 
support: 

b.  Excluding  the  value  of  any  sponsor 
support: 

Item  C.  19  The  percentage  of  the  money 
market  fund’s  net  assets  invested  in 
the  security,  to  the  nearest 
hundredth  of  a  percent. 

Item  C.20  Is  the  security  categorized  at 
level  3  in  the  fair  value  hierarchy 
under  U.S.  Generally  Accepted 
Accounting  Principles  (ASC  820, 
Fair  Value  Measurement)  [Y/N]? 
Item  G.21  Is  the  security  a  Daily  Liquid 
Asset?  [Y/N] 

Item  C.22  Is  the  security  a  Weekly 
Liquid  Asset?  [Y/N] 

Item  C.23  Is  the  security  an  Illiquid 
Security?  [Y/N] 

Item  C.24  Explanatory  notes.  Disclose 
any  other  information  that  may  be 
material  to  other  disclosures  related 
to  the  portfolio  security.  If  none, 
leave  blank. 

Signatures 

Pursuant  to  the  requirements  of  the 
Investment  Company  Act  of  1940,  the 
registrant  has  duly  caused  this  report  to 
be  signed  on  its  behalf  by  the 
undersigned  hereunto  duly  authorized. 

(Registrant) 


Date 


(Signature)* 

*Print  name  and  title  of  the  signing 
officer  under  his/her  signature. 

■  16.  Section  274.222  and  Form  N-CR 
are  added  to  read  as  follows: 

§274.222  Form  N-CR,  Current  report  of 
money  market  fund  material  events. 

This  form  shall  be  used  by  registered 
investment  companies  that  are  regulated 
as  money  market  funds  under  §  270.2a- 
7  of  this  chapter  to  file  current  reports 
pursuant  to  §  270.30bl-8  of  this  chapter 
within  the  time  periods  specified  in  the 
form. 


Note:  The  text  of  Form  N-CR  will  not 
appear  in  the  Code  of  Federal  Regulations. 

Form  N-CR 
Current  Report 

Money  Market  Fund  Material  Events 

Form  N-CR  is  to  be  used  by  registered 
open-end  management  investment 
companies,  or  series  thereof,  that  are 
regulated  as  money  market  funds 
pursuant  to  rule  2a-7  under  the 
Investment  Company  Act  of  1940 
(“Investment  Company  Act”)  (17  CFR 
270.2a-7)  (“money  market  funds”),  to 
file  current  reports  with  the 
Commission  pursuant  to  rule  30bl-8 
under  the  Investment  Company  Act  (17 
CFR  270.30bl-8).  The  Commission  may 
use  the  information  provided  on  Form 
N-CR  in  its  regulatory,  disclosure 
review,  inspection,  and  policymaking 
roles. 

General  Instructions 

A.  Rule  as  to  Use  of  Form  N-CR 

Form  N-CR  is  the  public  reporting 
form  that  is  to  be  used  for  current 
reports  of  money  market  funds  required 
by  section  30(b)  of  the  Act  and  rule 
30bl-8  under  the  Act.  A  money  market 
fund  must  file  a  report  on  Form  N-CR 
upon  the  occurrence  of  any  one  or  more 
of  the  events  specified  in  Parts  B-H  of 
this  form.  Unless  otherwise  specified,  a 
report  is  to  be  filed  within  one  business 
day  after  occurrence  of  the  event,  and 
will  be  made  public  immediately  upon 
filing.  If  the  event  occurs  on  a  Saturday, 
Sunday,  or  holiday  on  which  the 
Commission  is  not  open  for  business, 
then  the  report  is  to  be  filed  on  the  first 
business  day  thereafter. 

B.  Application  of  General  Rules  and 
Regulations 

The  General  Rules  and  Regulations 
under  the  Act  contain  certain  general 
requirements  that  are  applicable  to 
reporting  on  any  form  under  the  Act. 
These  general  requirements  should  be 
carefully  read  and  observed  in  the 
preparation  and  filing  of  reports  on  this 
form,  except  that  any  provision  in  the 
form  or  in  these  instructions  shall  be 
controlling. 

C.  Information  To  Be  Included  in  Report 
Filed  on  Form  N-CR 

Upon  the  occurrence  of  any  one  or 
more  of  the  events  specified  in  Parts  B- 
H  of  Form  N-CR,  a  money  market  fund 
must  file  a  report  on  Form  N-CR  that 
includes  information  in  response  to 
each  of  the  items  in  Part  A  of  the  form, 
as  well  as  each  of  the  items  in  the 
applicable  Parts  B-H  of  the  form. 


D.  Filing  of  Form  N-CR 

A  money  market  fund  must  file  Form 
N-CR  in  accordance  with  rule  232.13  of 
Regulation  S-T.  Form  N-CR  must  be 
filed  electronically  using  the 
Commission’s  EDGAR  system. 

E.  Paperwork  Reduction  Act 
Information 

A  registrant  is  not  required  to  respond 
to  the  collection  of  information 
contained  in  Form  N-CR  unless  the 
form  displays  a  currently  valid  Office  of 
Management  and  Budget  (“OMB”) 
control  number.  Please  direct  comments 
concerning  the  accuracy  of  the 
information  collection  burden  estimate 
and  any  suggestions  for  reducing  the 
burden  to  the  Secretary,  Securities  and 
Exchange  Commission,  100  F  Street  NE., 
Washington,  DC  20549-1090.  The  OMB 
has  reviewed  this  collection  of 
information  under  the  clearance 
requirements  of  44  U.S.C.  3507. 

F.  Definitions 

References  to  sections  and  rules  in 
this  Form  N-CR  are  to  the  Investment 
Company  Act  (15  U.S.C.  80a),  unless 
otherwise  indicated.  Terms  used  in  this 
Form  N-CR  have  the  same  meaning  as 
in  the  Investment  Company  Act  or  rule 
2a-7  under  the  Investment  Company 
Act,  unless  otherwise  indicated.  In 
addition,  as  used  in  this  Form  N-CR, 
the  term  “fund”  means  the  registrant  or 
a  separate  series  of  the  registrant. 

United  States  Securities  and  Exchange 
Commission  Washington,  DC  20549 

Form  N-CR 

Cimrent  Report  Money  Market  Fund 
Material  Events 

Part  A:  General  Information 

Item  A.  1  Report  for  [mm/dd/yy}^]. 

Item  A. 2  CIK  Number  of  registrant. 

Item  A. 3  EDGAR  Series  Identifier. 

Item  A. 4  Securities  Act  File  Number. 
Item  A. 5  Provide  the  name,  email 
address,  and  telephone  number  of 
the  person  authorized  to  receive 
information  and  respond  to 
questions  about  this  Form  N-CR. 

Part  B:  Defaidt  or  Event  of  Insolvency 
of  Portfolio  Security  Issuer 

If  the  issuer  of  one  or  more  of  the 
fund’s  portfolio  securities,  or  the  issuer 
of  a  demand  feature  or  guarantee  to 
which  one  of  the  fund’s  portfolio 
securities  is  subject,  and  on  which  the 
fund  is  relying  to  determine  the  quality, 
maturity,  or  liquidity  of  a  portfolio 
security,  experiences  a  default  or  event 
of  insolvency  (other  than  an  immaterial 
default  unrelated  to  the  financial 
condition  of  the  issuer),  and  the 
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portfolio  security  or  securities  (or  the 
securities  subject  to  the  demand  feature 
or  guarantee)  accounted  for  at  least  Vz  of 
1  percent  of  the  fund’s  total  assets 
immediately  before  the  default  or  event 
of  insolvency,  disclose  the  follow^ing 
information: 

Item  B.l  Security  or  securities 

affected.  Disclose  the  name  of  the 
issuer,  the  title  of  the  issue 
(including  coupon  or  yield,  if 
applicable)  and  at  least  two 
identifiers,  if  available  (e.g.,  CUSIP, 
ISIN,  CIK,  LEI). 

Item  B.2  Date(s)  on  which  the 

default(s)  or  Event(s)  of  Insolvency 
occurred. 

Item  B.3  Value  of  affected  security  or 
securities  on  the  date(s)  on  which 
the  default(s)  or  event(s)  of 
insolvency  occurred. 

Item  B.4  Percentage  of  the  fund’s  total 
assets  represented  by  the  affected 
security  or  securities. 

Item  B.5  Brief  description  of  actions 
fund  plans  to  take,  or  has  taken,  in 
response  to  the  default(s)  or  event(s) 
of  insolvency. 

Instruction.  For  purposes  of  Part  B,  an 
instrument  subject  to  a  demand  feature 
or  guarantee  will  not  be  deemed  to  be 
in  default  (and  an  event  of  insolvency 
with  respect  to  the  security  will  not  be 
deemed  to  have  occurred)  if:  (i)  In  the 
case  of  an  instrument  subject  to  a 
demand  feature,  the  demand  feature  has 
been  exercised  and  the  fund  has 
recovered  either  the  principal  amount  or 
the  amortized  cost  of  the  instrument, 
plus  accrued  interest;  (ii)  the  provider  of 
the  guarantee  is  continuing,  without 
protest,  to  make  payments  as  due  on  the 
instrument;  or  (iii)  the  provider  of  a 
guarantee  with  respect  to  an  asset- 
backed  security  pursuant  to  rule  2a- 
7(a)(16)(ii)  is  continuing,  without 
protest,  to  provide  credit,  liquidity  or 
other  support  as  necessary  to  permit  the 
asset-backed  secmity  to  make  payments 
as  due. 

A  report  responding  to  Items  B.l 
through  B.4  is  to  be  filed  within  one 
business  day  after  occurrence  of  an 
event  contemplated  in  this  Part  B.  An 
amended  report  responding  to  Item  B.5 
is  to  be  filed  within  four  business  days 
after  occurrence  of  an  event 
contemplated  in  this  Part  B. 

Part  C;  Provision  of  Financial  Support 
To  Fund 

If  an  affiliated  person,  promoter,  or 
principal  underwriter  of  the  fund,  or  an 
affiliated  person  of  such  a  person, 
provides  any  form  of  financial  support 
to  the  fund  (including  any  (i)  capital 
contribution,  (ii)  purchase  of  a  security 
from  the  fund  in  reliance  on  §  270.17a- 


9,  (iii)  purchase  of  any  defaulted  or 
devalued  security  at  par,  (iv)  execution 
of  letter  of  credit  or  letter  of  indemnity, 
(v)  capital  support  agreement  (whether 
or  not  the  fund  ultimately  received 
support),  (vi)  performance  guarantee,  or 
(vii)  any  other  similar  action  reasonably 
intended  to  increase  or  stabilize  the 
value  or  liquidity  of  the  fund’s  portfolio; 
excluding,  however,  any  (i)  routine 
waiver  of  fees  or  reimbursement  of  fund 
expenses,  (ii)  routine  inter-fund  lending 
(iii)  routine  inter-fund  purchases  of 
fund  shares,  or  (iv)  any  action  that 
would  qualify  as  financial  support  as 
defined  above,  that  the  board  of 
directors  has  otherwise  determined  not 
to  be  reasonably  intended  to  increase  or 
stabilize  the  value  or  liquidity  of  the 
fund’s  portfolio),  disclose  the  following 
information: 

ItemC.l  Description  of  nature  of 
support. 

Item  C.2  Person  providing  support. 
Item  C.3  Brief  description  of 

relationship  between  the  person 
providing  support  and  the  fund. 

Item  C.4  Date  support  provided. 

Item  C.5  Amount  of  support. 

Item  C.6  Secmity  supported  (if 

applicable).  Disclose  the  name  of 
the  issuer,  the  title  of  the  issue 
(including  coupon  or  yield,  if 
applicable)  and  at  least  two 
identifiers,  if  available  (e.g.,  CUSIP, 
ISIN,  CIK,  LEI). 

Item  C.  7  Value  of  security  supported 
on  date  support  was  initiated  (if 
applicable). 

Item  C.8  Brief  description  of  reason  for 
support. 

Item  C.9  Term  of  support. 

Item  C.IO  Brief  description  of  any 
contractual  restrictions  relating  to 
support. 

Instruction.  If  an  affiliated  person, 
promoter,  or  principal  underwriter  of 
the  fund,  or  an  affiliated  person  of  such 
a  person,  purchases  a  security  from  the 
fund  in  reliance  on  §  270.1 7a-9,  the 
fund  must  provide  the  purchase  price  of 
the  security  in  responding  to  Item  C.6. 

A  report  responding  to  Items  C.l 
through  C.7  is  to  be  filed  within  one 
business  day  after  occurrence  of  an 
event  contemplated  in  this  Part  C.  An 
amended  report  responding  to  Items  C.8 
through  C.IO  is  to  be  filed  within  four 
business  days  after  occurrence  of  an 
event  contemplated  in  this  Part  C. 

Part  D:  Deviation  Between  Current  Net 
Asset  Value  per  Share  and  Intended 
Stable  Price  per  Share 

If  a  retail  money  market  fund’s  or  a 
government  money  market  fund’s 
current  net  asset  value  per  share 
(rounded  to  the  fourth  decimal  place  in 


the  case  of  a  fund  with  a  $1.00  share 
price,  or  an  equivalent  level  of  accuracy 
for  funds  with  a  different  share  price) 
deviates  downward  from  its  intended 
stable  price  per  share  by  more  than  Va 
of  1  percent,  disclose: 

Item  D.l  Date(s)  on  which  such 

downward  deviation  exceeded  Va  of 
1  percent. 

Item  D.2  Extent  of  deviation  between 
the  fund’s  current  net  asset  value 
per  share  and  its  intended  stable 
price  per  share. 

Item  D.3  Principal  reason  or  reasons 
for  the  deviation,  including  the 
name  of  any  security  whose  value 
calculated  using  available  market 
quotations  (or  an  appropriate 
substitute  that  reflects  current 
market  conditions)  or  sale  price,  or 
whose  issuer’s  downgrade,  default, 
or  event  of  insolvency  (or  similar 
event),  has  contributed  to  the 
deviation.  For  any  such  security, 
disclose  the  name  of  the  issuer,  the 
title  of  the  issue  (including  coupon 
or  yield,  if  applicable)  and  at  least 
two  identifiers,  if  available  (e.g., 
CUSIP,  ISIN,  CIK,  LEI). 

Instruction.  A  report  responding  to 
Items  D.l  and  D.2  is  to  be  filed  within 
one  business  day  after  occurrence  of  an 
event  contemplated  in  this  Part  D.  An 
amended  report  responding  to  Items  D.3 
is  to  be  filed  within  four  business  days 
after  occurrence  of  an  event 
contemplated  in  this  Part  D. 

Part  E;  Imposition  of  Liquidity  Fee 

If  a  fund  (except  a  government  money 
market  fund  that  is  relying  on  the 
exemption  in  rule  2a-7(c)(2)(iii)):  (i)  At 
the  end  of  a  business  day,  has  invested 
less  than  ten  percent  of  its  total  assets 
in  weekly  liquid  assets  or  (ii)  has 
invested  less  than  thirty  percent  of  its 
total  assets  in  weekly  liquid  assets  and 
imposes  a  liquidity  fee  pursuant  to  rule 
2a-7(c)(2)(i)  or  (ii),  disclose  the 
following  information: 

Item  E.l  Initial  date  on  which  the  fund 
invested  less  than  ten  percent  of  its 
total  assets  in  weekly  liquid  assets, 
if  applicable. 

Item  E.2  If  the  fund  imposes  a 

liquidity  fee  pursuant  to  rule  2a- 
7(c)(2),  date  on  which  the  fund 
instituted  the  liquidity  fee. 

Item  E.3  Percentage  of  the  fund’s  total 
assets  invested  in  weekly  liquid 
assets  as  of  the  dates  reported  in 
items  E.l  and  E.2,  as  applicable. 

Item  E.4  Size  of  the  liquidity  fee,  if 
any. 

Item  E.5  Brief  description  of  the  facts 
and  circumstances  leading  to  the 
fund’s  investing  in  the  amount  of 
weekly  liquid  assets  reported  in 
Item  E.3. 
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Item  E.6  Brief  discussion  of  the 

primary  considerations  or  factors 
taken  in  account  by  the  board  of 
directors  in  its  decision  to  impose 
(or  not  impose)  a  liquidity  fee. 

Instruction.  A  report  responding  to 
Items  E.l  though  E.4  is  to  be  filed 
within  one  business  day  after 
occurrence  of  an  event  contemplated  in 
this  Part  E.  An  amended  report 
responding  to  Items  E.5  and  E.6  is  to  be 
filed  within  four  business  days  after 
occurrence  of  an  event  contemplated  in 
this  Part  E. 

Part  F:  Suspension  of  Fund 
Redemptions 

If  a  fund  suspends  redemptions 
pursuant  to  rule  2a-7(cK2Ki),  disclose 
the  following  information: 

Item  F.l  Percentage  of  the  fund’s  total 
assets  invested  in  weekly  liquid 
assets  as  of  the  date  on  which  the 
fund  suspended  redemptions. 

Item  F.2  Date  on  which  the  fund 
initially  suspended  redemptions. 
Item  F.3  Brief  description  of  the  facts 
and  circumstances  leading  to  the 
fund’s  investing  in  the  amoimt  of 
weekly  liquid  assets  stated  in  Item 
F.l. 

Item  F.4  Brief  discussion  of  the 

primary  considerations  or  factors 
taken  in  account  by  the  board  of 
directors  in  its  decision  to  suspend 
the  fund’s  redemptions. 

Instruction.  A  report  responding  to 
Items  F.l  and  F.2  is  to  be  filed  within 
one  business  day  after  occurrence  of  an 


event  contemplated  in  this  Part  F.  An 
amended  report  responding  to  Items  F.3 
and  F.4  is  to  be  filed  within  four 
business  days  after  occurrence  of  an 
event  contemplated  in  this  Part  F. 

Part  G:  Removal  of  Liquidity  Fees  and/ 
or  Resumption  of  Fund  Redemptions 

If  a  fund  that  has  imposed  a  liquidity 
fee  and/or  suspended  the  fund’s 
redemptions  pursuant  to  rule  2a-7(c)(2) 
determines  to  remove  such  fee  and/or 
resume  fund  redemptions,  disclose  the 
following,  as  applicable: 

ItemG.l  Date  on  which  the  fund 
removed  the  liquidity  fee  and/or 
resumed  fund  redemptions. 

Part  H:  Optional  Disclosure 

If  a  fund  chooses,  at  its  option,  to 
disclose  any  other  events  or  information 
not  otherwise  required  by  this  form,  it 
may  do  so  under  this  Item  H.l. 

Item  H.l  Optional  disclosure. 

Instruction.  Item  H.l  is  intended  to 
provide  a  fund  with  additional 
flexibility,  if  it  so  chooses,  to  disclose 
any  other  events  or  information  not 
otherwise  required  by  this  form,  or  to 
supplement  or  clarify  any  of  the 
disclosures  required  elsewhere  in  this 
form.  Part  H  does  not  impose  on  funds 
any  affirmative  obligation.  A  fund  may 
file  a  report  on  Form  N-CR  responding 
to  Part  H  at  any  time. 

Signatures 

Pursuant  to  the  requirements  of  the 
Investment  Company  Act  of  1940,  the 
registrant  has  duly  caused  this  report  to 


be  signed  on  its  behalf  by  the 
undersigned  hereunto  duly  authorized. 


(Registrant) 

Date 


(Signature)* 

*Print  name  and  title  of  the  signing 
officer  under  his/her  signature. 

PART  279— FORMS  PRESCRIBED 
UNDER  THE  INVESTMENT  ADVISERS 
ACT  OF  1940 

■  17.  The  authority  citation  for  Part  279 
continues  to  read  as  follows: 

Authority:  The  Investment  Advisers  Act  of 
1940,  15  U.S.C.  80b-l,  et  seq. 

■  18.  Form  PF  (referenced  in  §  279.9)  is 
amended  by: 

■  a.  In  General  Instruction  15,  removing 
the  reference  to  Question  57  from  the 
last  bulleted  sentence: 

■  b.  Revising  section  3; 

■  c.  In  the  Glossary  of  Terms,  adding 
and  revising  certain  terms. 

■  The  additions  and  revisions  read  as 
follows: 

Note:  The  text  of  Form  PF  does  not,  and 
this  amendment  will  not,  appear  in  the  Code 
of  Federal  Regulations. 

Form  PF 

***** 

Section  3 

BILLING  CODE  8011-01-P 
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Section  3:  Information  about  liquidity  funds  that  you  advise. 


You  must  complete  a  separate  Section  3  for  each  liquidity  fund  X\\SLi  you  advise.  However,  with  respect  to 
master-feeder  arrangements  and  parallel  fund  structures,  you  may  report  collectively  or  separately  about 
the  component  funds  as  provided  in  the  General  Instructions. 


Item  A.  Reporting  fund  \denX\iy  mg  and  operational  information 


51.  (a)  Name  of  the  reporting  fund . 

(b)  Private  fund  identification  number  of  the  reporting  fund . 

52.  Does  the  reporting  fund  use  the  amortized  cost  method  of  valuation  in  computing  its  net 
asset  valuel 

□  Yes  □  No 

53.  Does  the  reporting  fund  use  the  penny  rounding  method  of  pricing  in  computing  its  net  asset 
valuel 

□  Yes  □  No 

54.  (a)  Does  the  reporting  fund  have  a  policy  of  complying  with  the  risk  limiting  conditions 

of  rule  2a-7? 

I  I  Yes  O  No 

(b)  If  you  responded  “no”  to  Question  54(a)  above,  does  the  reporting  fund  hawQ  a  policy 

of  complying  with  the  following  provisions  of  rule  2a-7\ 


(i)  the  diversification  conditions? 

□ 

Yes 

□ 

No 

(ii)  the  credit  quality  conditions? 

□ 

Yes 

□ 

No 

(iii)the  liquidity  conditions? 

□ 

Yes 

□ 

No 

(iv)  the  maturity  conditions? 

□ 

Yes 

□ 

No 

Item  B.  Reporting  fund  assets 


55.  Provide  the  following  information  for  each  month  of  the  reporting  period. 

1st  2nd  3rd 

Month  Month  Month 

(a)  Net  asset  value  of  reporting  fund  as  reported  to  current  and 

prospective  investors . 
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(b) 


(c) 

(d) 

(e) 
(0 

(g) 

(h) 

(i) 


Net  asset  value  per  share  of  reporting  fund  as  reported  to 
current  and  prospective  investors  (to  the  nearest  hundredth  of 
a  cent) . 

Net  asset  value  per  share  of  reporting  fund  (to  the  nearest 
hundredth  of  a  cent;  exclude  the  value  of  any  capital  support 
agreement  or  similar  arrangement) . 

WAM  of  reporting  fund  (in  days) . 

WAL  of  reporting  fund  (in  days) . 

7 -day  gross  yield  of  reporting  fund  (to  the  nearest  hundredth 
of  one  percent) . 

Dollar  amount  of  the  reporting  fund’s  assets  that  are  daily 
liquid  assets . 

Dollar  amount  of  the  repotting  fund’s  assets  that  are  weekly 
liquid  assets . 

Dollar  amount  of  the  reporting  fund’s  assets  that  have  a 
maturity  greater  than  397  days . 


Item  C.  Financing  information 


56.  (a)  Is  the  amount  of  total  borrowing  reported  in  response  to  Question  12  equal  to  or 

greater  than  5%  of  the  reporting  fund’s  net  asset  valuel 

I  I  Yes  n  No 

(b)  If  you  responded  “yes”  to  Question  56(a)  above,  divide  the  dollar  amount  of  total 
borrowing  reported  in  response  to  Question  1 2  among  the  periods  specified  below 
depending  on  the  type  of  borrowing,  the  type  of  creditor  and  the  latest  date  on  which 
the  reporting  fund  may  repay  the  principal  amount  of  the  borrowing  without 
defaulting  or  incurring  penalties  or  additional  fees. 

(If  a  creditor  (or  syndicate  or  administrative/collateral  agent)  is  permitted  to  vaiy 
unilaterally  the  economic  terms  of  the  financing  or  to  revalue  posted  collateral  in  its 
own  discretion  and  demand  additional  collateral,  then  the  borrowing  should  be 
deemed  to  have  a  maturity  of  1  day  or  less  for  purposes  of  this  question.  For 
amortizing  loans,  each  amortization  payment  should  be  treated  separately  and 
grouped  with  other  borrowings  based  on  its  payment  date.) 

(The  total  amount  q/'borrowings  reported  below  should  equal  approximately  the  total 
amount  q/’borrowing  reported  in  response  to  Question  12.) 

31  days  Greater 
1  day  or  2  days  to  8  days  to  to  than  397 
less  7  days  30  days  397  days  days 

(i)  Unsecured  borrowing  _ _ _ _ _ 

(A)  U.S.  financial  institutions . . 

(B)  Non-U. S.  financial  institutions . . 
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(C)  Other  U.S.  creditors . 

(D)  Other  non-U. S.  creditors 

(ii)  Secured  borrowing 


(A)  U.S.  financial  institutions . 

(B)  Non-U. S.  financial  institutions . 

(C)  Other  U.S.  creditors . 

(D)  Other  non-U. S.  creditors . 

57.  (a)  Does  the  reporting  fund  havt  in  place  one  or  more  committed  liquidity  facil 

1  1  Yes  O  No 

(b)  If  you  responded  “yes”  to  Question  57(a),  provide  the  aggregate  dollar 

amount  of  commitments  under  the  liquidity  facilities . 

ities? 

Item  D.  Investor  information 


58.  Specify  the  number  of  outstanding  shares  or  units  of  the  reporting  fund’s  stock 

or  similar  securities . 

59.  Provide  the  following  information  regarding  investor  concentration. 

(For  purposes  of  this  question,  if you  know  that  two  or  more  beneficial  owners 
of  the  reporting  fund  are  affiliated  with  each  other,  you  should  treat  them  as  a 
single  beneficial  owner.) 

(a)  Specify  the  percentage  of  the  reporting  fund’s  equity  that  is  beneficially 

owned  by  the  beneficial  owner  having  the  largest  equity  interest  in  the 
reporting  fund . 

(b)  How  many  investors  beneficially  own  5%  or  more  of  the  reporting  fund’s 
equity.^ 

60.  Provide  a  good  faith  estimate,  as  of  the  data  reporting  date,  of  the  percentage  of 

the  reporting  fund’s  outstanding  equity  that  was  purchased  using  securities 
lending  collateral . 

61.  Provide  the  following  information  regarding  the  restrictions  on  withdrawals  and 
redemptions  by  investors  in  the  reporting  fund. 

(For  Questions  61  and  62,  please  note  that  the  standards  for  imposing  suspensions  and 
restrictions  on  withdrawals/redemptions  may  vary  among  funds.  Make  a  good  faith 
determination  of  the  provisions  that  would  likely  be  triggered  during  conditions  that  you 
view  as  significant  market  stress.) 
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As  of  the  data  reporting  date,  what  percentage  of  the  reporting  fund’s  net  asset  value,  if 

any: 

(a)  May  be  subjected  to  a  suspension  of  investor  withdrawals/redemptions  by 

an  adviser  or  fund  governing  body  (this  question  relates  to  an  adviser’s  or 
governing  body ’s  right  to  suspend  and  not  just  whether  a  suspension  is 
currently  effective) . 

(b)  May  be  subjected  to  material  restrictions  on  investor  withdrawals/ 

redemptions  (e.g.,  “gates”)  by  an  adviser  or  fund  governing  body  (this 
question  relates  to  an  adviser ’s  or  governing  body ’s  right  to  impose  a 
restriction  and  not  just  whether  a  restriction  has  been  imposed) . 

(c)  Is  subject  to  a  suspension  of  investor  withdrawals/redemptions  (this 

question  relates  to  whether  a  suspension  is  currently  effective  and  not  just 
an  adviser ’s  or  governing  body ’s  right  to  suspend) . 

(d)  Is  subject  to  a  material  restriction  on  investor  withdrawals/redemptions 

(e.g.,  a  “gate”)  (this  question  relates  to  whether  a  restriction  has  been 
imposed  and  not  just  an  adviser ’s  or  governing  body ’s  right  to  impose  a 
restriction) . 

62.  Investor  liquidity  (as  a  %  of  net  asset  value): 

(Divide  the  reporting  fund’s  net  asset  value  among  the  periods  specified  below  depending 
on  the  shortest  period  within  which  investors  are  entitled,  under  the  fund  documents,  to 
M’ithdraw  invested  funds  or  receive  redemption  payments,  as  applicable.  Assume  that 
you  would  impose  gates  where  applicable  but  that  you  would  not  completely  suspend 
withdrawals/redemptions  and  that  there  are  no  redemption  fees.  Please  base  on  the 
notice  period  before  the  valuation  date  rather  than  the  date  proceeds  would  be  paid  to 
investors.  The  total  should  add  up  to  100%.) 


(i)  1  day  or  less . 

(ii)  2  days  -  7  days . 

(iii)  8  days  -  30  days . 

(iv)  3 1  days  -  90  days . 

(v)  91  days  -  1 80  days  ... 

(vi)  181  days -365  days.. 

(vii)  Longer  than  365  days, 


Item  E.  Portfolio  Information 


63.  For  each  security  held  by  the  reporting  fund,  provide  the  following  information 
for  each  month  of  the  reporting  period. 

(a)  Name  of  the  issuer . 
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(b)  Title  of  the  issue  (including  coupon,  if  applicable) . 

(c)  CUSIP . 

(d)  LEI,  if  available . 

(e)  In  addition  to  CUSIP  and  LEI,  provide  at  least  one  of  the  following  other 
identifiers,  if  available: 

(i)  ISIN . 

(ii)  CIK . 

(iii)  Other  unique  identifier . 

(f)  The  category  of  investment  that  most  closely  identifies  the  instrument . 

(Select  from  among  the  following  categories  of  investment:  U.S. 
Treasury  Debt;  U.S.  Government  Agency  Debt;  Non-U. S.  Sovereign, 
Sub-Sovereign  and  Supra-National  debt;  Certificate  of  Deposit;  Non- 
Negotiable  Time  Deposit;  Variable  Rate  Demand  Note;  Other 
Municipal  Security;  Asset  Backed  Commercial  Paper;  Other  Asset 
Backed  Securities;  U.S.  Treasury  Repurchase  Agreement,  if 
collateralized  only  by  U.S.  Treasuries  (including  Strips)  and  cash; 

U.S.  Government  Agency  Repurchase  Agreement,  collateralized  only 
by  U.S.  Government  Agency  securities,  U.S.  Treasuries,  and  cash; 
Other  Repurchase  Agreement,  if  any  collateral  falls  outside  Treaswy, 
Government  Agency  and  cash;  Insurance  Company  Funding 
Agreement;  Investment  Company;  Financial  Company  Commercial 
Paper;  Non-Financial  Company  Commercial  Paper;  or  Tender 
Option  Bond.  If  Other  Instrument,  include  a  brief  description.) 

(g)  For  repos,  specify  whether  the  repo  is  “open”  {i.e.,  the  repo  has  no  specified 
end  date  and,  by  its  terms,  will  be  extended  or  “rolled”  each  business  day 
(or  at  another  specified  period)  unless  the  investor  chooses  to  terminate  it), 
and  provide  the  following  information  about  the  securities  subject  to  the 
repo  (i.e.,  the  collateral): 

(If  multiple  securities  of  an  issuer  are  subject  to  the  repo,  the  securities  may 
he  aggregated,  in  which  case  provide:  (i)  the  total  principal  amount  and 
value  and  (ii)  the  range  of  maturity  dates  and  interest  rates.) 

(i)  Whether  the  repo  is  “open”  . 

(ii)  Name  of  the  collateral  issuer . 

(iii)  CUSIP . 

(iv)  LEI,  if  available  . 

(v)  Maturity  date . 

(vi)  Coupon  or  yield . 

(vii)  The  principal  amount,  to  the  nearest  cent . 

(viii)  Value  of  the  collateral,  to  the  nearest  cent . 

(ix)  The  category  of  investment  that  most  closely  represents  the 
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collateral . 

(Select  from  among  the  following  categories  of  investment:  Asset- 
Backed  Securities;  Agency  Collateralized  Mortgage  Obligations; 
Agency  Debentures  and  Agency  Strips;  Agency  Mortgage-Backed 
Securities;  Private  Label  Collateralized  Mortgage  Obligations; 
Corporate  Debt  Securities;  Equities;  Money  Market;  U.S.  Treasuries 
(including  strips);  Other  Instrument.  If  Other  Instrument,  include  a 
brief  description,  including,  if  applicable,  whether  it  is  a 
collateralized  debt  obligation,  municipal  debt,  whole  loan,  or 
international  debt). 

(h)  If  the  rating  assigned  by  a  credit  rating  agency  played  a  substantial  role  in 
the  reporting  fund’s  (or  its  adviser’s)  evaluation  of  the  quality,  maturity  or 
liquidity  of  the  security,  provide  the  name  of  each  credit  rating  agency  and 
the  rating  each  assigned  to  the  seeurity. 

(i)  The  maturity  date  used  to  calculate  WAM . 

(j)  The  maturity  date  used  to  calculate  WAL . 

(k)  The  ultimate  legal  maturity  date  {i.e.,  the  date  on  which,  in  accordance  with 

the  terms  of  the  security  without  regard  to  any  interest  rate  readjustment  or 
demand  feature,  the  principal  amount  must  unconditionally  be  paid)  . 

(l)  If  the  security  has  a  demand  feature  on  which  the  reporting  fund  (or  its 
adviser)  is  relying  when  evaluating  the  quality,  maturity,  or  liquidity  of  the 
security,  provide  the  following  information: 

(If  the  security  does  not  have  such  a  demand  feature,  enter  "NA.  ”) 

(i)  Identity  of  the  demand  feature  issuer(s)  . 

(ii)  If  the  rating  assigned  by  a  credit  rating  agency  played  a 

substantial  role  in  the  reporting  fund’s  (or  its  adviser’s) 
evaluation  of  the  quality,  maturity  or  liquidity  of  the  demand 
feature,  its  issuer,  or  the  security  to  which  it  relates,  provide 
the  name  of  each  credit  rating  agency  and  the  rating  assigned 
by  each  credit  rating  agency . 

(iii)  The  period  remaining  until  the  principal  amount  of  the 

security  may  be  recovered  through  the  demand  feature . 

(iv)  The  amount  (i.e.,  percentage)  of  fractional  support  provided 

by  each  demand  feature  issuer . 

(v)  Whether  the  demand  feature  is  a  conditional  demand  feature 


(m)  If  the  security  has  a  guarantee  (other  than  an  unconditional  letter  of  credit 
reported  in  response  to  Question  63(1)  above)  on  which  the  reporting  fund 
(or  its  adviser)  is  relying  when  evaluating  the  quality,  maturity,  or  liquidity 
of  the  security,  provide  the  following  information; 

(If  the  security  does  not  have  such  a  guarantee,  enter  NA.  ”) 

(i)  Identity  of  the  guarantor(s)  . 
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(ii)  If  the  rating  assigned  by  a  credit  rating  agency  played  a 
substantial  role  in  the  reporting  fund’s  (or  its  adviser’s) 
evaluation  of  the  quality,  maturity  or  liquidity  of  the 
guarantee,  the  guarantor,  or  the  security  to  which  the 
guarantee  relates,  provide  the  name  of  each  credit  rating 
agency  and  the  rating  assigned  by  each  credit  rating  agency 


(iii)  The  amount  {i.e.,  percentage)  of  fractional  support  provided 
by  each  guarantor . 

(n)  If  the  security  has  any  enhancements,  other  than  those  identified  in  response 
to  Questions  63(1)  and  (m)  above,  on  which  the  reporting  fund  (or  its 
adviser)  is  relying  when  evaluating  the  quality,  maturity,  or  liquidity  of  the 
security,  provide  the  following  information: 

(If  the  security  does  not  have  such  an  enhancement,  enter  “NA.  ”) 

(i)  Identity  of  the  enhancement  provider(s) . 

(ii)  The  type  of  enhancement(s)  . 

(iii)  If  the  rating  assigned  by  a  credit  rating  agency  played  a 

substantial  role  in  the  reporting  fund’s  (or  its  adviser’s) 
evaluation  of  the  quality,  maturity  or  liquidity  of  the 
enhancement,  its  provider,  or  the  security  to  which  it  relates, 
provide  the  name  of  each  credit  rating  agency  used  and  the 
rating  assigned  by  the  credit  rating  agency . 

(iv)  The  amount  {i.e.,  percentage)  of  fractional  support  provided 

by  each  enhancement  provider . 

(o)  The  yield  of  the  security  as  of  the  reporting  date: . 

(p)  The  total  value  of  the  reporting  fund’s  position  in  the  security,  and 
separately,  if  the  reporting  fund  uses  the  amortized  cost  method  of 
valuation,  the  amortized  cost  value,  in  both  cases  to  the  nearest  cent: 

(i)  Including  the  value  of  any  sponsor  support . 

(ii)  Excluding  the  value  of  any  sponsor  support . 

(q)  The  percentage  of  the  reporting  fund’s  net  assets  invested  in  the  security, 

to  the  nearest  hundredth  of  a  percent . 

(r)  Is  the  security  categorized  as  a  level  3  asset  or  liability  in  Question  14? 

(s)  Is  the  security  a  daily  liquid  asset! 

(t)  Is  the  security  a  weekly  liquid  asset! 

(u)  Is  the  security  an  illiquid  security! 

(v)  Explanatory  notes.  Disclose  any  other  information  that  may  be  material 
to  other  disclosures  related  to  the  portfolio  security. 

(If  none,  leave  blank.) 
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Item  F.  Parallel  Money  Market  Funds 


64.  If  the  reporting  fund  pursues  substantially  the  same  investment  objective  and 
strategy  and  invests  side  by  side  in  substantially  the  same  positions  as  a  money 
market  fund  advised  by  you  or  any  of  your  related  persons,  provide  the  money 
market  fund’s  EDGAR  series  identifier . 

(If  neither  you  nor  any  of  your  related  persons  advise  such  a  money  market  fund, 
enter  ‘‘NA.  ”) 


***** 

Glossary  of  Terms 
***** 

Conditional  demand  feature  Has  the 
meaning  provided  in  rule  2a-7. 

*  *  if  *  * 

Credit  rating  agency  Any  nationally 
recognized  statistical  rating 
organizations,  as  that  term  is  defined  in 
section  3(a}(62)  of  the  Securities 
Exchange  Act  of  1934. 
***** 

Demand  feature  Has  the  meaning 
provided  in  rule  2a-7. 
***** 

Guarantee  For  purposes  of  Question 
63,  has  the  meaning  provided  in 
paragraph  (a)(16)(i)  of  rule  2a-7. 


Guarantor  For  purposes  of  Question 
63,  the  provider  of  any  guarantee. 
***** 

Illiquid  security  Has  the  meaning 
provided  in  rule  2a-7. 
***** 

Maturity  The  maturity  of  the  relevant 
asset,  determined  without  reference  to 
the  maturity  shortening  provisions 
contained  in  paragraph  (i)  of  rule  2a-7 
regarding  interest  rate  readjustments. 
***** 

Risk  limiting  conditions  The 
conditions  specified  in  paragraph  (d)  of 
rule  2a-7. 

***** 

WAL  Weighted  average  portfolio 
matvuity  of  a  liquidity  fund  calculated 


taking  into  account  the  maturity 
shortening  provisions  contained  in 
paragraph  (i)  of  rule  2a-7,  hut 
determined  without  reference  to  the 
exceptions  in  paragraph  (i)  of  rule  2a- 
7  regarding  interest  rate  readjustments. 

WAM  Weighted  average  portfolio 
maturity  of  a  liquidity  fund  calculated 
taking  into  account  the  maturity 
shortening  provisions  contained  in 
paragraph  (i)  of  rule  2a~7. 

By  the  Commission. 

Dated:  July  23,  2014. 

Kevin  M.  O’Neill, 

Deputy  Secretary. 

[FR  Doc.  2014-17747  Filed  8-13-14;  8:45  a.m.] 
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SECURITIES  AND  EXCHANGE 
COMMISSION 

17CFR  Parts  270  and  274 

[Release  No.  IC-31184;  File  No.  S7-07-11] 

RIN  3235-AK61 

Removal  of  Certain  References  to 
Credit  Ratings  and  Amendment  to  the 
Issuer  Diversification  Requirement  in 
the  Money  Market  Fund  Rule 

AGENCY:  Securities  and  Exchange 
Commission. 

ACTION:  Re-proposed  rule;  proposed 
rule. 

SUMMARY:  The  Securities  and  Exchange 
Commission  (“SEC”  or  “Commission”) 
is  re-proposing  certain  amendments, 
initially  proposed  in  March  2011, 
related  to  the  removal  of  credit  rating 
references  in  rule  2a-7,  the  principal 
rule  that  governs  money  market  funds, 
and  Form  N-MFP,  the  form  that  money 
market  funds  use  to  report  information 
to  the  Commission  each  month  about 
their  portfolio  holdings,  under  the 
Investment  Company  Act  of  1940 
(“Investment  Company  Act”  or  “Act”). 
The  re-proposed  amendments  would 
implement  provisions  of  the  Dodd- 
Frank  Wall  Street  Reform  and  Consumer 
Protection  Act  (“Dodd-Frank  Act”).  We 
are  issuing  this  re-proposal  in 
consideration  of  comments  received  on 
our  March  2011  proposal.  In  addition, 
we  are  proposing  to  amend  rule  2a-7’s 
issuer  diversification  provisions  to 
eliminate  an  exclusion  from  these 
provisions  that  is  currently  available  for 
securities  subject  to  a  guarantee  issued 
by  a  non-controlled  person. 

DATES:  Comments  should  be  received  on 
or  before  October  14,  2014. 

ADDRESSES:  Comments  may  be 
submitted  by  any  of  the  following 
methods: 

Electronic  Comments 

•  Use  the  Commission’s  Internet 
comment  form  {http://\vww. sec.gov/ 
rules/ proposed. shtmiy,  or 

•  Send  an  email  to  rule-comments© 
sec.gov.  Please  include  File  Number  S7- 
07-11  on  the  subject  line;  or 

•  Use  the  Federal  eRulemaking  Portal 
[http://www.regulations.gov).  Follow  the 
instructions  for  submitting  comments. 

Paper  Comments 

•  Send  paper  comments  to  Kevin  M. 
O’Neill,  Deputy  Secretary,  Securities 
and  Exchange  Commission,  100  F  Street 
NE.,  Washington,  DC  20549-1090. 

All  submissions  should  refer  to  File 
Number  S7-07-11.  This  file  number 
should  be  included  on  the  subject  line 
if  email  is  used.  To  help  the 
Commission  process  and  review  your 


comments  more  efficiently,  please  use 
only  one  method.  The  Commission  will 
post  all  comments  on  the  Commission’s 
Internet  Web  site  [http://www.sec.gov/ 
rules/proposed. shtml).  Comments  also 
are  available  for  Web  site  viewing  and 
printing  in  the  Commission’s  Public 
Reference  Room,  100  F  Street  NE., 
Washington,  DC  20549,  on  official 
business  days  between  the  hours  of 
10:00  a.m.  and  3:00  p.m.  All  comments 
received  will  be  posted  without  change; 
the  Commission  does  not  edit  personal 
identifying  information  from 
submissions.  You  should  submit  only 
information  that  you  wish  to  make 
publicly  available. 

FOR  FURTHER  INFORMATION  CONTACT:  Erin 
C.  Loomis,  Senior  Counsel;  Amanda 
Hollander  Wagner,  Senior  Counsel; 
Penelope  W.  Saltzman,  Senior  Special 
Counsel;  Investment  Company 
Rulemaking  Office,  at  (202)  551-6792, 
Division  of  Investment  Management, 
Securities  and  Exchange  Commission, 
100  F  Street  NE.,  Washington,  DC 
20549-8549. 

SUPPLEMENTARY  INFORMATION:  We  are 

proposing  for  public  comment 
amendments  to  rule  2a-7  [17  CFR 
270.2a-7]  and  Form  N-MFP  [17  CFR 
274.201]  under  the  Investment 
Company  Act.^ 

Table  of  Contents 

I.  Background 

A.  Credit  Rating  References 

B.  Exclusion  from  the  Issuer  Diversification 
Requirement 

II.  Discussion 

A.  Rule  2a-7 

1.  Eligible  Securities 

2.  Conditional  Demand  Features 

3.  Monitoring  Minimal  Credit  Risks 

4.  Stress  Testing 

B.  Form  N-MFP 

C.  Exclusion  from  the  Issuer  Diversification 
Requirement 

III.  Compliance  Period  for  the  Proposed  Rule 

and  Form  Amendments 

IV.  Paperwork  Reduction  Act  Analysis 

V.  Economic  Analysis 

VI.  Regulatory  Flexibility  Act  Certification 

Statutory  Authority  Text  of  Rule  and 
Form  Amendments 

I.  Background 

A.  Credit  Rating  References 

Section  939A  of  the  Dodd-Frank  Act 
requires  each  Federal  agency,  including 
the  Commission,  to  “review  any 
regulation  issued  by  such  agency  that 
requires  the  use  of  an  assessment  of  the 
credit-worthiness  of  a  security  or  money 


’  Unless  otherwise  noted,  all  references  to 
statutory'  sections  are  to  the  Investment  Company 
Act,  and  all  references  to  rules  under  the 
Investment  Company  Act,  including  rule  2a-7,  will 
be  to  Title  17,  Part  270  of  the  Code  of  Federal 
Regulations  [17  CFR  270]. 


market  instrument  and  any  references  to 
or  requirements  in  such  regulations 
regarding  credit  ratings.”  ^  That  section 
further  provides  that  each  such  agency 
shall  “modify  any  such  regulations 
identified  by  the  review  ...  to  remove 
any  reference  to  or  requirement  of 
reliance  on  credit  ratings  and  to 
substitute  in  such  regulations  such 
standard  of  credit-worthiness  as  each 
respective  agency  shall  determine  as 
appropriate  for  such  regulations.”  ^ 

As  a  step  toward  imjnementing  these 
mandates,  in  March  2011  we  proposed 
to  replace  references  to  credit  ratings 
issued  by  nationally  recognized 
statistical  rating  agencies  (“NRSROs”) 
in  two  rules  and  four  forms  under  the 
Securities  Act  of  1933  (“Securities  Act”) 
and  the  Investment  Company  Act, 
including  rule  2a-7  and  Form  N-MFP 
under  the  Investment  Company  Act.^ 
The  2011  proposal  preceded  other 
amendments  to  rule  2a-7  and  Form  N- 


^ Public  Law  111-203,  section  939A(a)(l)-(2). 
Section  939A  of  the  Dodd-Frank  Act  applies  to  all 
Federal  agencies. 

^Public  Law  111-203,  section  939 A(b).  Section 
939A  of  the  Dodd  Frank  Act  provides  that  agencies 
shall  seek  to  establish,  to  the  extent  feasible, 
uniform  standards  of  creditworthiness,  taking  into 
account  the  entities  the  agencies  regulate  and  the 
purposes  for  which  those  entities  would  rely  on 
such  standards. 

^  See  References  to  Credit  Ratings  in  Certain 
Investment  Company  Act  Rules  and  Forms, 
Investment  Company  Act  Release  No.  29592  (Mar. 

3,  2011)  [76  FR  12896  (Mar.  9,  2011)]  (“2011 
Proposing  Release”).  Specifically,  we  proposed  to: 

(i)  Remove  references  to  credit  ratings  in  rules  2a- 
7  and  5b-3  under  the  Investment  Company  Act  and 
replace  them  with  alternative  standards  of 
creditworthiness;  (ii)  adopt  new  rule  6a-5  under  the 
Investment  Company  Act  that  would  establish  a 
creditworthiness  standard  to  replace  the  credit 
rating  reference  in  section  6(a)(5)  removed  by  the 
Dodd-Frank  Act;  (iii)  eliminate  required  disclosures 
of  credit  ratings  in  Form  N-MFP  under  the 
Investment  Company  Act;  and  (iv)  remove  the 
requirement  that  credit  ratings  be  used  when 
portraying  credit  qualitj'  in  shareholder  reports 
from  Forms  N-1  A,  N-2,  and  N-3  under  the 
Securities  Act  and  the  Investment  Company  Act.  In 
December  2013,  we  adopted  amendments  removing 
references  to  credit  ratings  in  rule  5b-3  and 
eliminating  the  required  use  of  credit  ratings  in 
Forms  N-1  A,  N-2,  and  N-3.  See  Removal  of  Certain 
References  to  Credit  Ratings  under  the  Investment 
Company  Act,  Investment  Company  Act  Release 
No.  30847  (Dec.  27,  2013)  [79  FR  1316  (Jan.  8, 

2014)1  (“2013  Ratings  Removal  Adopting  Release”). 
We  adopted  new  rule  6a-5  on  November  19,  2012. 
See  Purchase  of  Certain  Debt  Securities  by  Business 
and  Industrial  Development  Companies  Relying  on 
an  Investment  Company  Act  Exemption,  Investment 
Company  Act  Release  No.  30268  (Nov.  19,  2012)  [77 
FR  70117  (Nov.  23,  2012)]. 

Rule  3a-7  under  the  Investment  Company  Act 
also  contains  a  reference  to  ratings.  In  August  2011, 
in  a  concept  release  soliciting  comment  on  the 
treatment  of  asset-backed  issuers  under  the 
Investment  Company  Act,  we  sought  comment  on 
the  role,  if  any,  that  credit  ratings  should  continue 
to  play  in  the  context  of  rule  3a-7.  See  Treatment 
of  Asset-Backed  Issuers  under  the  Investment 
Company  Act,  Investment  Company  Act  Release 
No.  29779  (Aug.  31,  2011)  [76  FR  55308  (Sept.  7, 
2011)1  at  section  III.A.l. 
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MFP  that  we  proposed  last  year  as  part 
of  our  broader  efforts  to  reform  money 
market  funds. ^  At  that  time,  we  noted 
that  we  were  not  rescinding  our  2011 
proposal  to  remove  ratings  references 
from  certain  rules  and  forms  under  the 
Investment  Company  Act,  but  that  we 
intended  to  address  the  matter  at 
another  time.® 

We  received  several  comments  on  the 
2013  Money  Market  Fund  Proposing 
Release  suggesting  that  we  act  on  credit 
ratings  as  part  of  our  broader  money 
market  fund  reforms. ^  And  today  in 
another  release,  we  have  adopted 
certain  amendments  to  rule  2a-7  and 
Form  N-MFP  that  we  proposed  last 
year.®  We  also  received  comments  on 
the  2011  Proposing  Release  that  raised 
a  number  of  concerns  with  respect  to 
the  proposed  amendments  and 
suggested  alternative  rule  text  for  some 
provisions.  We  have  determined  to  re¬ 
propose  amendments  to  replace 
references  to  credit  ratings  in  rule  2a- 
7  and  to  modify  provisions  in  Form  N- 
MFP  that  reference  credit  ratings,  in 
consideration  of  the  mandate  of  Dodd- 
Frank  Act  section  939A,  the  comments 
on  the  2011  Proposing  Release,  and  the 
broader  money  market  fund  reforms  we 
have  adopted  today.® 

A  number  of  other  Federal  agencies 
have  also  taken  action  to  implement 
section  939A  of  the  Dodd-Frank  Act, 


®  See  Money  Market  Fund  Reform;  Amendments 
to  Form  PF,  Investment  Company  Act  Release  No. 
30551  Oune  5,  2013)  [78  FR  36834  (June  19,  2013)] 
(“2013  Money  Market  Fund  Proposing  Release”). 
The  2013  rule  proposals  were  designed  to  address 
money  market  funds’  susceptibility  to  hea\7 
redemptions,  improve  their  ability  to  manage  and 
mitigate  potential  contagion  from  such 
redemptions,  and  increase  the  transparency  of  their 
risks,  while  preserving,  as  much  as  possible,  the 
benefits  of  money  market  funds. 

'*/d.  at  text  accompanying  n.l30. 

^  See  Comment  Letter  of  Wells  Fargo  Funds 
Management,  LLC  (Sept.  16,  2013);  Comment  Letter 
of  Hester  Pierce  &  Robert  Greene,  Mercatus  Center, 
George  Mason  University  (Sept.  17,  2013); 

Comment  Letter  of  The  Dreyfus  Corporation  (Sept. 

1 7,  2013).  Comments  on  the  2013  Money  Market 
Fund  Proposing  Release  are  available  at:  http:// 
www.sec.gOv/comments/s7-03-13/s70313.shtml. 

®  See  Money  Market  Fund  Reform;  Amendments 
to  Form  PF,  Investment  Company  Act  Release  No. 
31166,  (July  23,  2014)  (“2014  Money  Market  Fund 
Adopting  Release”),  which  is  published  elsewhere 
in  this  issue  of  the  Federal  Register.  With  this  re¬ 
proposal,  the  Commission  is  not  re-opening 
comment  on  the  amendments  adopted  in  the  2014 
Money  Market  Fund  Adopting  Release. 

Unless  otherwise  noted,  all  references  to  rule  2a- 
7  and  Form  N-MFP  in  this  release  refer  to  rule  2a- 
7  and  Form  N-MFP  as  amended  by  the  2014  Money 
Market  Fund  Adopting  Release.  References  to 
provisions  of  rule  2a-7  and  Form  N-MFP  as  they 
would  be  modified  by  the  amendments  we  re¬ 
propose  in  this  release  are  preceded  by  the  term 
“re-proposed”  {i.e.,  “re-proposed  rule  2a-7”). 

“As  discussed  above,  the  Commission  is  not  re¬ 
opening  comment  on  amendments  to  rule  2a-7  that 
were  adopted  in  the  2014  Money  Market  Fund 
Adopting  Release.  See  supra  note  8. 


including  regulations  proposed  or 
adopted  by  the  Commodity  Futures 
Trading  Commission,  the  Office  of  the 
Comptroller  of  the  Currency  (“OCC”), 
the  National  Credit  Union 
Administration,  the  Federal  Housing 
Finance  Agency,  the  Department  of 
Labor,  and  jointly  by  the  OCC  and  Board 
of  Governors  of  the  Federal  Reserve.’®  In 
some  of  these  initiatives,  the  references 
to  ratings  were  or  would  be  replaced 
with  an  alternative  standard  designed  to 
retain  the  same  degree  of  credit  quality 
as  reflected  by  the  use  of  credit  ratings. 
We  have  considered  the  actions  taken 
by  these  other  regulators  in  re-proposing 
the  amendments  discussed  in  this 
release. 

B.  Exclusion  From  the  Issuer 
Diversification  Requirement 

As  noted  above,  today  we  adopted 
amendments  to  rule  2a-7  as  part  of  our 
broader  money  market  fund  reforms. 
These  included  amendments  relating  to 
the  rule’s  diversification  provisions, 
which  require  a  money  market  fund  to 
diversify  its  investments  with  respect  to 
issuers  of  the  securities  it  acquires,  as 
well  as  providers  of  demand  features 
and  guarantees  related  to  those 
securities.  As  discussed  in  the  2014 
Money  Market  Fund  Adopting 
Release,”  we  sought  comment  on 
specific  amendments  we  proposed  as 
well  as  more  broadly  on  the  issuer  and 
guarantor  diversification  requirements. 
Some  of  the  comments  we  received  in 
response  prompted  us  to  re-evaluate  the 
exclusion  to  the  issuer  diversification 
requirement  for  securities  subject  to  a 
guarantee  issued  by  a  non-controlled 
person.  After  careful  consideration,  and 
consistent  with  our  reform  goal  of 
limiting  concentrated  exposure  of 


’“See  OCC  and  Board  of  Governors  of  the  Federal 
Reserve  System,  Regulatory  Capital  Rules: 
Regulatory  Capital,  Implementation  of  Basel  III, 
Capital  Adequacy,  Transition  Provisions,  Prompt 
Corrective  Action,  Standardized  Approach  for  Risk- 
weighted  Assets,  Market  Discipline  and  Disclosure 
Requirements,  Advanced  Approaches  Risk-Based 
Capital  Rule,  and  Market  Risk  Capital  Rule  [78  FR 
62018  (Oct.  11,  2013)];  Department  of  Labor, 
Proposed  Amendments  to  Class  Prohibited 
Transaction  Exemptions  to  Remove  Credit  Ratings 
Pursuant  to  the  Dodd-Frank  Wall  Street  Reform  and 
Consumer  Protection  Act  [78  FR  37572  (June  21, 
2013)];  Federal  Housing  Finance  Agency,  Removal 
of  References  to  Credit  Ratings  in  Certain 
Regulations  Governing  the  Federal  Home  Loan 
Banks  [78  FR  30784  (May  23,  2013)];  National 
Credit  Union  Administration,  Alternatives  to  the 
Use  of  Credit  Ratings  [77  FR  74103  (Dec.  13,  2012)]; 
OCC,  Alternatives  to  the  Use  of  External  Credit 
Ratings  in  the  Regulations  of  the  OCC  [77  FR  35253 
(June  13,  2012)];  Commodity  Futures  Trading 
Commission,  Removing  Any  Reference  to  or 
Reliance  on  Credit  Ratings  in  Commission 
Regulations;  Proposing  Alternatives  to  the  Use  of 
Credit  Ratings  [76  FR  44262  (July  25,  2011)]. 

”  See  2014  Money  Market  Fund  Adopting 
Release,  supra  note  7,  at  section  Ill.I.l.d. 


money  market  funds  to  particular 
economic  enterprises,  we  are  proposing 
amendments  that  would  eliminate  this 
exclusion  from  the  issuer  diversification 
requirement  of  rule  2a-7. 

II.  Discussion 

A.  Rule  2a-7 

The  Investment  Company  Act  and 
applicable  rules  generally  require 
investment  companies  (“funds”)  to 
calculate  current  net  asset  value  per 
share  by  valuing  their  portfolio 
instruments  at  market  value  or,  if 
market  quotations  are  not  readily 
available,  at  fair  value  as  determined  in 
good  faith  by  the  board  of  directors. 
These  valuation  requirements  are 
designed  to  prevent  unfair  share  pricing 
from  diluting  or  otherwise  adversely 
affecting  the  interests  of  investors.’® 
Rule  2a-7  under  the  Investment 
Company  Act,  which  governs  the 
operation  of  money  market  funds, 
exempts  certain  money  market  funds 
from  these  valuation  requirements. 

Until  today,  all  money  market  funds 
have  been  permitted  to  value  their 
portfolio  securities  using  the  amortized 
cost  method  of  valuation  (“amortized 
cost  method”)  and  to  use  the  penny¬ 
rounding  method  of  pricing  (“penny¬ 
rounding  method”)  to  maintain  a  stable 
share  price,  typically  $1.00  per  share. 


’2  See  section  2(a)(41)  of  the  Investment  Company 
Act  (defining  value),  rule  2a— 4  (defining  current  net 
asset  value),  and  rule  22c-l  (generally  requiring 
open-end  funds  to  sell  and  redeem  their  shares  at 
a  price  based  on  the  funds’  current  net  asset  value 
as  next  computed  after  receipt  of  a  redemption, 
purchase,  or  sale  order). 

If  shares  are  sold  or  redeemed  based  on  a  net 
asset  value  that  has  been  either  understated  or 
overstated  compared  to  the  amount  at  which 
portfolio  instruments  could  have  been  sold,  then 
the  interests  of  either  existing  shareholders  or  new 
investors  will  have  been  diluted.  See  Compliance 
Programs  of  Investment  Companies  and  Investment 
Advisers,  Investment  Company  Act  Release  No. 
26299  (Dec.  17,  2003)  [68  FR  74714  (Dec.  24,  2003)] 
at  text  accompanying  and  following  nn.  39—40;  see 
also  2014  Money  Market  Fund  Adopting  Release, 
supra  note  8,  at  section  Ill.D  (providing  valuation 
guidance  aimed  at,  among  other  things,  promoting 
stronger  valuation  practices  that  may  lessen  a 
mone)'  market  fund’s  susceptibility  to  heavy 
redemptions  by  decreasing  the  likelihood  of  sudden 
portfolio  write-downs  that  could  encourage 
financially  sophisticated  investors  to  redeem  early). 

Under  the  amortized  cost  method,  portfolio 
instruments  are  valued  by  reference  to  their 
acquisition  cost  as  adjusted  for  amortization  of 
premium  or  accretion  of  discount.  See  rule  2a- 
7(a)(2).  Share  price  is  determined  under  the  penny¬ 
rounding  method  by  valuing  securities  at  market 
value,  fair  value  or  amortized  cost  and  rounding  the 
per  share  net  asset  value  to  the  nearest  cent  on  a 
share  value  of  a  dollar,  as  opposed  to  the  nearest 
one  tenth  of  one  cent  as  otherwise  would  be 
required.  See  Valuation  of  Debt  Instruments  and 
Computation  of  Current  Price  Per  Share  by  Certain 
Open-End  Investment  Companies  (Money  Market 
F’unds),  Investment  Company  Act  Release  No. 

13380  (July  11,  1983)  [48  FR  32555  Quly  18,  1983)] 

Continued 
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After  the  amendments  adopted  today  go 
into  effect,  however,  institutional  prime 
and  institutional  municipal  money 
market  funds  (collectively, 

“institutional  prime  funds”  will  be 
required  to  sell  and  redeem  shares  at 
their  net  asset  value  calculated  on  the 
current  market-based  value  of  the 
securities  in  their  underlying  portfolios, 
rounded  to  the  fourth  decimal  place 
(e.g.,  $1.0000^®),  i.e.,  transact  at  a 
“floating”  net  asset  value  per  share 
(“NAV”).i7 

Rule  2a-7  contains  “risk  limiting” 
provisions  designed  to  minimize  the 
amount  of  risk  a  money  market  fund 
may  assume.^®  For  those  funds  that  are 
permitted  to  maintain  a  stable  share 
price,  these  conditions  help  reduce  the 
deviation  between  a  money  market 
fund’s  stabilized  share  price  and  the 
market  value  of  its  portfolio.  For  floating 
NAV  funds,  these  conditions  help  to 
limit  the  risk  of  loss  by,  among  other 
things,  reducing  principal  volatility. 

Any  fund  that  holds  itself  out  to 
investors  as  a  mone}'  market  fund  or  the 
equivalent  of  a  money  market  fund  also 


(“1983  Adopting  Release”),  at  n.6  (“Release  9786 
sets  the  amount  of  less  than  1/10  of  one  cent  on  a 
share  value  of  one  dollar  as  the  benchmark  for 
materiality.”);  Valuation  of  Debt  Instruments  by 
Money  Market  Funds  and  Certain  Other  Open-End 
Investment  Companies,  Investment  Company  Act 
Release  No.  9786  (May  31,  1977)  (42  FR  28999  (June 
7, 1977)]  at  text  accompanying  n.ll;  rule  2a- 
7(a)(20)  (defining  penny-rounding  method). 

While  most  money  market  funds  maintain  a 
stable  net  asset  value  (“NAV”),  some  fund  sponsors 
have  established  floating  NAV  money  market  funds 
in  past  years.  See  Northern  Trust  Files  to  Launch 
Investors  Variable  NAV  Money  Funds,  Crane  Data 
(Dec.  31,  2012),  http://cranedata.com/archives/all- 
articles/4314/. 

As  part  of  these  amendments,  the  Commission 
has  amended  rule  2a-7  to  rescind  the  exemptions 
that  previously  permitted  institutional  prime  funds 
(y.e.,  money  market  funds  other  than  government 
and  retail  money  market  funds,  including 
municipal  money  market  funds  that  fall  under  the 
definition  of  “retail  money  market  fund”  under  rule 
2a-7  as  amended)  to  maintain  a  stable  share  price 
by  use  of  amortized  cost  valuation  and/or  penny 
rounding.  See  2014  Money  Market  Fund  Adopting 
Release,  supra  note  8,  at  section  lll.B. 

’'‘A  money  market  fund  could  also  price  its 
shares  at  an  equivalent  or  more  precise  level  of 
accuracy  for  funds  with  a  different  share  price.  For 
example,  a  money  market  fund  with  a  SIO  target 
share  price  could  price  its  shares  at  SIO. 000.  See 
rule  2a-7(c)(l)(ii). 

’^See  2014  Money  Market  Fund  Adopting 
Release,  supra  note  8,  at  section  III.B.  We  note  that 
the  compliance  date  for  the  floating  NAV 
amendments  adopted  in  the  2014  Money  Market 
Fund  Adopting  Release  is  three  years  after  the 
amendments’  effective  date. 

■■“Rule  2a-7  contains  conditions  that  apply  to 
each  investment  a  money  market  fund  proposes  to 
make,  as  well  as  conditions  that  apply  to  a  money 
market  fund’s  entire  portfolio.  Although 
institutional  prime  funds  are  no  longer  permitted  to 
maintain  a  stable  share  price  by  use  of  amortized 
cost  valuation  and/or  penny  rounding,  these  funds 
remain  subject  to  the  “risk  limiting”  provisions  of 
rule  2a-7. 


must  comply  with  these  conditions.^® 
Among  these  conditions,  rule  2a-7 
limits  a  money  market  fund’s  portfolio 
investments  to  “eligible  securities,”  or 
securities  that  have  received  credit 
ratings  from  the  “requisite  NRSROs”  in 
one  of  the  two  highest  short-term  rating 
categories  or  comparable  unrated 
securities. 20  A  requisite  NRSRO  is  an 
NRSRO  that  a  money  market  fund’s 
board  of  directors  has  designated  for  use 
(a  “designated  NRSRO”)  and  that  issues 
credit  ratings  that  the  board  determines, 
at  least  annually,  are  sufficiently 
reliable  for  the  fund  to  use  in 
determining  the  eligibility  of  portfolio 
securities. 21  Rule  2a-7  further  restricts 
money  market  funds  to  securities  that 
the  fund’s  board  of  directors  (or  the 
board’s  delegate  22)  determines  present 
minimal  credit  risks,  and  specifically 
requires  that  determination  “be  based 
on  factors  pertaining  to  credit  quality  in 
addition  to  any  ratings  assigned  to  such 
securities  by  an  NRSRO.”  23  A  money 
market  fund  is  required  to  invest  at  least 
97  percent  of  its  total  assets  in  eligible 
securities  that  have  received  a  rating 
from  the  requisite  NRSROs  in  the 


See  rule  2a-7(b)  (prohibiting  a  fund  from 
holding  itself  out  as  a  money  market  fund  unless 
it  complies  with  the  provisions  of  rule  2a-7, 
including  the  risk  limiting  conditions  of  rule  2a- 
7(d)). 

See  rule  2a-7(d)(2)(i).  The  term  “eligible 
security”  is  defined  in  rule  2a-7(a)(12). 

See  rule  2a-7(a)(ll)  (defining  “designated 
NRSRO”);  rule  2a-7(a)(24)  (defining  “requisite 
NRSRO”). 

A  money  market  fund  board  may  delegate 
minimal  credit  risk  determinations,  and  typically 
does  to  the  fund's  adviser,  provided  that  the  board 
retains  sufficient  oversight.  See  rule  2a-7(j); 
Revisions  to  Rules  Regulating  Money  Market  Funds, 
Investment  Company  Act  Release  No.  18005  (Feb. 
20,  1991)  [56  FR  8113  (Feb.  27,  1991))  (“1991 
Adopting  Release”)  (permitting  a  money  market 
fund’s  board  of  directors  to  delegate  the 
responsibility  to  make  such  determinations).  See 
also  Investment  Company  Institute,  Report  of  the 
Money  Market  Working  Group  (Mar.  17,  2009)  (“ICI 
Working  Group  Report”),  available  at  http:// 
\v\\’w,ici.org/pdf/ppr_09_mmwg.pdf,  at  Appendix  I 
(“In  our  experience.  Boards  uniformly  delegate  the 
determination  of  minimal  credit  risks  to  their  fund’s 
adviser.”);  Comment  Letter  of  Mutual  Fund 
Directors  Forum  (Apr.  25,  2011)  (“MFDF  Comment 
Letter”)  (“as  we  have  consistently  commented  in 
the  past, .  .  .  money  fund  boards  will  not 
themselves  determine  the  creditworthiness  of 
individual  money  market  securities.  Rather 
consistent  with  the  provisions  of  rule  2a-7,  boards 
will  delegate  this  task  in  virtually  all  circumstances 
to  the  fund’s  adviser.”).  When  discussing  or 
requesting  comment  on  policies,  procedures  or 
practices  regarding  minimal  credit  risk 
determinations,  this  release  identifies  fund  advisers 
as  making  the  determinations.  Comments  on  the 
201 1  Proposing  Release  are  available  at;  http:// 
mvw.sec.gOv/comments/s7-07-l  1  /s707 1 1  .shtm. 

23  Rule  2a-7(d)(2)(i).  Thus,  under  the  current  rule, 
if  the  securitj'  is  rated,  having  the  requisite  NRSRO 
rating  is  a  necessary  but  not  sufficient  condition  for 
investing  in  the  security  and  cannot  be  the  sole 
factor  considered  in  determining  whether  a  security 
presents  minimal  credit  risks.  See  1 991  Adopting 
Release,  supra  note  22,  at  text  preceding  n.l8. 


highest  short-term  rating  category  for 
debt  securities  (“first  tier  securities”  24) 
or  unrated  securities  of  comparable 
quality. 25 

To  implement  the  mandate  of  Dodd- 
Frank  Act  section  93 9A,  we  are  re¬ 
proposing  amendments  to  remove 
references  to  credit  ratings  in  rule  2a- 
7.  The  re-proposed  amendments  would 
affect  five  elements  of  the  rule;  (i) 
Determination  of  whether  a  security  is 
an  eligible  security:  (ii)  determination  of 
whether  a  security  is  a  first  tier  security; 
(iii)  credit  quality  standards  for 
securities  with  a  conditional  demand 
feature;  (iv)  requirements  for  monitoring 
securities  for  ratings  downgrades  and 
other  credit  events;  and  (v)  stress 
testing. 2®  The  re-proposed  amendments 
to  rule  2a-7  reflect  our  consideration  of 
commenters’  concerns  and  suggested 
modifications  to  our  2011  proposal,  as 
well  as  the  broader  money  market  fund 
reforms  we  have  adopted  today.  These 
re-proposed  amendments  are  designed 
to  remove  references  to,  or  requirement 
of  reliance  on,  credit  ratings  in  rule  2a- 
7  and  to  substitute  standards  of 
creditworthiness  that  we  believe  are 

appropriate. 27 

1.  Eligible  Securities 

In  2011,  we  proposed  to  eliminate  the 
requirement  that  eligible  securities  be 
rated. 2®  Instead,  the  Commission  would 
have  required  that  fund  boards:  First, 
determine  whether  securities  are 
eligible  securities  based  on  minimal 
credit  risks;  and  second,  distinguish 
between  first  and  second  tier  securities 
based  on  subjective  standards  similar  to 
those  the  ratings  agencies  have 
developed  to  describe  their  ratings. 2® 

We  requested  comments  on  this 
proposal,  including  comments  on 
whether  the  Commission  should  limit 
money  market  funds  to  investing  in 
securities  solely  based  on  a  minimal 
credit  risk  determination,  i.e.,  establish 
a  single  test  for  determining  whether  a 
fund  could  invest  in  a  security. 

A  number  of  commenters  objected  to 
our  proposal  to  retain  the  distinction 
between  first  and  second  tier 


2'*  See  rule  2a-7(a)(14)  (defining  “first  tier 
security”). 

23  See  rule  2a-7(d)(2)(ii)  (prohibiting  a  fund 
immediately  after  the  acquisition  of  any  second  tier 
security  from  holding  more  than  3%  of  its  total 
assets  in  second  tier  securities). 

28  The  re-proposed  amendments  also  would  make 
conforming  amendments  to  rule  2a-7’s 
recordkeeping  and  reporting  requirements.  See  re¬ 
proposed  rule  2a-7(h)(3). 

22  In  addition,  we  are  re-proposing  a  technical 
revision  that  would  update  a  cross-reference  in  rule 
2a-7(a)(5)  to  reflect  amendments  to  rule  5b-3 
adopted  last  year.  See  supra  note  4. 

28  See  2011  Proposing  Release,  supra  note  4. 

28  See  id.  at  section  11. A. 1. 
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securities. 30  They  asserted  that  these 
proposed  amendments  were  (i) 
unworkable  because  of  the  difficulty  in 
differentiating  between  first  and  second 
tier  securities  and  (ii)  redundant 
because  the  amendments  would  require 
fund  boards  and  their  advisers  to  apply 
almost  indistinguishable  subjective 
judgments  in  determining  whether 
securities  were  both  eligible  securities 
and  first  tier  securities. 3^  Instead,  they 
urged  that  we  combine  the  two  criteria 
and  require  a  single,  uniform,  very  high 
standard  of  quality. 32  Specifically, 
several  commenters  suggested  that  the 
rule  define  an  “eligible  security”  to 
mean  a  security  with  a  remaining 
maturity  of  397  calendar  days  or  less 
that  the  fund’s  board  of  directors  (or  the 
board’s  delegate)  determines  presents 
minimal  credit  risks  and  include  a 
determination  that  the  security’s  issuer 
has  “the  highest  capacity”  or  “a  strong 
capacity”  to  meet  its  short-term 
obligations. 33  These  commenters  noted 


See,  e.g..  Comment  Letter  of  Calvert  Group,  Ltd. 
(Apr.  25,  2011);  Comment  Letter  of  The  Dreyfus 
Corporation  (Apr.  25,  2011)  (“Dreyfus  Comment 
Letter”);  Comment  Letter  of  Investment  Company 
Institute  (Apr.  25,  2011)  (“ICI  Comment  Letter”); 
Comment  Letter  of  the  Independent  Directors’ 
Council  (Apr.  25,  2011)  (“IDC  Comment  Letter”); 
Comment  Letter  of  Charles  Schwab  Investment 
Management  Inc.  (Apr.  25,  2011)  (“Schwab 
Comment  Letter”);  Comment  Letter  of  T.  Rowe 
Price  Associates,  Inc.  (Apr.  25,  2011)  (“T.  Rowe 
Price  Comment  Letter”);  Comment  Letter  of 
Vanguard  (Apr,  26,  2011)  (“Vanguard  Comment 
Letter”).  But  see  Comment  Letter  of  Federated 
Investors,  Inc.  (Apr.  25,  2011)  ("Federated 
Comment  Letter”)  (supporting  a  distinction 
between  first  and  second  tier  securities);  Comment 
Letter  of  Invesco  Advisers,  Inc.  (Apr.  25,  2011) 
(“Invesco  Comment  Letter”)  (also  supporting  this 
distinction). 

See,  e.g..  Comment  Letter  of  Fidelitj' 
Investments  (Apr.  28,  2011)  (“Fidelity  Comment 
Letter”)  (“Under  the  [p]roposed  |r]ule,  tier 
categorizations  will  no  longer  be  determined  by  a 
clear,  objective  standard  based  on  published  credit 
rating  agency  ratings;  rather,  that  determination  will 
be  put  in  the  hands  of  mjTiad  money  market  mutual 
funds,  and  a  fund’s  standards  for  the  first  and 
second  tiers  could  change  from  month  to  month,  or 
even  week  to  week  .  .  .  result[ing)  in  less 
predictability  and  more  confusion  for  investors 
seeking  a  stable  and  consistent  product .  .  .  .”); 
Schwab  Comment  Letter,  supra  note  30  (“[the 
retention  of  first  tier  and  second  tier  seciu-ities,] 
given  the  elimination  of  credit  ratings,  is  redundant 
with  the  investment  adviser’s  ongoing  obligation  to 
monitor  for  minimal  credit  risks.”). 

See  ICI  Comment  Letter,  supra  note  30;  Schwab 
Comment  Letter,  supra  note  30;  T.  Rowe  Price 
Comment  Letter,  supra  note  30.  But  see  MFDF 
Comment  Letter,  supra  note  22  (advocating 
maintaining  the  distinction  between  first  and 
second  tier  securities  as  a  risk-limiting  condition  in 
rule  2a-7,  but  questioning  the  usefulness  of  the 
distinction  between  first  and  second  tier  securities 
when  the  proposed  description  of  the  difference 
“comes  dangerously  close  to  establishing  a 
distinction  that  is  more  semantic  than 
substantive”). 

33  See  ICI  Comment  Letter,  supra  note  30 
(recommending  that  the  Commission  adopt  a 
“strong  capacity”  standard  as  an  appropriate 
substitute  for  the  credit  rating  references  in  rule  2a- 


that  securities  meeting  this  uniform 
standard  would  be  generally  comparable 
to  securities  rated  in  the  highest  short¬ 
term  rating  category,  which  are  first  tier 
securities  under  current  rule  2a-7.34 
After  consideration  of  the  comments 
and  the  statutory  directive  to  eliminate 
references  to  ratings  in  our  rules,  and  to 
seek  consistent  standards  of 
creditworthiness  to  the  extent  feasible, 
we  are  re-proposing  amendments  to  rule 
2a-7.  The  re-proposal  would  combine 
the  two  risk  criteria  into  a  single 
standard,  which  would  be  included  as 
part  of  rule  2a-7’s  definition  of  eligible 
security.35  As  re-proposed,  an  eligible 
security  would  be  a  security  with  a 
remaining  maturity  of  397  calendar  days 
or  less  that  the  fund’s  board  of  directors 
(or  its  delegate)  determines  presents 
minimal  credit  risks,  which 
determination  includes  a  finding  that 
the  security’s  issuer  has  an 
exceptionally  strong  capacity  to  meet  its 
short-term  obligations. 36  Thus,  under 
our  re-proposal,  a  money  market  fund 
would  be  limited  to  investing  in 
securities  that  the  fund’s  board  (or  its 
delegate)  has  determined  present 
minimal  credit  risks,  notwithstanding 
any  rating  the  security  may  have 


7,  noting  that  this  standard  reflects  certain  NRSROs’ 
highest  short-term  rating  categorj',  but  also 
recommending  that  the  Commission  adopt  an 
“exceptionally  strong  capacity”  standard,  which 
would  be  consistent  with  the  definitions  used  by 
many  NRSROs  to  define  their  highest  long-term 
category,  as  an  alternative  substitute  for  the  credit 
rating  references  in  rule  5b-3);  Vanguard  Comment 
Letter,  supra  note  30  (advocating  a  determination 
that  the  issuer  have  the  “highest  capacity”  to  meet 
those  obligations). 

3-*  See  id. 

35  Currently,  the  requirement  that  the  fund  board 
(or  its  delegate)  determine  that  a  security  presents 
minimal  credit  risks  is  set  forth  in  rule  2a-7(d)(2)(i) 
(requiring  that  the  determination  of  minimal  credit 
risk  be  based  on  factors  pertaining  to  credit  quality 
in  addition  to  any  rating  assigned  by  a  designated 
NRSRO).  Under  our  re-proposal,  the  definition  of 
eligible  security  in  the  rule  would  be  restructured 
to  include  the  minimal  credit  risk  determination, 
and  would  include  government  securities  and 
securities  issued  by  money  market  funds,  which  are 
currently  included  in  the  definition  of  first  tier 
security.  See  rule  2a-7(a)(14). 

3e  Re-proposed  rule  2a-7(a)(ll).  The  re-proposal 
would  make  a  conforming  change  to  the 
recordkeeping  requirements  under  the  rule  to 
reflect  that  funds  must  retain  a  written  record  of  the 
determination  that  a  portfolio  security  is  an  eligible 
security,  including  the  determination  that  it 
presents  minimal  credit  risks.  See  re-proposed  rule 
2a-7(h)(3). 

The  re-proposal  also  would  eliminate  the 
following  defined  terms  from  the  rule:  “designated 
NRSRO,”  “first  tier  security,”  "rated  security,” 
“requisite  NRSROs,”  “second  tier  security,”  and 
“unrated  security.”  It  also  would  revise  a  number 
of  provisions  in  the  rule  that  currently  reference 
these  terms.  See  rule  2a-7(a)(12)  (eligible  security): 
rule  2a-7(d)(2)  (portfolio  quality);  rule  2a- 
7(d)(3)(i)(A)(l)  and  (C)  (portfolio  diversification); 
rule  2a-7(d)(3)(iii)(C)  (portfolio  diversification): 
rule  2a-7(f)(l)  (downgrades);  rule  2a-7(h)(3)  (record 
keeping  and  reporting);  rule  2a-7(j)  (delegation). 


received.  In  addition,  fund  boards 
would  no  longer  be  required  to 
designate  NRSROs. 3^  The  re-proposed 
determination  is  designed  to  retain  a 
degree  of  credit  risk  similar  to  that  in 
the  current  rule  by  allowing  for 
gradations  in  credit  quality  among 
securities  that  meet  a  very  high  standard 
of  credit  quality, 33  while  limiting  a 
money  market  fund’s  investments  in 
second  tier  securities  to  those  the  fund 
determines  do  not  diminish  the  overall 
high  quality  of  the  fund’s  portfolio.39 
As  a  result  of  the  single  standard  and 
elimination  of  the  distinction  between 
first  and  second  tier  securities  we  are  re¬ 
proposing,  we  also  are  re-proposing  to 
remove  the  current  prohibition  on  funds 
investing  more  than  3  percent  of  their 
portfolios  in  second  tier  securities. ’*6  In 


3^  Nor  would  fund  boards  have  to  disclose 
designated  NRSROs  in  the  statement  of  additional 
information  (“SAI”).  We  note  that  after  enactment 
of  the  Dodd-Frank  Act,  our  staff  issued  a  no-action 
letter  assuring  money  market  funds  and  their 
managers  that,  in  light  of  section  939A,  the  staff 
would  not  recommend  enforcement  action  under 
section  2(a)(41)  of  the  Act  and  rules  2a-4  and  22c- 
1  thereunder  if  a  money  market  fund  board  did  not 
designate  NRSROs  and  did  not  make  related 
disclosures  in  the  fund’s  SAI  before  the 
Commission  had  completed  its  review  of  rule  2a- 
7  required  by  the  Dodd-Frank  Act  and  made  any 
modifications  to  the  rule.  See  SEC  Staff  No-Action 
Letter  to  the  Investment  Company  Institute  (Aug. 

19,  2010). 

3®  See  Fitch  Ratings,  Definitions  of  Ratings  and 
Other  Forms  of  Opinion,  Jan.  2014,  http:// 
\\'\\’w.fitchratings.con\/web_content/ratings/fitch_ 
ratings_definitions_and_scales.pdf  ("Bitch  Ratings 
Scales”),  at  18  (stating  that  a  rating  of  FI 
“|i]ndicates  the  strongest  intrinsic  capacity  for 
timely  payments  of  financial  commitments”); 
Moody’s  Investor  Service,  Rating  Symbols  and 
Definitions,  Apr.  2014,  https://wi\'W'. moodys.com/ 
researchdocumentcontentpage.aspx?docid=PBC_ 
79004  ("Moody’s  Rating  Definitions”),  at  6  (stating 
that  Prime-1  issuers  “have  a  superior  ability  to 
repay  short-term  debt  obligations”);  Standard  & 
Poor’s,  Standard  &  Poor’s  Ratings  Definitions,  Apr. 
27,  2011,  http://img.en25.com/Web/ 
StandardandPoors/Batings  Definitions. pdf  I"  S&P 
Ratings  Definitions”),  at  5  (stating  that  for  a  rating 
of  A-1,  ”[t]he  obligor’s  capacity  to  meet  its  financial 
commitment  on  the  obligation  is  strong”). 

3®  A  number  of  commenters  expressed  concern 
that  the  standards  proposed  in  2011  would 
simultaneously  raise  the  standards  for  first  tier 
securities  and  weaken  the  standards  for  second  tier 
seciuities.  See  ICI  Comment  Letter,  supra  note  30; 

T.  Rowe  Price  Comment  Letter,  supra  note  30; 
Dreyfus  Comment  Letter,  supra  note  30.  Each  of 
these  comments  notes  that  the  proposed  standard 
that  a  first  tier  security  issuer  or  guarantor  have  the 
"highest”  capacity  to  meet  its  short-term  obligations 
could  raise  the  standard  above  that  in  the  current 
rule  because  this  standard,  if  taken  literally,  does 
not  contemplate  any  variation  in  creditworthiness 
among  issuers  of  first  tier  securities.  In  contrast,  the 
current  definition  of  first  tier  security  refers  to 
issuers  and  guarantors  falling  within  a  certain  range 
of  capacities  to  repay  their  short-term  obligations. 
These  comments  also  maintain  that  the  proposed 
standard  for  second  tier  securities,  which  was  not 
tied  to  minimum  rating  requirements,  could  permit 
a  fund  to  invest  in  securities  that  would  not  be 
eligible  securities  under  the  current  rule. 

See  rule  2a-7(d)(2)(ii).  In  conforming  changes, 
we  re-propose  to  move  the  requirement  currently  in 

Continued 
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2010,  we  imposed  greater  limits  on 
investments  in  second  tier  securities 
because  they  may  experience  greater 
price  volatility  and  illiquidity  than  first 
tier  securities  in  times  of  market  stress, 
which  could  adversely  affect  a  money 
market  fund’s  ability  to  maintain  a 
stable  net  asset  value."*^  Nevertheless,  as 
we  acknowledged  in  2010,  investors 
could  benefit  from  these  investments  to 
the  extent  that  a  money  market  fund 
could  conclude,  after  a  thorough  risk 
analysis,  that  second  tier  securities 
provide  a  higher  yield  than  first  tier 
securities  while  maintaining  a  risk 
profile  consistent  with  the  fund’s 
investment  objectives. ^2  gy  eliminating 
the  rule’s  current  limitations  on 
investments  in  second  tier  securities, 
funds  theoretically  could  invest  in 
second  tier  securities  to  a  greater  extent 
than  permitted  today.^3  The  re-proposed 
standard,  however,  is  designed  to 
preserve  the  current  degree  of  risk 
limitation  in  rule  2a-7  without 
reference  to  credit  ratings  by  requiring 
a  fund’s  board  (or  its  delegate)  to 
determine  that  the  issuer  of  a  portfolio 
security  has  an  exceptionally  strong 
capacity  to  meet  its  short-term 
obligations,  a  finding  that  some  boards 
or  fund  advisers  may  determine  can  be 
met  by  second  tier  rated  securities  (but 
only  of  the  highest  quality). 

We  do  not  believe  that  securities  that 
are  rated  in  the  third-highest  category 
for  short-term  ratings  (or  comparable 
unrated  securities),  whose  issuers  need 


the  definition  of  eligible  security  that  the  issuer  of 
a  demand  feature  or  guarantee  promptly  notify  the 
holder  of  the  security  in  the  event  the  demand 
feature  or  guarantee  is  substituted  with  another 
demand  feature  or  guarantee  (if  such  substitution  is 
permissible)  to  the  paragraphs  of  the  rule  that 
address  securities  subject  to  guarantees  and 
conditional  demand  features.  Compare  rule  2a- 
7(a)(12)(iii)(B)  with  re-proposed  rules  2a-7(d)(2)(il) 
and  2a-7(dK2)(iii)(D). 

See  Money  Market  Fund  Reform,  Investment 
Company  Act  Release  No.  29132  (Feb.  23,  2010)  [75 
FR  10060  (Mar.  4,  2010)]  (“2010  Money  Market 
Fund  Adopting  Release”),  at  nn. 52-53  and 
accompanying  text  (explaining  that  second  tier 
securities  are  subject  to  greater  spread  risk  and 
trade  in  thinner  markets  than  first  tier  securities 
and  noting  that  second  tier  securities  are  more 
likely  to  be  downgraded  than  first  tier  securities). 

See  id.  at  text  accompanying  and  following 
n.54. 

See  rule  2a-7(c)(3)(ii).  Money  market  funds 
also  are  limited  from  investing  more  than  V2%  of 
their  assets  in  second  tier  securities  of  a  single 
issuer  and  2.5%  of  their  portfolios  in  second  tier 
securities  issued,  guaranteed  or  subject  to  a  demand 
feature  issued  by  the  same  entity.  See  rule  2a- 
7(d)(3)(i)(C)  and  rule  2a-7(d)(3)(iii)(C).  These  limits 
also  would  be  eliminated  under  our  re-proposal. 

See  ICI  Comment  Letter,  supra  note  30  (stating 
that  the  Dodd-Frank  Act  “does  not  leave  any  means 
of  explicitly  limiting  acquisitions  of  securities  rated 
below  the  highest  category  [but  a  single,  uniform, 
very  high  standard]  would  at  least  require  money 
market  funds  to  determine  that  such  securities  do 
not  diminish  the  overall  credit  quality  of  their 
portfolios”). 


only  have  an  acceptable  or  adequate 
ability  to  repay  short-term  obligations 
under  rating  agency  standards,  would 
satisfy  the  re-proposed  “exceptionally 
strong  capacity’’  standard. We 
therefore  believe,  as  a  practical  matter, 
that  the  re-proposed  standard  would 
generally  preclude  funds  from 
determining  that  securities  rated  “third 
tier’’  (or  comparable  unrated  securities) 
would  be  eligible  securities  under  rule 
2a-7. 

In  determining  whether  a  security 
presents  minimal  credit  risks,  a  fund 
adviser  could  take  into  accoimt  credit 
quality  determinations  prepared  by 
outside  sources,  including  NRSRO 
ratings,  that  the  adviser  considers  are 
reliable  in  assessing  credit  risk.  In 
considering  such  sources,  an  adviser 
should  understand  the  particular 
NRSRO’s  methodology  for  determining 
the  rating  at  issue  and  make  an 
independent  judgment  of  credit  risks, 
and  it  should  consider  any  outside 
source’s  record  with  respect  to 
evaluating  the  types  of  securities  in 
which  the  fund  invests. 

We  request  comment  on  consolidating 
the  credit  quality  standard  and 
eliminating  the  distinction  between  first 
and  second  tier  securities.  Do 
commenters  believe  that  the  re¬ 
proposed  standard  is  an  appropriate 
standard  of  creditworthiness  for  rule 
2a-7?  Is  the  re-proposed  “exceptionally 
strong  capacity’’  standard  an 
appropriate  substitute  for  credit  ratings 
in  rule  2a-7?  Is  there  another  standard 
that  would  be  a  more  appropriate 
substitute  for  credit  ratings  in  rule  2a- 
7?  Would  the  re-proposed  consolidated 
standard,  which  requires  a  minimiun 
credit  risk  determination  and  includes  a 
finding  that  the  issuer  has  an 
“exceptionally  strong  capacity’’  to  meet 
its  short-term  obligations,  provide 
sufficient  clarity  for  money  market  fund 
boards  and  advisers  making  credit 
quality  determinations?  Would  such  a 
standard  impact  investors’ 
understanding  of  credit  quality?  Would 
it  promote  greater  or  less  uniformity  in 
credit  quality  determinations  among 
funds  than  the  standard  we  proposed  in 
2011?  Would  the  2011  proposal 
establish  risk  limitations  more  in  line 
with  those  provided  under  the  current 
rule?  Is  there  an  alternative  standard  for 
making  credit  quality  determinations 


See  Fitch  Ratings  Scales,  supra  note  38,  at  18 
(a  rating  of  F3  indicates  the  “intrinsic  capacity  for 
timely  payment  of  financial  commitments  is 
adequate.”);  Moody’s  Rating  Definitions,  supra  note 
38,  at  6  (“Issuers  (or  supporting  institutions)  rated 
Prime-3  have  an  acceptable  ability  to  repay  short¬ 
term  debt  obligations.”):  S&P  Ratings  Definitions, 
supra  note  38,  at  5  (“A  short-term  obligation  rated 
‘A-3’  exhibits  adequate  protection  parameters.”). 


that  is  more  objective  than  the  re¬ 
proposed  standard?  We  note  that  no 
commenters  provided  suggestions  when 
we  sought  comment  in  the  2011 
proposal  on  alternatives  that  would 
provide  a  more  objective  evaluation  of 
credit  quality;  have  commenters’ 
positions  on  this  issue  evolved  since 
2011? 

We  also  request  specific  comment  on 
the  finding,  required  as  part  of  the 
minimal  credit  risk  determination,  that 
the  security’s  issuer  has  an 
exceptionally  strong  capacity  to  meet  its 
short-term  financial  obligations.  What 
impact  is  this  proposed  standard  likely 
to  have  on  the  overall  risk  of  money 
market  fund  portfolios?  What  impact  is 
this  re-proposed  “exceptionally  strong 
capacity”  standard  likely  to  have  on 
money  market  fund  acquisitions  of  first 
tier  securities?  Does  it  permit  sufficient 
variation  among  the  most  creditworthy 
issuers?  Similarly,  what  impact  is  the 
re-proposed  “exceptionally  strong 
capacity”  standard  likely  to  have  on 
money  market  fund  acquisitions  of 
second  tier  securities?  Will  this  re¬ 
proposed  standard,  and  the  elimination 
of  the  distinction  between  first  and 
second  tier  securities  in  rule  2a-7,  lead 
money  market  funds  to  acquire  more 
second  tier  securities  than  they  do 
currently?  Would  a  finding  that  a 
security’s  issuer  instead  has  a 
“superior,”  “very  strong,”  or  “strong” 
capacity  to  meet  its  short-term  financial 
obligations  better  reflect  the  current  risk 
limitation  in  rule  2a-7,  or  would  it 
result  in  a  standard  that  is  less  stringent 
than  under  the  current  rule?  Our  goal  is 
to  preserve  a  similar  degree  of  risk 
limitation  as  in  the  current  rule,  and  we 
note  that  the  phrase  “strong  capacity” 
reflects  the  standard  that  one  NRSRO 
articulates  for  securities  with  a  second 
tier  rating."*® 

As  discussed  above,  we  believe  that 
the  re-proposed  standard  would 
preclude  funds  from  investing  in 
securities  rated  third  tier  (or  comparable 
unrated  securities). Do  funds  agree? 

We  do  not  believe  that  the  re-proposed 
standard  should  significantly  affect 
money  market  funds’  investment  in 
unrated  securities  because  we 
understand  that  money  market  funds 
hold  few  unrated  securities.’*®  We 


See  Moody’s  Rating  Definitions,  supra  note  38, 
at  6  (“Issuers  (or  supporting  institutions)  rated 
Prime-2  have  a  strong  ability  to  repay  short-term 
debt  obligations.”). 

See  supra  note  45  and  accompanying  text. 

Based  on  Form  N-MFP  filings  from  February 
28,  2014,  we  estimate  that  0.005%  of  money  market 
fund  assets  under  management  were  invested  in 
unrated  securities.  Many  securities  that  funds  list 
as  unrated  in  Form  N-MFP  filings  actually  are 
issued  as  part  of  a  rated  program  or  have  an  issuer 
or  guarantor  that  is  rated.  See  rule  2a-7(a)(22)(i),  (ii) 
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request  comment  about  the  potential 
reasons  for  this  current  practice. 
Specifically,  is  there  currently  a  limited 
supply  of  unrated  securities  that  qualify 
as  eligible  securities,  or  do  money 
market  funds  hold  few  unrated 
securities  for  other  reasons  {e.g., 
investor  or  board  of  directors’ 
requirements  for  ratings)?  Would  money 
market  funds  invest  in  more  unrated 
securities  under  our  re-proposed 
amendments? 

As  discussed  in  the  2014  Money 
Market  Fund  Adopting  Release,  we 
recognize  that  certain  of  the 
amendments  to  rule  2a-7  adopted  today 
could  affect  money  market  fund 
managers’  investment  decisions.  Under 
the  newly  adopted  amendments  to  rule 
2a-7,  certain  money  market  funds 
would  be  required  to  transact  using  a 
floating  NAV.  Managers  of  floating  NAV 
funds,  in  an  effort  to  limit  volatility, 
might  further  limit  their  investments  in 
relatively  riskier  portfolio  securities,  or 
conversely,  in  an  effort  to  increase  yield, 
might  increase  their  investments  in  such 
securities.  As  described  in  more  detail 
below,  we  request  comment  on  the 
extent  to  which  the  re-proposed 
standard  may  affect  the  potential 
incentive  for  certain  funds  to  invest  in 
riskier  securities  [i.e.,  those  secin-ities 
that  would  be  second  tier  under  current 
rule  2a-7).  Would  a  finding  that  issuers 
have  an  “exceptionally  strong  capacity’’ 
to  meet  their  short-term  obligations 
mitigate  any  risks  associated  with 
floating  NAV  funds’  potential  incentives 
to  invest  in  riskier  securities?  Would  a 
finding  that  issuers  have  a  “superior,” 
“very  strong,”  or  “strong”  repayment 
ability  be  a  sufficient  risk  mitigant? 

Also  under  the  amendments  to  rule 
2a-7  we  adopted  today,  all  money 
market  funds  (including  those  still  able 
to  transact  at  a  stable  NAV)  will  be 
required  to  disclose  daily  the  market 
value  of  their  portfolios  generally  to  the 
fourth  decimal  place."*^  If  a  money 
market  fund  were  to  invest  to  a  greater 
extent  than  its  peer  funds  in  riskier 
second  tier  securities,  then  that  fund 
would  have  greater  volatility  in  price  or 
market  value  of  its  shares,  as  compared 
to  the  volatility  and  price  of  its  peer 
funds’  shares.  We  request  comment  on 
whether  potential  incentives  for 


(defining  “rated  security”  to  include  a  security  that 
has  received  the  requisite  short-term  rating  from  a 
designated  NRSRO,  or  that  is  issued  by  an  issuer 
or  has  a  guarantee  with  such  a  rating). 

See  rule  2a-7(h)(10)(iii);  2014  Money  Market 
Fund  Adopting  Release,  supra  note  8,  at  section 
I11.E.9.C.  To  the  extent  a  money  market  fund  prices 
its  shares  using  a  share  price  other  than  SI. 0000, 
it  would  be  required  to  disclose  its  share  price  at 
an  equivalent  level  of  accuracy.  See  rule  2a- 
7(h)(10)(iii).  See  also  supra  note  16  and 
accompanying  text. 


increased  investments  in  riskier  second 
tier  securities  would  be  reduced  by 
market  discipline  resulting  from  these 
newly  required  disclosures. 

Rule  2a-7  does  not  set  forth  any 
specific  factors  that  a  board  (or  its 
delegate)  should  consider  in 
determining  minimal  credit  risks.  In 
response  to  our  2011  proposal  to  replace 
an  objective  standard  of  an  NRSRO 
rating  for  eligible  securities  with  a 
subjective  standard,  some  commenters 
advocated  that  we  develop  specific 
guidance  in  connection  with 
assessments  of  credit  quality.^®  We  have 
provided  guidance  before  regarding 
certain  factors  to  be  considered  in 
minimal  credit  risk  determinations  for 
asset-backed  securities  under  rule  2a-7 
and  in  our  release  removing  references 
to  credit  ratings  from  the  net  capital  rule 
under  the  Securities  Exchange  Act  of 
1934.  Commission  staff  also  has 
provided  guidance  in  the  past  on  factors 
that  a  board  could  consider  in 
performing  credit  assessments  under 
rule  2a-7.^2 

Our  staff  also  has  had  opportunities  to 
observe  how  money  market  fund 
advisers  evaluate  minimal  credit  risk 
through  its  examinations  of  money 
market  funds.  Although  staff  has  noted 
a  range  in  the  quality  and  breadth  of 
credit  risk  analyses  among  the  money 
market  funds  examined,  staff  has  also 
observed  that  when  performing  their 
minimal  credit  risk  determinations, 
most  of  the  advisers  to  these  funds 
evaluate  some  common  factors  that  bear 


See  Comment  Letter  of  Better  Markets  (Apr.  25, 
201 1);  Comment  Letter  of  Americans  for  Financial 
Reform  (Apr.  25,  2011). 

See  2010  Money  Market  Fund  Adopting 
Release,  supra  note  41,  at  section  11.3;  Removal  of 
Certain  References  to  Credit  Ratings  Under  the 
Securities  Exchange  Act  of  1934,  Securities 
Exchange  Act  Release  No.  71194  (Dec.  27,  2013)  |79 
FR  26550  (Jan.  8,  2014)]  (“2013  Net  Capital  Rule 
Amendments”)  at  section  Il.B.l.a.iii  (listing  certain 
factors  a  broker-dealer  could  consider,  as 
appropriate,  under  policies  and  procedures  it 
establishes  to  assess  whether  a  seciu'ity  or  money 
market  instrument  has  only  a  minimal  amount  of 
credit  risk  for  purposes  of  rule  1 5c3-l  under  the 
Securities  Exchange  Act  of  1934).  See  also 
Comment  Letter  of  Consumer  Federation  of 
America  (Apr.  25,  2011)  (suggesting  the  proposed 
standard  could  provide  a  limitation  on  money 
market  fund  firms’  investments  by  requiring  fund 
boards  to  review  specific  types  of  objective  data  that 
credit  rating  agencies  and  other  risk  assessment 
specialists  consider  in  developing  credit  ratings); 
Comment  Letter  of  Colorado  Public  Employees’ 
Retirement  Association  (Apr.  21,  2011)  (advocating 
that  any  approach  to  replacing  credit  ratings 
contain  quantitative  and  qualitative  elements  with 
certain  specific  characteristics). 

See  Letter  to  Registrants  from  Kathryn 
McGrath,  Director,  Division  of  Investment 
Management,  SEC  (May  8, 1990)  (“1990  Staff 
Letter”);  Letter  to  Matthew  Fink,  President, 
Investment  Company  Institute  from  Kathryn 
McGrath,  Director,  Division  of  Investment 
Management,  SEC  (Dec.  6,  1989)  (“1989  Staff 
Letter”). 


on  the  ability  of  an  issuer  or  guarantor 
to  meet  its  short-term  financial 
obligations. Based  on  the  staff’s 
experience  and  in  consideration  of 
general  criteria  included  in 
recommendations  by  an  industry  money 
market  working  group  of  best  practices 
for  making  minimal  credit  risk 
determinations,^^  we  believe  that  an 
assessment  of  the  strength  of  any 
issuer’s  or  guarantor’s  ability  to  satisfy 
these  obligations  generally  should 
include  an  analysis  of  the  following 
factors  to  the  extent  appropriate:  (i)  The 
issuer  or  guarantor’s  financial  condition, 
i.e.,  analysis  of  recent  financial 
statements,  including  trends  relating  to 
cash  flow,  revenue,  expenses, 
profitability,  short-term  and  total  debt 
service  coverage,  and  leverage 
(including  financial  leverage  and 
operating  leverage);  (ii)  the  issuer  or 
guarantor’s  liquidity,  including  bank 
lines  of  credit  and  alternative  sources  of 
liquidity;  (iii)  the  issuer  or  guarantor’s 
ability  to  react  to  future  events, 
including  a  discussion  of  a  “worst  case 
scenario,”  and  its  ability  to  repay  debt 
in  a  highly  adverse  situation;  and  (iv) 
the  strength  of  the  issuer  or  guarantor’s 
industry  within  the  economy  and 
relative  to  economic  trends  as  well  as 
the  issuer  or  guarantor’s  competitive 
position  within  its  industry  (including 
diversification  in  sources  of 
profitability,  if  applicable).^®  In 


53  Under  the  current  rule,  a  security  may  be 
determined  to  be  an  eligible  security  or  a  first  tier 
security  based  solely  on  whether  the  guarantee  is 
an  eligible  security  or  a  first  tier  security,  as  the 
case  may  be.  Rule  2a-7(d)(2)(ii). 

54  ICI  Working  Group  Report,  supra  note  22,  at 
Appendix  1. 

55  Under  the  current  rule,  when  a  security’s 
maturity  is  determined  with  reference  to  a  demand 
feature,  the  fund’s  board  of  directors  must  perform 
an  ongoing  review  of  the  security’s  continued 
minimal  credit  risks,  and  that  review  must  be  based 
on,  among  other  things,  financial  data  for  the  most 
recent  fiscal  year  of  the  demand  feature’s  issuer. 
Rule  2a-7(g)(3). 

56  Many  of  these  considerations  have  been 
included  in  staff  guidance  as  well  as  in  best 
practices  for  determining  minimal  credit  risk  set 
forth  in  the  Report  of  the  Money  Market  Working 
Group  submitted  to  the  Board  of  Governors  of  the 
Investment  Company  Institute  in  2009.  See  1990 
Staff  Letter,  supra  note  52  (advising  registrants  that 
in  the  staffs  view  a  board  of  directors  can  only 
make  a  minimal  credit  risk  determination  regarding 
a  security  based  on  an  analysis  of  the  issuer’s 
capacity  to  repay  its  short-term  debt,  which  analysis 
would  include:  (i)  A  cash  flow  analysis:  (ii)  an 
assessment  of  the  issuer’s  ability  to  react  to  future 
events,  including  a  review  of  the  issuer’s 
competitive  position,  cost  structure  and  capital 
intensiveness:  (iii)  an  assessment  of  the  issuer’s 
liquidity,  including  bank  lines  of  credit  and 
alternative  sources  of  liquidity  to  support  its 
commercial  paper;  and  (iv)  a  “worst  case  scenario” 
evaluation  of  the  issuer’s  ability  to  repay  its  short¬ 
term  debt  from  cash  sources  or  asset  liquidations  in 
the  event  that  the  issuer’s  backup  credit  facilities 
are  unavailable);  1989  Staff  Letter,  supra  note  52 

Continued 
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addition,  a  minimal  credit  risk 
evaluation  could  include  an  analysis  of 
whether  the  price  and/or  yield  of  a 
security  is  similar  to  that  of  other 
securities  in  the  fund’s  portfolio. 

The  staff  has  also  obser\^ed  other 
factors  that  money  market  fund  advisers 
may  take  into  account  when  evaluating 
minimal  credit  risks  of  particular  asset 
classes.  To  the  extent  applicable,  fund 
advisers  may  wish  to  consider  the 
following  additional  factors: 

•  For  municipal  securities:  (i)  Sources 
of  repayment;  (ii)  issuer  demographics 
(favorable  or  unfavorable);  (iii)  the 
issuer’s  autonomy  in  raising  taxes  and 
revenue;  (iv)  the  issuer’s  reliance  on 
outside  revenue  sources,  such  as 
revenue  from  a  state  or  Federal 
government  entity;  and  (v)  the  strength 
and  stability  of  the  supporting 
economy. 

•  For  conduit  securities  under  rule 
2a-7:®°  Analysis  of  the  underlying 


(advising  that  in  making  its  minimal  credit  risk 
determination,  a  money  market  fund  board  of 
directors  should  take  into  account  certain  kinds  of 
factors,  such  as  the  issuer’s  or  guarantor’s  current 
and  future  credit  quality;  the  strength  of  the  issuer’s 
or  guarantor’s  industry'  within  the  economy  and 
relative  to  economic  trends;  the  issuer’s  or 
guarantor’s  market  position  within  its  industry; 
cash  flow  adequacy;  the  level  and  nature  of 
earnings;  financial  leverage;  asset  protection;  the 
quality  of  the  issuer’s  or  guarantor’s  accoimting 
practices  and  management;  the  likelihood  and 
nature  of  event  risks,  and  the  effect  of  any 
significant  ownership  positions;  the  degree  of 
financial  flexibility  of  the  issuer  or  guarantor  to 
cope  with  unexpected  challenges  and  to  take 
advantage  of  opportunities,  as  well  as  an 
assessment  of  the  degree  and  nature  of  event  risks; 
the  likelihood  of  a  sudden  change  of  credit  quality 
from  external  and  internal  sources);  ICI  Working 
Group  Report,  supra  note  22,  at  Appendix  I 
(recommending  the  same  general  criteria  set  forth 
in  the  1990  Staff  Letter  for  assessing  the  credit  risks 
of  issuers  and  securities  in  procedures  for 
determining  minimal  credit  risks  as  well  as 
consideration  of  financial  and  other  information 
provided  by  the  issuer).  See  also  OCC  Guidance  on 
Due  Diligence  Requirements  in  Determining 
Whether  Securities  are  Eligible  for  Investment,  77 
FR  35259  (June  13,  2012)  (“OCC  Guidance”)  (matrix 
of  examples  of  factors  for  national  banks  and 
Federal  savings  associations  to  consider  as  part  of 
a  robust  credit  risk  assessment  framework  (“OCC 
credit  risk  factors”)  for  certain  investment  securities 
includes  capacity  to  pay  and  assess  operating  and 
financial  performance  levels  and  trends). 

See  2013  Net  Capital  Rule  Amendments,  supra 
note  51,  at  second  paragraph  preceding  n.99. 

58  Demographics  could  include  considerations 
such  as  the  type,  size,  diversity  and  growth  or 
decline  of  the  local  government’s  tax  base, 
including  income  levels  of  residents,  and 
magnitude  of  economic  activity. 

59  See  1989  Staff  Letter,  supra  note  52  (additional 
factors  such  as  sources  of  repayment,  autonomy  in 
raising  taxes  and  revenue,  reliance  on  outside 
revenue  sources  and  strength  and  stability  of  the 
supporting  economy  should  be  considered  with 
respect  to  tax-exempt  securities);  OCC  Guidance, 
supra  note  56. 

89 Under  rule  2a-7,  a  “conduit  security”  means  a 
security  issued  by  a  municipal  issuer  involving  an 
arrangement  or  agreement  entered  into,  directly  or 
indirectly,  with  a  person  other  than  a  municipal 


obligor  as  described  above  for  all 
securities  except  asset  backed  securities 
(including  asset  backed  commercial 
paper). 

•  For  asset  backed  securities 
(including  asset  backed  commercial 
paper):  (i)  Analysis  of  the  underlying 
assets  to  ensure  they  are  properly 
valued  and  that  there  is  adequate 
coverage  for  the  cash  flows  required  to 
repay  the  asset  backed  security  under 
various  market  conditions;  (ii)  analysis 
of  the  terms  of  any  liquidity  or  other 
support  provided;  and  (iii)  legal  and 
structural  analyses  to  determine  that  the 
particular  asset  backed  security  involves 
no  more  than  minimal  credit  risks  for 
the  money  market  fund.®^ 

•  For  other  structured  securities,  such 
as  variable  rate  demand  notes,®^  tender 


issuer,  which  arrangement  or  agreement  provides 
for  or  secures  repayment  of  the  secmity.  Rule  2a- 
7(a)(7).  A  “municipal  issuer”  is  defined  under  the 
rule  to  mean  a  state  or  territory  of  the  United  States 
(including  the  District  of  Columbia),  or  any  political 
subdivision  or  public  instrumentality  of  a  state  or 
territory  of  the  United  States.  Id.  A  conduit  security 
does  not  include  a  security  that  is;  (i)  Fully  and 
unconditionally  guaranteed  by  a  municipal  issuer; 
(ii)  payable  from  the  general  revenues  of  the 
municipal  issuer  or  other  municipal  issuers  (other 
than  those  revenues  derived  from  an  agreement  or 
arrangement  with  a  person  who  is  not  a  municipal 
issuer  that  provides  for  or  secures  repayment  of  the 
security  issued  by  the  municipal  issuer);  (iii)  related 
to  a  project  ow'ned  and  operated  by  a  mimicipal 
issuer;  or  (iv)  related  to  a  facility  leased  to  and 
under  the  control  of  an  industrial  or  commercial 
enterprise  that  is  part  of  a  public  project  which,  as 
a  whole,  is  owned  and  under  the  control  of  a 
municipal  issuer.  Id. 

8’  See  OCC  Guidance,  supra  note  56  (OCC  credit 
risk  factors  for  revenue  bonds  include  consideration 
of  the  obligor’s  financial  condition  and  reser\'e 
levels). 

82  See  2010  Money  Market  Fund  Adopting 
Release,  supra  note  41,  at  section  II. A. 3  (citing 
Revisions  to  Rules  Regulating  Money  Market  Funds, 
Investment  Company  Act  Release  No.  21837  (Mar. 
21,  1996)  |61  FR  13956  (Mar.  28,  1996)]  (“1996 
Money  Market  Fund  Adopting  Release”)  at  section 
1I.E.4). 

83  A  variable  rate  demand  obligation  (which 
includes  variable  rate  demand  notes)  is  a  security 
for  which  the  interest  rate  resets  on  a  periodic  basis 
and  holders  are  able  to  liquidate  their  security 
through  a  “put”  or  “tender”  feature,  at  par.  To 
ensure  that  the  securities  are  able  to  be  “put”  or 
“tendered”  by  a  holder  in  the  event  that  a 
remarketing  agent  is  unable  to  remarket  the 
security,  a  VRDO  typically  operates  with  a  liquidity 
facility — a  Letter  of  Credit  or  Standby  Bond 
Purchase  Agreement — that  ensures  that  an  investor 
is  able  to  liquidate  its  position.  See  Electronic 
Municipal  Market  Access,  Understanding  Variable 
Rate  Demand  Obligations,  http://emma.msrh.org/ 
EducationCenter/UnderstandingVRDOs.aspx. 


option  bonds, extendible  bonds  or 
“step  up’’  securities,®®  or  other 
structures,  in  addition  to  analysis  of  the 
issuer  or  obligor’s  financial  condition, 
as  described  above,  analysis  of  the 
protections  for  the  money  market  fund 
provided  by  the  legal  structure  of  the 
security.®^ 

•  For  repurchase  agreements  that  are 
“collateralized  fully’’  under  rule  2a-7,®® 
an  assessment  of  the  creditworthiness  of 
the  counterparty,®®  of  the  volatility  and 
liquidity  of  the  market  for  collateral,  if 
the  collateral  is  a  government  agency 
collateralized  mortgage  obligation  or 
mortgage  backed  security,  or  other  non- 
standardized  security,  and  the  process 
for  liquidating  collateral.^® 


A  tender  option  bond  is  an  obligation  that 
grants  the  bondholder  the  right  to  require  the  issuer 
or  specified  third  party  acting  as  agent  for  the  issuer 
(e.g.,  a  tender  agent)  to  purchase  the  bonds,  usually 
at  par,  at  a  certain  time  or  times  prior  to  maturity 
or  upon  the  occurrence  of  specified  events  or 
conditions.  See  Municipal  Securities  Rulemaking 
Board,  Glossary'  of  Mimicipal  Securities  Terms, 
Tender  Option  Bond,  http://\vww.msrb.org/ 
gIossar}'/definition/tender-option-bond.aspx. 

Tender  option  bonds  are  synthetically  created  by  a 
bond  dealer  or  other  owner  of  a  long-term 
municipal  obligation  pmchased  in  either  the 
primary'  or  secondary'  markets,  or  already  in  a 
portfolio. 

85  An  extendible  bond  is  a  long-term  debt  security 
with  an  embedded  option  for  either  the  investor  or 
the  issuer  to  extend  its  maturity  date.  To  qualify  as 
an  eligible  security  under  rule  2a-7,  the  issuer  must 
not  have  the  right  to  extend  the  maturity  of  the 
bond  so  that  it  is  more  than  397  days  to  maturity 
at  any  time.  Typically,  if  an  extendible  bond  is  of 
the  type  that  qualifies  as  an  eligible  security  under 
rule  2a-7,  a  money  market  fund  will  have  the 
option  to  either  extend  the  maturity  of  the  bond  to 
no  more  than  397  days  in  the  future,  or  elect  not 
to  extend,  in  which  case  the  bond’s  maturity  must 
be  no  longer  than  397  days  at  that  time. 

88  A  “step  up”  secmity  pays  an  initial  interest 
rate  for  the  first  period,  and  then  a  higher  rate  for 
the  following  periods. 

82  See  OCC  Guidance,  supra  note  56  (OCC  credit 
risk  factors  for  structured  securities  include 
evaluation  and  understanding  of  specific  aspects  of 
the  legal  structure  including  loss  allocation  rules, 
potential  impact  of  performance  and  market  value 
triggers,  support  provided  by  credit  and  liquidity 
enhancements,  and  adequacy  of  structural 
subordination). 

88  Under  rule  2a-7(a)(5),  for  a  repurchase 
agreement  to  be  “collateralized  fully,”  among  other 
requirements,  the  collateral  must  consist  entirely  of 
cash  items  or  Government  securities.  See  rule  5b- 
3(c)(1). 

89  See  rule  2a-7(d)(3)(ii)(A)  (requiring  the  fund’s 
board  of  directors  to  evaluate  the  creditworthiness 
of  the  seller  of  a  fully  collateralized  repurchase 
agreement  when  looking  to  the  collateral  issued  for 
purposes  of  determining  issuer’s  diversification 
under  the  rule). 

29  See  ICI  Working  Group  Report,  supra  note  22, 
at  Appendix  1  (”  When  repayment  of  an  obligation 
(such  as  a  repurchase  agreement)  may  depend  on 
the  liquidation  of  securities  or  other  assets 
(Collateral),  the  credit  analysis  should  include  an 
assessment  of  the  volatility  and  liquidity  of  the 
market  for  the  Collateral,  especially  in  times  of 
market  stress.  The  analysis  also  should  consider  the 
process  for  liquidating  the  Collateral,  who  would  be 
likely  buyers  of  the  Collateral,  and  how  long  it 
might  take  to  complete  the  liquidation.  These 
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•  For  repurchase  agreements  that  are 
not  fully  collateralized  under  rule  2a-7, 
a  financial  analysis  and  assessment  of 
the  minimal  credit  risk  of  the 
counterparty,  as  described  above, 
without  regard  to  the  value  of  the 
collateral,  and  consideration  of  the  type 
of  collateral  accepted  and  the  ability  of 
the  money  market  fund  to  liquidate  the 
collateral. 

This  list  is  not  meant  to  be 
exhaustive.  We  recognize  that  the  range 
and  type  of  specific  factors  appropriate 
for  consideration  could  vary  depending 
on  the  category  of  issuer  and  particular 
security  or  credit  enhancement  under 
consideration,  and  may  include  any 
factors  in  addition  to  those  discussed 
above  that  the  board  determines 

appropriate  to  the  credit  assessment. 

Individual  purchases  may  require  more 
or  less  analysis  depending  on  the 
security’s  risk  characteristics.  As 
discussed  in  greater  detail  below,  we 
also  would  expect  that  the  written 
record  of  the  minimal  credit  risk 
determination  generally  would  address 
any  factors  considered  and  the  analysis 

of  those  factors. 

We  request  comment  on  the  factors 
discussed  above  for  consideration,  as 
appropriate,  in  the  determinations  that 
portfolio  securities  present  minimal 
credit  risk.  Do  commenters  agree  that 
these  are  relevant  factors  for  advisers  to 
consider  in  assessing  whether  portfolio 
securities  present  minimal  credit  risk? 
Are  the  factors  sufficiently  clear?  Would 
it  be  helpful  to  describe  any  of  the 
factors  with  additional  specificity?  To 


factors  should  be  included  in  the  analj'sis  of  the 
Collateral’s  potential  volatility  and  liquidity.”). 

See  id. 

See  supra  text  accompanying  and  following 
notes  55-70.  As  noted  above,  money  market  fund 
boards  of  directors  typically  delegate  minimal 
credit  risk  determinations  to  the  fund’s  adviser.  See 
supra  note  22.  Rule  2a-7  requires  money  market 
fund  boards  to  establish  and  periodically  review 
wTitten  procedures  regarding  the  delegation 
(including  guidelines  for  determining  whether 
securities  present  minimal  credit  risks)  and  to  take 
measures  reasonably  necessary  to  assure  that  the 
guidelines  and  procedures  are  being  followed.  See 
rule  2a-7(j);  see  also  rule  38a-l  (requiring  funds  to 
adopt  and  implement  WTitten  policies  and 
procedures  reasonably  designed  to  prevent  a  fund 
from  violating  the  Federal  securities  laws).  These 
policies  and  procedures  generally  should  identify 
the  process  to  be  followed  by  the  adviser  in 
performing  credit  assessments,  including,  as 
appropriate,  the  types  of  data  to  be  used  or  factors 
to  be  considered  with  respect  to  particular 
securities  and  the  person(s)  or  position(s) 
responsible  under  the  delegated  authority.  They 
also  generally  should  provide  for  regular  reporting 
to  the  board,  as  appropriate,  about  these 
evaluations,  to  allow  the  board  to  provide  effective 
oversight  of  the  process.  See  2013  Ratings  Removal 
Adopting  Release,  supra  note  4,  at  n.50;  1983 
Adopting  Release,  supra  note  14,  at  paragraph 
preceding  paragraph  accompanying  n.3. 

See  infra  section  11. A. 3;  proposed  rule  2a- 
7(h)(3). 


what  extent  do  investment  advisers 
currently  consider  these  factors  in 
making  minimal  credit  risk 
determinations?  Do  commenters  agree 
with  our  understanding  that 
consideration  of  these  factors  is 
consistent  with  current  industry 
practice?  Are  there  factors  we  should 
omit  or  other  factors  we  should  consider 
including,  such  as  credit  spreads  or  the 
issuer  or  guarantor’s  risk  management 
structure?  If  so,  why?  In  light  of  the 
amendments  being  considered  in  this 
re-proposal,  would  the  guidance 
contribute  to  more  consistency  in  the 
quality  and  breadth  of  money  market 
funds’  credit  analyses?  If  so,  would  it 
reduce  the  potential  for  significant 
variations  in  money  market  funds’  risk 
profiles?  Should  the  factors  address 
other  asset  classes?  If  so,  what  types  of 
securities  should  be  included  and  what 
factors  would  be  appropriate  for 
consideration?  We  do  not  presently 
propose  to  codify  the  factors  as  part  of 
rule  2a-7.  We  request  comment, 
however,  on  whether  codifying  these 
factors  would  further  ensure  that  funds 
use  objective  factors  and  market  data  in 
making  credit  quality  determinations 
and  thereby  promote  uniformity  in 
making  minimal  credit  risk 
determinations  and/or  assist  money 
market  fund  managers  in  understanding 
their  obligations  pertaining  to  portfolio 
quality  under  rule  2a-7. 

2.  Conditional  Demand  Features 

Rule  2a-7  limits  money  market  funds 
to  investing  in  securities  with  remaining 
maturities  of  no  more  than  397  days.^e 
A  long-term  security  subject  to  a 
conditional  demand  feature  ^7 
(“underlying  security’’),  however,  may 
be  determined  to  be  an  eligible  security 


These  factors  have  been  included  in  other 
guidance  on  making  creditworthiness 
determinations.  See  2013  Net  Capital  Rule 
Amendments,  supra  note  51;  1989  Staff  Letter, 
supra  note  52;  OCC  Guidance,  supra  note  56. 

See  Dreyfus  Comment  Letter,  supra  note  30. 

See  rule  2a-7(a)(12)  (defining  “eligible 
security”  to  mean,  among  other  things,  a  security 
with  a  remaining  maturity  of  397  calendar  days  or 
less). 

A  conditional  demand  feature  is  a  demand 
feature  that  a  fund  may  be  precluded  from 
exercising  because  of  the  occurrence  of  a  condition. 
See  rule  2a-7(a)(6)  (defining  “conditional  demand 
feature”  as  a  demand  feature  that  is  not  an 
unconditional  demand  feature);  rule  2a-7(a)(30) 
and  re-proposed  rule  2a-7(a)(25)  (defining 
“unconditional  demand  feature”  as  a  demand 
feature  that  by  its  terms  would  be  readily 
exercisable  in  the  event  of  a  default  in  payment  of 
principal  or  interest  on  the  underlying  security). 

For  purposes  of  rule  2a-7,  a  demand  feature  allows 
the  security  holder  to  receive,  upon  exercise,  the 
approximate  amortized  cost  of  the  security,  plus 
accrued  interest,  if  any,  at  the  later  of  the  time  of 
exercise  or  the  settlement  of  the  transaction,  paid 
within  397  calendar  days  of  exercise  and  upon  no 
more  than  30  calendar  days’  notice.  Rule  2a-7(a)(9). 


(or  a  first  tier  security)  if  among  other 
conditions:  (i)  The  conditional  demand 
feature  is  an  eligible  security  or  a  first 
tier  security;  and  (ii)  the  underlying 
security  (or  its  guarantee)  has  received 
either  a  short-term  rating  or  a  long-term 
rating,  as  the  case  may  be,  within  the 
highest  two  categories  from  the  requisite 
NRSROs  or  is  a  comparable  unrated 
security. 78  The  rule  currently  requires 
this  analysis  of  both  the  short-term  and 
long-term  credit  aspects  of  the  demand 
instrument  because  a  security  subject  to 
a  conditional  demand  feature  combines 
both  short-term  and  long-term  credit 
risks. 79  Our  re-proposal  would  require  a 
similar  analysis,  but  consistent  with 
section  939A  of  the  Dodd-Frank  Act 
would  remove  the  requirement  in  the 
rule  that  the  fund  board  (or  its  delegate) 
consider  credit  ratings  of  underlying 
securities. 88 

Under  our  re-proposal,  a  fund  would 
have  to  determine,  as  with  any  short¬ 
term  security,  that  the  conditional 


^“Rule  2a-7(d)(2)(iv).  Although  underlying 
securities  are  generally  long-term  securities  when 
issued  originally,  they  become  short-term  securities 
when  the  remaining  time  to  maturity  is  397  days 
or  less. 

The  quality  of  a  conditional  demand 
instrument  depends  both  on  the  ability  of  the  issuer 
of  the  underlying  security  to  meet  scheduled 
payments  of  principal  and  interest  and  upon  the 
availability  of  sufficient  liquidity  to  allow  a  holder 
of  the  instrument  to  recover  the  principal  amount 
and  accrued  interest  upon  exercise  of  the  demand 
feature.  See  Acquisition  and  Valuation  of  Certain 
Portfolio  Instruments  by  Registered  Investment 
Companies,  Investment  Company  Act  Release  No. 
14607  Only  1,  1985)  |50  FR  27982  duly  9,  1985)], 
at  n.33.  The  rule  permits  the  determination  of 
whether  a  security  subject  to  an  imconditional 
demand  feature  is  an  eligible  or  first  tier  security 
to  be  based  solely  on  whether  the  unconditional 
demand  feature  is  an  eligible  or  first  tier  security 
because  credit  and  liquidity  support  will  be 
provided  even  in  the  event  of  default  of  the 
underlying  security.  See  rule  2a-7(d)(2)(iii). 

In  a  conforming  change,  we  propose  to  remove 
two  provisions  in  current  rule  2a-7  that  reference 
credit  ratings  in  connection  with  securities  subject 
to  a  demand  feature  or  guarantee  of  the  same  issuer 
that  are  second  tier  securities:  Rule  2a-7(d)(3)(i)(C) 
(limiting  a  fund’s  investments  in  securities  subject 
to  a  demand  feature  or  guarantee  of  the  same  issuer 
that  are  second  tier  securities  to  2.5%  of  the  fund’s 
total  assets);  rule  2a-7(f)(l)(iii)  (providing  that  if,  as 
a  result  of  a  downgrade,  more  than  2.5%  of  a  fund’s 
total  assets  are  invested  in  securities  issued  by  or 
subject  to  demand  features  from  a  single  institution 
that  are  second  tier  securities,  a  fund  must  reduce 
its  investments  in  these  securities  to  no  more  than 
2.5%  of  total  assets  by  exercising  the  demand 
feature  at  the  next  succeeding  exercise  date(s)).  In 
other  conforming  changes,  we  are  re-proposing  to 
amend  two  rules  under  the  Act  that  reference  the 
definition  of  “demand  feature”  and  “guarantee” 
under  rule  2a-7,  which  references  would  change 
under  our  re-proposed  amendments.  Specifically, 
we  propose  to  amend:  (i)  Rule  12d3-l(d)(7)(v),  to 
replace  the  references  to  “rule  2a-7(a)(8)”  and  “rule 
2a-7(a)(15)”  with  “§  270.2a-7(a)(9)”  and  “§  270.2a- 
7(a)(16)”;  and  (ii)  rule  31a-l(b)(l),  to  replace  the 
phrase  “(as  defined  in  §  270.2a-7(a)(8)  or  §  270. 2a- 
7(a)(15)  respectively)”  with  “(as  defined  in 
§270.2a-7(a))(9)  or  §  270.2a-7(a)(16)  respectively)”. 


47994 


Federal  Register/ Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Proposed  Rules 


demand  feature  is  an  eligible  security.®^ 
In  addition,  a  fund’s  board  of  directors 
(or  its  delegate)  would  have  to  evaluate 
the  long-term  risk  of  the  underlying 
security  and  determine  that  it  (or  its 
guarantor)  “has  a  very  strong  capacity 
for  payment  of  its  financial 
commitments.”  This  standard  is 
similar  to  those  articulated  by  credit 
ratings  agencies  for  long-term  securities 
assigned  the  second-highest  rating.®®  An 
issuer  that  the  board  determines  has  a 
very  low  risk  of  default,  and  a  capacity 
for  payment  of  its  financial 
commitments  that  is  not  significantly 
xmlnerable  to  reasonably  foreseeable 
events  would  satisfy  the  proposed 
standard.  We  do  not  believe  that 
securities  that  are  rated  in  the  third- 
highest  category  for  long-term  ratings  (or 
comparable  unrated  securities),  which 
have  expectations  of  low  credit  risk  or 
whose  obligors  have  only  a  strong 
capacity  to  meet  their  financial 
commitments,  would  satisfy  the 
proposed  standard  for  underlying 
securities.®'*  In  making  the  credit  quality 
determinations  required  under  the  re¬ 
proposed  amendment,  a  fund  adviser 
could  continue  to  take  into  account 
analyses  provided  by  third  parties, 
including  ratings  provided  by  ratings 
agencies,  that  it  considers  reliable  for 
such  purposes.®® 

The  amendments  that  we  are  re¬ 
proposing  to  the  provisions  of  rule  2a- 


See  re-proposed  rule  2a-7{d)(2)(iii)(A). 

Re-proposed  rule  2a-7(d)(2)(iii)(C).  An 
underlying  security  that  is  a  short-term  security 
(because  its  remaining  maturity  is  less  than  397 
days,  although  its  original  maturity  may  have  been 
longer)  also  would  have  to  meet  the  re-proposed 
standard. 

See  Fitch  Ratings  Scales,  supra  note  38,  at  12, 
15  (for  corporate  finance  obligations,  '“A A’  ratings 
denote  expectations  of  verj'  low  credit  risk.  They 
indicate  ven*'  strong  capacity  for  payment  of 
financial  commitments;”  for  structured,  project  and 
public  finance  obligations,  ‘“AA’  ratings  denote 
expectations  of  very'  low  default  risk.  They  indicate 
very  strong  capacity  for  payment  of  financial 
commitments.”);  Moody’s  Rating  Definitions,  supra 
note  38,  at  5  (on  the  global  long-term  rating  scale, 
obligations  “rated  Aa  are  judged  to  be  of  high 
quality  and  are  subject  to  very'  low  credit  risk.”); 
and  S&P  Ratings  Definitions,  supra  note  38,  at  3 
(“An  obligation  rated  ‘AA’  differs  from  the  highest- 
rated  obligations  only  to  a  small  degree.  The 
obligor’s  capacity  to  meet  its  financial  commitment 
on  the  obligation  is  very  strong.”). 

See  Moody’s  Rating  Definitions,  supra  note  38, 
at  5  (long-term  obligations  “rated  A  are  judged  to 
be  upper-medium  grade  and  are  subject  to  low 
credit  risk.”);  Fitch  Ratings  Scales,  supra  note  38, 
at  12  (long-term  “A  ratings  denote  expectations  of 
low  credit  risk.  The  capacity  for  payment  of 
financial  commitments  is  considered  strong.”);  S&P 
Ratings  Definitions,  supra  note  38,  at  4  (a  long-term 
obligation  “rated  ‘A’  is  somewhat  more  susceptible 
to  the  adverse  effects  of  changes  in  circumstances 
and  economic  conditions  than  obligations  in 
higher-rated  categories.  However,  the  obligor’s 
capacity  to  meet  its  financial  commitment  on  the 
obligation  is  still  strong.”). 

See  supra  paragraph  following  note  45. 


7  affecting  securities  subject  to  a 
conditional  demand  feature  are 
designed  to  reflect  the  same  standard  as 
the  amendment  we  proposed  in  2011.®® 
Specifically,  in  2011,  we  proposed  to 
remove  the  credit  rating  requirement 
from  the  rule  2a-7  provision  setting 
forth  the  conditions  under  which  a 
security  subject  to  a  conditional  demand 
feature  may  be  determined  to  be  an 
eligible  security  and  instead  require  that 
the  fund’s  board  (or  its  delegate) 
determine  that  the  underlying  security 
be  of  high  credit  quality  and  subject  to 
ver}'  low  credit  risk.®^  'The  re-proposed 
standard  differs  in  phrasing  to  more 
closely  parallel  the  required  finding  in 
our  re-proposed  minimal  risk 
determination.®®  Comments  we  received 
on  the  2011  proposal  all  urged  us  to 
retain  the  requirement  that  a  security 
subject  to  a  demand  feature  has  received 
at  least  a  second  tier  rating,  to  limit  the 
risk  that  a  demand  feature  might 
terminate  if  its  underlying  security 
receives  a  rating  below  investment  grade 
[i.e.,  if  the  underlying  security  receives 
a  downgrade  of  two  ratings  categories 
under  the  current  rule).®® 

The  re-proposed  amendments  are 
consistent  with  section  939A  of  the 
Dodd-Frank  Act  regarding  the  removal 
of  ratings.  Nevertheless,  we  recognize 
the  risks  of  a  money  market  fund 
investing  in  securities  whose  eligibility 
as  portfolio  securities  depends  on  a 
demand  feature  that  would  terminate  if 
downgraded  by  a  single  rating  categor}', 
and  we  believe  it  would  be  prudent  for 
a  money  market  fund  to  avoid  investing 
in  these  securities.  A  downgrade  of  this 
type  would  result  in  the  loss  of  the 
demand  feature,  which  would  render 
the  secmity  no  longer  eligible  for  the 
portfolio  and  expose  the  fund  to  the 
increased  interest  rate  risk  associated 
with  a  long-term  security.  For  this 
reason,  we  would  retain  the  current  rule 
2a-7  requirements  that  a  security 
subject  to  a  conditional  demand  feature 
is  an  eligible  security  only  if  at  the  time 
it  is  acquired,  the  fund’s  board  (or  the 
board’s  delegate)  determines  that  there 
is  minimal  risk  that  the  circumstances 
that  would  result  in  the  conditional 
demand  feature  terminating  will  occur, 
and  that  either  (i)  the  conditions 
limiting  the  demand  feature’s  exercise 
can  be  monitored,  or  (ii)  the  fund 


"'*See  2011  Proposing  Release,  supra  note  4,  at 
section  II. A. 2. 

See  id.  at  n.36  and  accompanying  text. 

“"See  Schwab  Ck)mment  Letter,  supra  note  30 
(querying  whether  different  language  for  proposed 
descriptions  of  second  tier  securities  was  intended 
to  suggest  different  standards). 

““See,  e.g..  Federated  Comment  Letter,  supra  note 
30;  Fidelity  Comment  Letter,  supra  note  31;  ICI 
Comment  Letter,  supra  note  30. 


otherwise  receives  notice  of  the 
occurrence  of  a  limiting  condition  and 
the  opportunity  to  exercise  the  demand 
feature  in  accordance  with  its  terms.®® 

We  request  comment  on  our  proposed 
credit  quality  standard  for  securities 
with  a  conditional  demand  feature.  Do 
commenters  believe  that  this  is  an 
appropriate  standard  of 
creditworthiness?  Is  it  consistent  with 
our  goal  of  retaining  a  similar  degree  of 
risk  limitation  as  in  the  current  rule? 

Are  there  alternative  standards  that 
would  provide  a  more  robust  or 
objective  evaluation  of  credit  quality  for 
an  underlying  security?  How  should 
such  criteria  be  applied  and/or  used? 
Are  there  alternative  subjective 
standards  that  would  provide 
meaningful  distinctions  among 
underlying  securities?  Is  our 
understanding  of  a  fund’s  ability  to 
monitor  for  conditions  that  would 
terminate  a  demand  feature  correct? 
How  do  funds  currently  satisfy  this 
monitoring  condition?  Are  we  correct  in 
our  assumption  that  removing 
references  to  ratings  in  the  credit  quality 
requirement  for  underlying  securities  is 
not  likely  to  change  fund  investment 
policies  significantly? 

3.  Monitoring  Minimal  Credit  Risks 

Rule  2a-7  currently  requires  a  money 
market  fund  board  (or  its  delegate) 
promptly  to  reassess  whether  a  security 
that  has  been  downgraded  by  an  NRSRO 
continues  to  present  minimal  credit 
risks,  and  take  such  action  as  it 
determines  is  in  the  best  interests  of  the 
fund  and  its  shareholders.®*  In  addition, 
rule  2a-7  requires  ongoing  review  of  the 
minimal  credit  risks  associated  with 
securities  for  which  matmity  is 
determined  by  reference  to  a  demand 
feature.®® 

In  2011,  we  proposed  to  amend  the 
rule  to  require  that,  in  the  event  the 


““  See  re-proposed  rule  2a-7(d)(2)(iii)(B) 
(providing  that  a  security  subject  to  a  conditional 
demand  feature  is  an  eligible  security  only  if,  at  the 
time  of  the  acquisition  of  the  underlying  security, 
the  money  market  fund’s  board  of  directors  has 
determined  that  there  is  minimal  risk  that  the 
circumstances  that  would  result  in  the  conditional 
demand  feature  not  being  exercisable  will  occur; 
and:  (i)  The  conditions  limiting  exercise  either  can 
be  monitored  readily  by  the  fund  or  relate  to  the 
taxability,  under  Federal,  state  or  local  law,  of  the 
interest  payments  on  the  security;  or  (ii)  the  terms 
of  the  conditional  demand  feature  require  that  the 
fund  will  receive  notice  of  the  occurrence  of  the 
condition  and  the  opportunity  to  exercise  the 
demand  feature  in  accordance  with  its  terms). 

Rule  2a-7(f)(l)(i)(A).  This  current  reassessment 
is  not  required,  however,  if  the  downgraded 
security  is  disposed  of  or  matures  within  five 
business  days  of  the  specified  event  and  in  the  case 
of  certain  events  (specified  in  rule  2a-7(f)(l)(i)(B)), 
the  board  is  subsequently  notified  of  the  adviser’s 
actions.  Rule  2a-7(0(l)(ii). 

“Rule  2a-7(g)(3). 
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money  market  fund’s  adviser  (or  any 
person  to  whom  the  board  has  delegated 
portfolio  management  responsibilities) 
becomes  aware  of  any  credible 
information  about  a  portfolio  security  or 
an  issuer  of  a  portfolio  security  that 
suggests  that  the  security  is  no  longer  a 
first  tier  security  or  a  second  tier 
security,  as  the  case  may  be,  the  board 
(or  its  delegate)  would  have  to  reassess 
promptly  whether  the  portfolio  security 
continues  to  present  minimal  credit 
risks. 

Most  of  those  who  commented  on  this 
proposed  amendment  objected  to  it.®^ 
They  asserted  that  the  proposed 
standard  is  too  vague  and  would  be 
burdensome  to  administer.®^  A  number 
of  commenters  recommended  that  we 
instead  eliminate  the  requirement  for 
reassessing  minimal  credit  risk  when  a 
security  is  downgraded  by  an  NRSRO 
and  include  a  general  ongoing 
obligation  to  monitor  the  credit  risks  of 
portfolio  securities,  which  would 
eliminate  the  need  for  a  separate 
requirement  to  identify  specific 
triggers.®® 

We  have  carefully  considered 
commenters’  concerns  and  suggested 
modifications  and  have  been  persuaded 
to  re-propose  a  different  standard.  In 
order  to  meet  the  requirements  of 
section  939A  of  the  Dodd-Frank  Act,  we 
re-propose  to  eliminate  the  requirement 
that  a  fund  reassess  credit  risks  of  an 
issuer  when  a  security  is  downgraded 
by  an  NRSRO. ®7  In  consideration  of  our 
re-proposed  standard  for  credit  quality, 
and  consistent  with  the  approach 
suggested  by  a  number  of  commenters, 
we  instead  re-propose  to  require  that 
each  money  market  fund  adopt  written 
procedures  that  require  the  fund  adviser 
to  provide  ongoing  review  of  the  credit 
quality  of  each  portfolio  security 
(including  any  guarantee  or  demand 
feature  on  which  the  fund  relies  to 
determine  portfolio  quality,  maturity,  or 
liquidity)  to  determine  that  the  security 
continues  to  present  minimal  credit 


Sec  2011  Proposing  Release,  supra  note  4,  at 
section  II. A. 3. 

But  see  Comment  Letter  of  CFA  Institute  (July 
13,  2011)  (supporting  the  proposed  monitoring 
standard). 

‘■'5  See,  e.g.,  ICI  Comment  Letter,  supra  note  30 
(there  are  numerous  sources  of  information  about 
issuers,  much  of  which  is  not  relevant  to  the 
issuer’s  ability  to  meet  its  short-term  obligations); 
Invesco  Comment  Letter,  supra  note  30  (the 
ambiguity  in  the  terms  “credible  information”  and 
“suggest”  will  complicate  enforcement  of  the  rule); 
Schwab  Comment  Letter,  supra  note  30  (the  word 
“suggests”  is  not  constrained  by  a  reasonableness 
or  likelihood  standard). 

See,  e.g..  Federated  Comment  Letter,  supra  note 
30;  ICI  Comment  Letter,  supra  note  30;  T.  Rowe 
Price  Comment  Letter,  supra  note  30. 

See  rule  2a-7(f)(l). 


risks.®®  Ongoing  monitoring  of  minimal 
credit  risks  would  include  the 
determination  of  whether  the  issuer  of 
the  portfolio  security,  and  the  guarantor 
or  provider  of  a  demand  feature,  to  the 
extent  relied  upon  by  the  fund  to 
determine  portfolio  quality,  maturity  or 
liquidity,  continues  to  have  an 
exceptionally  strong  capacity  to  repay 
its  short-term  financial  obligations.®® 
The  review  would  typically  update  the 
information  that  was  used  to  make  the 
initial  minimal  credit  risk  determination 
and  would  have  to  be  based  on,  among 
other  things,  financial  data  of  the  issuer 
or  provider  of  the  guarantee  or  demand 
feature.^®®  We  note  that  funds  could 
continue  to  consider  external  factors, 
including  credit  ratings,  as  part  of  the 
ongoing  monitoring  process. '‘®^ 

Although  rule  2a-7  does  not 
explicitly  require  ongoing  monitoring  of 
whether  a  security  presents  minimal 
credit  risks,  as  a  practical  matter,  we 
believe  most  fund  advisers  currently 
engage  in  similar  types  of  ongoing 
monitoring  because  (i)  funds  regularly 
“roll  over’’  positions  in  portfolio 


““Re-proposed  rule  2a-7(g)(3).  Our  re-proposal 
would  remove  current  rule  2a-7(f)(l)(i) 

(downgrades  and  rating  below  second  tier 
previously  unrated  securities)  and  2a-7(g)(3) 
(securities  for  which  maturity  is  determined  by 
reference  to  demand  features).  Re-proposed  rule  2a- 
7  includes  a  new  paragraph  (g)(3),  which  would 
contain  the  required  procedures  for  the  ongoing 
review  of  credit  risks. 

““The  re-proposal  also  would  make  conforming 
amendments  to  the  recordkeeping  provision  related 
to  the  determination  of  credit  risks,  which  among 
other  things  currently  requires  funds  to  retain  a 
written  record  of  the  determination  that  a  portfolio 
security  presents  minimal  credit  risks.  See  rule  2a- 
7(h)(3).  As  noted  above,  the  re-proposal  would 
require  funds  to  retain  a  written  record  of  the 
determination  that  a  portfolio  security  is  an  eligible 
security,  including  the  determination  that  it 
presents  minimal  credit  risks.  Re-proposed  rule  2a- 
7(h)(3).  Because  under  our  re-proposal  a  fund 
adviser  would  be  required  to  conduct  an  ongoing 
review  of  the  credit  quality  of  a  fund’s  portfolio 
securities,  rule  2a-7’s  current  recordkeeping 
requirement  could  be  understood  to  require  tbe 
fund  to  provide  for  an  ongoing  documentation  of 
the  adviser’s  ongoing  review,  which  could  prove 
burdensome.  Accordingly,  our  re-proposal  would 
require  the  fund  to  maintain  and  preserve  a  written 
record  of  the  determination  that  a  portfolio  security 
presents  minimal  credit  risks  at  the  time  the  fund 
acquires  the  security,  or  at  such  later  times  (or  upon 
such  events)  that  the  board  of  directors  determines 
that  the  investment  adviser  must  reassess  whether 
the  security  presents  minimal  credit  risks.  Sec  re¬ 
proposed  rule  2a-7(h)(3). 

See  re-proposed  rule  2a-7(g)(3)(ii).  Currently, 
when  a  security’s  maturity  is  determined  by 
reference  to  a  demand  feature,  the  board’s  review 
of  the  security’s  minimal  credit  risks  must  be  based 
on,  among  other  things,  financial  data  for  the  most 
recent  fiscal  year  of  the  issuer  of  a  demand  feature. 
See  rule  2a-7(g)(3).  A  fund  also  should  review  any 
other  factors  considered  as  part  of  its  initial 
minimal  credit  risk  determination. 

See  infra  text  following  note  178  (discussing 
the  Commission’s  belief  that  the  majority  of  funds 
would  continue  to  refer  to  credit  ratings  in  making 
minimal  credit  risk  determinations). 


securities,  which  triggers  the  obligation 
to  make  a  new  minimal  credit  risk 
determination ’®2  (ii)  rule  2a-7  requires 
funds  to  reassess  whether  a  security 
presents  minimal  credit  risks  upon  the 
occurrence  of  certain  events  ’®®  (iii) 
events  such  as  downgrades  can  result  in 
a  decrease  in  the  mark-to-market  value 
of  the  fund  portfolio,  threatening  the 
ability  of  the  fund  to  maintain  a  stable 
net  asset  value ’®^  (iv)  changes  in  credit 
ratings  of  a  fund’s  portfolio  securities 
may  threaten  the  fund’s  own  ability  to 
maintain  a  rating  from  an  NRSRO  ’®® 
and  (v)  shareholders  may  be  more  likely 
to  redeem  if  the  credit  quality  of 
portfolio  securities  declines.’®®  We  do 
not  believe  that  the  re-proposal  for  an 
explicit  monitoring  requirement  would 
significantly  change  current  fund 
practices  in  monitoring  minimal  credit 
risks  in  the  portfolio.  Moreover,  we  do 
not  believe  that  the  re-proposal  to 
remove  the  credit  reassessment 
requirement  in  the  event  of  a  downgrade 
would  result  in  less  diligence  on  the 
part  of  money  market  fund  managers 
because,  as  discussed  above,  a  decline 
in  the  quality  of  a  fund’s  portfolio 
securities  could  affect  a  fund’s  own 
NRSRO  rating  and  could  increase 
shareholder  redemptions. 

We  also  note  that  a  fund  adviser’s 
obligation  to  monitor  risks  to  which  the 


’“^Punds  must  limit  their  portfolios  to  securities 
that,  among  other  requirements,  are  eligible 
securities  at  the  time  of  acquisition,  which  is 
defined  to  mean  any  purchase  or  subsequent 
rollover.  Rules  2a-7(a)(l);  2a-7(d)(2). 

’““Rule  2a-7(f)(l)  (requiring  a  money  market 
fund’s  board  of  directors  to  reassess  promptly 
whether  a  security  continues  to  present  minimal 
credit  risks  if  (i)  a  first  tier  portfolio  security  has 
been  downgraded  (or  an  unrated  security  is  no 
longer  of  comparable  quality  to  a  first  tier  security), 
and  (ii)  the  fund  adviser  becomes  aware  that  any 
unrated  security  or  second  tier  security  has  been 
given  a  rating  below  a  second  tier  rating). 

See  rule  2a-7(g)(l). 

See,  e.g.,  Moody’s  Investors  Service,  Moody’s 
Revised  Money  Market  Fund  Rating  Methodology 
and  Symbols,  Mar.  10,  2011,  available  at  http:// 
www.citibank.com/transactionservices/home/oii/ 
filcs/moodys  03  10  201 1  .pdf  (discussing  the 
assessment  of  a  money  market  fund’s  “Portfolio 
Credit  Profile”  as  a  part  of  Moody’s  methodology 
for  rating  money  market  funds). 

’““See,  e.g.,  2013  Money  Market  Fund  Proposing 
Release,  supra  note  5,  at  text  accompanying  nn. 

1 00-1 03;  Response  to  Questions  Posed  by 
Commissioners  Aguilar,  Paredes,  and  Gallagher,  a 
report  by  staff  of  the  Division  of  Risk,  Strategy,  and 
Financial  Innovation  (Nov.  30,  2012),  available  at 
http://www.scc.gOv/ncws/studics/2012/money- 
market-funds-memo-2012.pdf,  at  33  (noting  that 
investors  began  redeeming  government  money 
market  fund  shares  in  July  and  August  of  2011 
when  concerns  about  the  U.S.  debt  ceiling  impasse 
and  possible  rating  downgrades  of  government 
securities  may  have  fueled  investor  concerns); 
Report  of  the  President’s  Working  Group  on 
Financial  Markets,  Money  Market  Fund  Reform 
Options  (Oct.  2010),  available  at  http:// 
www.treasury.gov/press-center/prcss-releases/ 
Documents/ 

10.21%20PWG%20Hcport%20Final.pdf,  at  12. 
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fund  is  exposed  would,  as  a  practical 
matter,  require  the  adviser  to  monitor 
for  downgrades  by  relevant  credit  rating 
agencies  because  such  a  downgrade 
would  likely  affect  the  security’s  market 
value.  Nevertheless,  we  acknowledge 
that  one  consequence  of  our  proposal 
would  be  that  a  fund  adviser  could 
decide  to  keep  a  portfolio  security  that 
has  been  downgraded  from  second  tier 
status  without  involving  the  fund’s 
board  in  that  decision.  As  part  of  its 
oversight  of  the  adviser’s  investment 
decisions,  however,  we  would  expect 
that  a  fund  board  generally  should 
establish  procedures  for  the  adviser  to 
notify  the  board  in  such 
circumstances.  10® 

For  the  reasons  discussed  above,  we 
believe  this  re-proposed  requirement  to 
monitor  credit  risk  would  essentially 
codify  the  current  practices  of  fund 
managers,  which  are  already  explicit 
(and  implicit)  in  several  provisions  of 
the  rule  discussed  above.  Our  re¬ 
proposal  to  explicitly  require  that  funds 
perform  ongoing  monitoring  of  credit 
risks  is  designed  to  ensure  that  funds 
are  better  positioned  to  quickly  identify 
potential  risks  of  credit  events  that 
could  impact  portfolio  security  prices 
and  ultimately,  for  certain  funds,  the 
ability  of  the  fund  to  maintain  its  stable 
net  asset  value. lo® 


’0^  We  use  the  term  “relevant  credit  rating 
agencies”  to  mean  those  NRSROs  whose 
downgrades  would  likely  affect  the  value  of  a 
portfolio  security. 

’08  See  rule  2a-7(j)(2);  rule  2a-7(g)(l)  (requiring 
that  for  funds  using  amortized  cost,  the  board,  as 
part  of  its  overall  duty  of  care  owed  to  its 
shareholders,  adopt  written  procedures  reasonably 
designed,  taking  into  accoimt  current  market 
conditions  and  the  money  market  fund’s  investment 
objectives,  to  maintain  a  stable  net  asset  value  per 
share). 

’09  As  under  the  current  rule,  the  process 
undertaken  by  the  fund’s  board  (or  adviser)  for 
establishing  credit  quality  and  the  records 
documenting  that  process  would  be  subject  to 
review  in  regulatory  examinations  by  Commission 
staff.  See  Removal  of  Certain  References  to  Credit 
Ratings  Under  the  Securities  Exchange  Act  of  1934, 
Securities  Exchange  Act  Release  No.  64352  (Apr. 

27,  2011)  [76  FR  26550  (May  6,  2011)),  at  text 
following  n.30.  In  the  context  of  such  an 
examination,  a  fund  should  be  able  to  support  each 
minimal  credit  risk  determination  it  makes  in  light 
of  financial  data  or  market  data  it  has  considered 
with  appropriate  documentation  to  reflect  that 
process  and  determination.  A  fund  that  acquires 
portfolio  securities  without  having  adopted, 
maintained,  or  implemented  witten  policies  and 
procedures  reasonably  designed  to  assess  minimal 
credit  risk,  as  required  imder  rules  2a-7  and  38a- 
1 ,  could  be  subject  to  disciplinary  action  for  failure 
to  comply  with  those  rules.  See  id.  See  also 
Ambassador  Capital  Management  LLC,  et  al. 
Investment  Company  Act  Release  No.  30809  (Nov. 
26,  2013)  (alleging  that  money  market  fund 
adviser’s  failure  to  (i)  make  and  retain  a  written 
record  of  its  minimal  credit  risk  determinations 
resulted  in  the  fund’s  violation  of  rule  22c-l  and 
(ii)  follow  the  fund’s  compliance  procedures 
regarding  the  determination  of  minimal  credit  risk 
and  the  maintenance  of  records  of  the 


We  request  comment  on  the  re- 
proposed  monitoring  requirement.  Is 
our  understanding  of  how  funds 
currently  monitor  fund  portfolio 
securities  correct?  If  not,  how  are  fund 
practices  different?  Would  our  proposed 
amendments,  if  adopted,  impose 
additional  or  different  costs  on  funds  or 
their  advisers,  and  if  so,  what  would 
these  costs  be?  Should  the  rule  include 
specific  objective  events  that  would 
require  a  reevaluation  of  minimal  credit 
risks?  Would  an  explicit  monitoring 
requirement  change  current  fund 
priorities  in  monitoring  minimal  credit 
risks  in  the  portfolio?  Would  the  re¬ 
proposal  assist  funds  to  better  position 
themselves  to  quickly  identify  potential 
risks  of  credit  events  that  could  impact 
portfolio  security  prices?  Would 
replacing  the  credit  reassessment 
requirement  in  the  event  of  a  downgrade 
with  a  requirement  for  ongoing 
monitoring  result  in  less  or  more 
diligence  on  the  part  of  money  market 
fund  managers?  As  a  practical  matter, 
would  a  fund  adviser’s  obligation  to 
monitor  risks  to  which  the  fund  is 
exposed  likely  require  the  adviser  to 
monitor  for  downgrades  by  relevant 
credit  ratings  agencies,  as  well  as 
monitor,  for  each  portfolio  security, 
each  NRSRO  rating  considered  as  part  of 
the  minimal  credit  risk  determination  at 
the  time  the  security  was  acquired?  Are 
there  any  alternatives  to  the  re-proposed 
monitoring  requirement  that  would 
permit  funds  to  monitor  minimal  credit 
risks  more  effectively,  or  that  would 
better  reflect  funds’  current  monitoring 
practices,  than  the  re-proposed 
requirement? 

4.  Stress  Testing 

Money  market  funds  currently  must 
adopt  wrritten  procedures  for  stress 
testing  their  portfolios  and  perform 
stress  tests  according  to  these 
procedures  on  a  periodic  basis. 
Specifically,  a  fund  must  test  its  ability 
based  on  certain  hypothetical  events, 
including  a  downgrade  of  particular 
portfolio  security  positions,  to:  (i)  Have 
invested  at  least  10  percent  of  its  total 
assets  in  weekly  liquid  assets;  and  (ii) 
minimize  principal  volatility  (and,  in 
the  case  of  a  money  market  fund  using 
the  amortized  cost  method  of  valuation 
or  penny  rounding  method  of  pricing, 
the  fund’s  ability  to  maintain  a  stable 
share  price  per  share).^^^  In  2011,  we 


determination  resulted  in  the  fund’s  violations  of 
rule  38a-l). 

”°See  rule  2a-7(g)(8). 

’”  See  rule  2a-7(g)(8)(i)  (requiring  witten 
procedures  providing  for  periodic  stress  testing  in 
light  of  various  events,  including  a  “downgrade  or 
default  of  particular  portfolio  security  positions, 
each  representing  various  portions  of  the  fund’s 


proposed  to  replace  this  reference  to 
ratings  downgrades  with  the 
requirement  that  money  market  funds 
stress  test  their  portfolios  for  an  adverse 
change  in  the  ability  of  a  portfolio 
security  issuer  to  meet  its  short-term 

credit  obligations.^^^ 

Commenters  on  the  2011  proposal 
who  addressed  this  issue  uniformly 
advocated  against  eliminating  the 
reference  to  a  downgrade  in  the  stress 
testing  conditions. They  argued  that 
the  Dodd-Frank  Act  does  not  prohibit 
regulations,  such  as  this  stress  testing 
provision,  that  refer  to  credit  ratings 
without  requiring  an  assessment  of  a 
security’s  creditworthiness. 

In  consideration  of  the  comments  we 
received  and  the  mandate  in  section 
939A  of  the  Dodd-Frank  Act,  we  re¬ 
propose  to  replace  the  reference  to 
ratings  downgrades  in  the  stress  testing 
requirement  with  a  hypothetical  event 
that  is  designed  to  have  a  similar  impact 
on  a  money  market  fund’s  portfolio.  Our 
re-proposed  stress  testing  amendments 
would  require  that  money  market  funds 
stress  test  for  an  event  indicating  or 
evidencing  credit  deterioration  of 
particular  portfolio  security  positions, 
each  representing  various  exposures  in 
a  fund’s  portfolio.”"*  The  re-proposed 
amendments  would  describe  the  type  of 
hypothetical  event  that  funds  should 
use  for  testing  and  include  a  downgrade 
or  default  as  examples  of  that  type  of 
event.  Thus,  funds  could  continue  to 
test  their  portfolios  against  a  potential 
downgrade  or  default  in  addition  to  any 
other  indication  or  evidence  of  credit 
deterioration  they  determine 
appropriate  (and  that  might  adversely 
affect  the  value  or  liquidity  of  a 
portfolio  security). 

We  note  that  the  2013  Money  Market 
Fund  Reform  Proposing  Release 
requested  comment  on  certain  aspects  of 
money  market  fund  stress  testing  as  it 
relates  to  our  obligation  under  section 
165(i)(2)  of  the  Dodd-Frank  Act  to 
specify  certain  stress  testing 
requirements  for  nonbank  financial 


portfolio  (with  varying  assumptions  about  the 
resulting  loss  in  the  value  of  the  security),  in 
combination  with  various  levels  of  an  increase  in 
shareholder  redemptions’’);  2014  Money  Market 
Fund  Adopting  Release,  supra  note  8,  at  section 
IIl.J. 

’’’'See  2011  Proposing  Release,  supra  note  4,  at 
section  II. A. 4. 

”8  See,  e.g.,  Dreyfus  Comment  Letter,  supra  note 
30;  ICI  Comment  Letter,  supra  note  30. 

’’■’Re-proposed  rule  2a-7(g)(8)(i)(B)  (the  re¬ 
proposal  would  require  stress  testing  for  an  event 
indicating  or  evidencing  the  credit  deterioration, 
such  as  a  downgrade  or  default,  of  a  portfolio 
security  position  representing  various  portions  of 
the  fund’s  portfolio  (with  vaiydng  assumptions 
about  the  resulting  loss  in  the  value  of  the  security), 
in  combination  with  various  levels  of  an  increase 
in  shareholder  redemptions). 
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companies  that  have  total 
consolidated  assets  of  more  than  $10 
billion  and  are  regulated  by  a  primary 
Federal  financial  regulatory  agency.’’® 
As  discussed  in  that  release  and  the 
2014  Money  Market  Fund  Adopting 
Release,  we  intend  to  engage  in  a 
separate  rulemaking  to  implement  the 
requirements  to  section  165(i)  of  the 
Dodd-Frank  Act.”^  We  request 
comment  on  our  re-proposed 
amendment  to  the  stress  testing 
requirements.  Should  the  rule  require 
testing  against  specifically  named 
events  rather  than  an  event  the  fund 
chooses  that  indicates  or  evidences 
credit  deterioration?  Does  the  re¬ 
proposed  hypothetical  event  provide 
adequate  guidance  to  funds?  Is  there  a 
different  hypothetical  event,  other  than 
a  downgrade,  that  we  should  specify? 

B.  Form  N-MFP 

As  part  of  the  money  market  fund 
reforms  adopted  in  2010,  money  market 
funds  must  provide  to  the  Commission 
a  monthly  electronic  filing  of  portfolio 
holdings  information  on  Form  N- 
MFP.”®  The  information  that  money 
market  funds  must  disclose  with  respect 
to  each  portfolio  security  (and  any 
guarantee,  demand  feature,  or  other 
enhancement  associated  with  the 
portfolio  security)  includes  the  name  of 
each  designated  NRSRO  for  the  portfolio 
security  and  the  rating  assigned  to  the 
security.”® 

In  2011,  we  proposed  to  eliminate  the 
form  items  that  currently  require  a  fund 
to  identify  whether  a  portfolio  security 
is  a  first  tier  or  second  tier  security  or 
is  an  unrated  security,  and  that  require 
the  fund  to  identify  the  “requisite 
NRSROs”  for  each  security  (and  for  each 


’’spor  a  definition  of  "nonbank  financial 
companies”  for  these  purposes,  see  Definition  of 
“Predominantly  Engaged  in  Financial  Activities” 
and  “Significant”  Nonbank  Financial  Company  and 
Bank  Holding  Company,  Board  of  Governors  of  the 
Federal  Reserve  System  |78  FR  20756  (Apr.  5, 
2013)]. 

”®See  2013  Money  Market  Fund  Proposing 
Release,  supra  note  5,  at  section  IIl.L. 

See  id.  at  section  Bl.L;  2014  Money  Market 
Fund  Adopting  Release,  supra  note  8,  at  section 
III.J.5. 

’’“See  rule  30bl-7;  see  also  2010  Money  Market 
Fund  Adopting  Release,  supra  note  41,  at  n.301  and 
accompanying  and  preceding  text. 

’’“See  Form  N-MFP  Items  34  (requiring 
disclosure  of  each  designated  NRSRO  for  a  portfolio 
security  and  the  credit  rating  given  by  the 
designated  NRSRO  for  each  portfolio  security);  37b- 
c  (requiring  disclosure  of  each  designated  NRSRO 
and  the  credit  rating  given  by  the  designated 
NRSRO  for  each  portfolio  security  demand  feature); 
38b-c  (requiring  disclosure  of  each  designated 
NRSRO  and  the  credit  rating  given  by  the 
designated  NRSRO  for  each  portfolio  security 
guarantee);  and  39c-d  (requiring  disclosure  of  each 
designated  NRSRO  and  the  credit  rating  given  by 
the  designated  NRSRO  for  each  portfolio  security 
enhancement). 


demand  feature,  guarantee  or  other 
credit  enhancement).  Several 
commenters  strongly  objected  to 
removing  ratings  disclosures  in  Form 
N-MFP.  They  argued  that  the  Dodd- 
Frank  Act  does  not  require  us  to 
eliminate  these  disclosures  because 
these  references  to  ratings  do  not  require 
the  use  of  an  assessment  of 
creditworthiness. ’2®  We  have  carefully 
considered  these  comments  and  are  re¬ 
proposing  instead  to  require  that  each 
money  market  fund  disclose,  for  each 
portfolio  security,  (i)  each  rating 
assigned  by  any  NRSRO  if  the  fund  or 
its  adviser  subscribes  to  that  NRSRO’s 
services,  as  well  as  the  name  of  the 
agency  providing  the  rating,  and  (ii)  any 
other  NRSRO  rating  that  the  fund’s 
board  of  directors  (or  its  delegate) 
considered  in  making  its  minimal  credit 
risk  determination,  as  well  as  the  name 
of  the  agency  providing  the  rating.’^’ 

The  first  prong  of  this  requirement 
reflects  our  assumption  that  a  fund 
manager  subscribes  to  the  services  of  a 
particular  NRSRO  because  the  manager 
has  confidence  in  that  NRSRO’s  analysis 
and,  therefore,  when  assessing  the  credit 
quality  of  a  portfolio  security,  would 
consider  any  rating  the  NRSRO  assigns 
to  the  security.  If  a  fund’s  adviser  has 
considered  more  than  one  NRSRO  rating 
in  making  a  minimal  credit  risk 
determination  for  a  particular  portfolio 
security,  the  Form  N-MFP  disclosure 
would  need  to  reflect  each  rating 
considered  (in  addition  to  each  rating 
assigned  by  an  NRSRO  if  the  fund  or  its 
adviser  subscribes  to  its  services).  If  the 
fund  and  its  adviser  subscribe  to  no 
NRSRO  ratings  services,  and  no  other 
rating  was  considered  in  making  a 
minimal  credit  risk  determination,  the 
fund  would  disclose  no  rating  for  the 
portfolio  security.  We  believe  this 
information  on  ratings  may  be  useful 
both  to  the  Commission  and  to  investors 
to  monitor  credit  ratings  that  funds  use 
in  evaluating  the  credit  quality  of 
portfolio  securities  and  to  evaluate  risks 
that  fund  managers  take.’ 22  Disclosures 
of  individual  portfolio  securities  ratings 
would  provide  investors.  Commission 
staff,  and  others  with  a  snapshot  of 
potential  trends  in  a  fund’s  overall  risk 
profile,  which  could  in  turn  prompt 


’2“  See,  e.g..  Federated  Comment  Letter,  supra 
note  30;  Dreyfus  Comment  Letter,  supra  note  30. 

’^’  See  re-proposed  Form  N-MFP  Item  C.IO.  In  a 
conforming  change,  the  re-proposal  w'ould  also 
amend  Form  N-MFP  Item  C.9  to  require  disclosure 
of  whether  the  portfolio  security  is  an  eligible 
security. 

’22  See  Comment  Letter  of  BlackRock,  Inc.  (Apr. 
25,  2011)  (“BlackRock  Comment  Letter”)  (“this 
disclosure  facilitates  investors’  ability  to  evaluate 
(money  market  fund]  portfolios  and  to  compare 
(money  market  funds]  to  each  other.”). 


those  monitoring  to  research  or  evaluate 
further  whether  that  profile  is  changing. 

We  seek  comment  on  the  re-proposed 
disclosures  relating  to  credit  ratings  in 
Form  N-MFP.  Are  we  correct  in  our 
assumption  that  as  part  of  its  minimal 
credit  risk  determination  a  fund 
manager  would  consider  each  rating 
assigned  to  a  portfolio  security  by  an 
NRSRO  to  whose  services  the  fund  or 
the  manager  subscribes?  Would  the 
proposed  disclosures  assist  investors  in 
monitoring  credit  risks  in  money  market 
fund  portfolios?  Would  the  disclosures 
be  more  useful  if  they  required  funds 
that  consider  any  rating  to  disclose  the 
highest  and  lowest  rating  assigned  to  the 
portfolio  security,  regardless  of  whether 
the  fund  considered  that  rating?  Should 
fund  managers  that  consider  more  than 
one  credit  rating  in  their  credit 
evaluations  be  required  to  disclose  only 
one  rating  and  its  source?  Would 
disclosure  of  only  one  rating  limit  an 
investor’s  ability  to  monitor  the  fund’s 
credit  risk  if  another  rating  assigned  to 
a  portfolio  security  differs  from  the 
rating  disclosed  by  the  fund  in  Form  N- 
MFP  [i.e.,  the  security  is  split-rated)? 
Under  such  an  approach,  if  a  portfolio 
security  is  split-rated,  which  rating 
should  the  hand  have  to  disclose,  or 
should  a  fund  be  able  to  choose  the 
rating  it  discloses?  If  a  fund  could 
choose,  would  any  funds  disclose  a 
lower  rating  assigned  by  an  NRSRO?  We 
took  a  similar  approach  in  recent 
amendments  removing  the  required  use 
of  credit  ratings  in  Forms  N-lA,  N-2 
and  N-3.  Under  those  amendments, 
funds  that  choose  to  use  credit  quality 
to  present  their  portfolio  securities  in 
shareholder  reports  and  use  credit 
ratings  to  depict  credit  quality  may  use 
credit  ratings  assigned  by  different 
rating  agencies  (including  credit  rating 
agencies  that  are  not  NRSROs),  provided 
that  the  fund  also  describes  how  it 
determines  the  credit  quality  of 
portfolio  holdings  and  how  ratings  are 
identified  and  selected. ’^3  Would  a 
similar  disclosure  describing  how  a 
money  market  fund  determines  the 
credit  quality  of  portfolio  holdings, 
including  how  ratings  are  identified  and 
selected  be  appropriate  considering  the 
format  of  Form  N-MFP?  If  not,  would 
disclosure  in  another  form,  such  as 
Form  N-lA,  appropriately  mitigate  the 
risk  that  a  fund  could  “cherry-pick”  the 
rating  to  disclose  on  Form  N-MFP? 

Would  investors  find  disclosure  about 


’23Form  N-lA  Item  27(d);  Form  N-2  Item  24, 
Instruction  6(a);  Form  N-3  Item  28(a),  Instruction 
6(i);  see  also  2013  Ratings  Removal  Adopting 
Release,  supra  note  4,  at  section  III.B. 
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the  source  of  the  credit  rating  to  be 
useful  information? 

C.  Exclusion  From  the  Issuer 
Diversification  Requirement 

In  addition  to  the  provisions 
regarding  credit  quality  discussed 
above,  rule  2a-7’s  risk  limiting 
conditions  require  a  money  market 
fund’s  portfolio  to  be  diversified,  both 
as  to  the  issuers  of  the  securities  it 
acquires  and  providers  of  guarantees 
and  demand  features  related  to  those 
securities.  124  Generally,  money  market 
funds  must  limit  their  investments  in 
the  securities  of  any  one  issuer  of  a  first 
tier  security  (other  than  government 
securities)  to  no  more  than  5  percent  of 
total  assets. 125  They  must  also  generally 
limit  their  investments  in  securities 
subject  to  a  demand  feature  or  a 
guarantee  to  no  more  than  10  percent  of 
total  assets  from  any  one  provider.i26 
We  adopted  these  requirements  in  order 
to  limit  the  exposure  of  a  money  market 
fund  to  any  one  issuer,  guarantor,  or 
demand  feature  provider.122 


’24  See  rule  2a-7(d)(3).  The  diversification 
requirements  of  rule  2a-7  differ  in  significant 
respects  from  the  requirements  for  diversified 
management  investment  companies  under  section 
5(b)(1)  of  the  Investment  Company  Act.  A  money 
market  fund  that  satisfies  the  applicable 
diversification  requirements  of  paragraph  (d)(3)  of 
rule  2a-7  is  deemed  to  have  satisfied  the 
requirements  of  section  5(b)(1).  Rule  2a-7(d)(3)(v). 
Subchapter  M  of  the  Internal  Revenue  Code 
contains  other  diversification  requirements  for  a 
money  market  fund  to  be  a  “regulated  investment 
company”  for  Federal  income  tax  purposes.  26 
U.S.C.  851  et  seq. 

’25  Rule  2a-7(d)(3)(i)(A)  and  (B).  A  single  state 
fund,  however,  may  invest  up  to  25%  of  its  total 
assets  in  the  first  tier  securities  of  any  single  issuer. 
Rule  2a-7(d)(3)(i)(B).  A  fund  also  may  invest  no 
more  than  0.5%  of  fund  assets  in  any  one  issuer  of 
a  second  tier  security.  Rule  2a-7(d)(3)(i)(C).  The 
rule  provides  a  safe  harbor  under  which  a  taxable 
and  national  tax-exempt  fund  may  invest  up  to  25% 
of  its  total  assets  in  the  first  tier  securities  of  a  single 
issuer  for  a  period  of  up  to  three  business  days  after 
acquisition  (but  a  fund  may  use  this  exception  for 
only  one  issuer  at  a  time).  Rule  2a-7(d)(3j(i)(A). 
Under  our  re-proposal,  which  would  eliminate  the 
distinction  between  first  and  second  tier  securities, 
the  issuer  diversification  requirements  would  apply 
regardless  of  a  portfolio  security’s  rating  and  the 
safe  harbor  would  be  available  with  respect  to  any 
portfolio  security  regardless  of  its  rating.  See  supra 
note  36. 

’25Rule  2a-7  also  provides  a  “fifteen  percent 
basket”  for  tax-exempt  (including  single-state) 
money  market  funds,  under  which  as  much  as  15% 
of  the  value  of  securities  held  in  a  tax-exempt 
fund’s  portfolio  may  be  subject  to  guarantees  or 
demand  features  from  a  single  institution.  See  rule 
2a-7(d)(3)(iii)(B).  The  tax-exempt  fund,  however, 
may  only  use  the  15%  basket  to  invest  in  demand 
features  or  guarantees  issued  by  non-controlled 
persons  that  are  first  tier  securities.  See  rule  2a- 
7(c)(4)(iii)(B)  and  (C).  Under  oxu  re-proposal,  the 
15%  basket  would  be  available  with  respect  to  any 
demand  feature  or  guarantee  issued  by  a  non- 
controlled  person  without  regard  to  tbe  rating  of  the 
security,  guarantee  or  demand  feature.  See  supra 
note  36. 

’27  See  Money  Market  Fund  Reform,  Investment 
Company  Act  Release  No.  28807  (June  30,  2009)  [74 


By  permitting  money  market  funds  a 
higher  10  percent  limit  on  their  indirect 
exposures  to  a  single  provider  of  a 
guarantee  or  demand  feature  than  the  5 
percent  limit  on  direct  investments  in 
any  one  issuer,  rule  2a-7  permits  a 
money  market  fund  to  take  on  greater 
indirect  exposures  to  providers  of 
demand  features  and  guarantees.  That  is 
because,  rather  than  looking  solely  to 
the  issuer,  the  money  market  fund 
would  have  two  potential  sources  of 
repayment — the  issuer  whose  securities 
are  subject  to  the  demand  features  or 
guarantees  and  the  providers  of  those 
features  or  guarantees  if  the  issuer 
defaults.  Both  the  issuer  and  the 
demand  feature  provider  or  guarantor 
would  have  to  default  at  the  same  time 
for  the  money  market  fund  to  suffer  a 
loss.  And  if  a  guarantor  or  demand 
feature  provider  were  to  come  under 
stress,  the  issuer  may  be  able  to  obtain 

a  replacement. ^28 

Today,  we  adopted  amendments  to 
certain  provisions  of  these 
diversification  requirements  in  the  2014 
Money  Market  Fund  Adopting 
Release. ^29  Among  other  things,  our 
amendments  require  that  money  market 
funds  treat  certain  entities  that  are 
affiliated  with  each  other  as  single 
issuers  when  applying  the  5  percent 
issuer  diversification  provision  of  rule 
2a-7  and  treat  the  sponsors  of  asset- 
backed  securities  as  guarantors  subject 
to  the  10  percent  diversification 
provision  of  rule  2a-7  applicable  to 
guarantees  and  demand  features,  unless 
the  fund’s  board  makes  certain  findings. 
These  amendments  were  intended  to 
increase  the  resiliency  of  and  reduce 
risk  in  money  market  funds  by  limiting 
their  ability  to  concentrate  investments 
in  a  single  economic  enterprise. 

When  we  proposed  these 
amendments,  we  also  discussed  and 
sought  comment  on  additional 
alternatives  that  we  had  considered  to 
appropriately  limit  money  market 


FR  32688  (July  8,  2009))  (“2009  Money  Market 
Fund  Proposing  Release”)  at  n.220  and 
accompanj'ing  text;  Revisions  to  Rules  Regulating 
Money  Market  Funds,  Investment  Company  Act 
Release  No.  17589  (July  17,  1990)  [55  FR  30239 
(July  25,  1990)1,  at  text  accompanying  n.23 
(“Diversification  limits  investment  risk  to  a  fund  by 
spreading  the  risk  of  loss  among  a  number  of 
securities.”). 

’28  See,  e.g..  Revisions  to  Rules  Regulating  Money 
Market  Funds,  Investment  Company  Act  Release 
No.19959  (Dec.  17,  1993)  [58  FR  68585  (Dec.  28, 
1993)]  at  n.83  and  accompanying  text  (obser\'ing 
that,  if  the  guarantor  of  one  of  the  money  market 
fund’s  securities  comes  under  stress,  “issuers  or 
investors  generally  can  either  put  the  instrument 
back  on  short  notice  or  persuade  the  issuer  to  obtain 
a  substitute  for  the  downgraded  institution”). 

’28  See  2014  Money  Market  Fund  Adopting 
Release,  supra  note  8,  at  section  Ill.l.l.d. 


funds’  risk  exposure. ^20  These 

alternatives  included  requiring  money 
market  funds  to  be  more  diversified  by 
reducing  the  current  5  percent  and  10 
percent  diversification  thresholds  of 
rule  2a-7  and  by  imposing  industry 
concentration  limits.  Several 
commenters  supported  some  of  these 

tighter  diversification  requirements.  ^21 

One  of  these  commenters  suggested 
limiting  any  one  corporate  issuer  to  2.5 
percent  of  the  fund’s  total  assets  rather 
than  the  current  5  percent  issuer 
diversification  requirement,  while  two 
others  supported  additional  sector 

diversification  requirements. ^22  Others, 

however,  argued  against  further 
narrowing  the  diversification  provisions 
of  rule  2a-7  relating  to  issuers  and 

guarantors. ^23 

We  also  asked  in  the  2013  Money 
Market  Fund  Proposing  Release  more 
generally  whether  we  should  continue 
to  distinguish  between  a  fund’s 
exposure  to  guarantors  and  issuers  by 
providing  different  diversification 
requirements  for  these  exposures. ^24  \/ye 
explained  that  rule  2a-7  permits  a 
money  market  fund,  when  determining 
if  a  security  subject  to  a  guarantee 
satisfies  the  credit  quality  standards,  to 
rely  exclusively  on  the  credit  quality  of 

the  guarantor. ’25  yVe  specifically  asked 

whether  the  guarantor  should  be  treated 
as  the  issuer  and  subject  to  a  5  percent 


’2°  See  2013  Money  Market  Fund  Proposing 
Release,  supra  note  5,  at  sections  lII.J.1-2. 

’2’  See  Comment  Letter  of  Eric  S.  Rosengren, 
President,  Federal  Reser\'e  Bank  of  Boston,  et  al. 
(Sept.  12,  2013)  (“Boston  Federal  Reserve  Comment 
Letter”);  Comment  Letter  of  Robert  Comment,  Ph.D. 
(Jun.  14,  2013)  (“R.  Comment  Comment  Letter”); 
Comment  Letter  of  John  C.  Barber,  KeyBank,  NA 
(Sept.  16,  2013)  (“J.  Barber  Comment  Letter”). 

’22  See].  Barber  Comment  Letter,  supra  note  131 
(recommending  2.5%  issuer  limit);  R.  Comment 
Comment  Letter,  supra  note  131  (advocating  sector 
diversification);  Boston  Federal  Reserv'e  Comment 
Letter,  supra  note  131  (same). 

’23  Comment  Letter  of  Phillip  S.  Gillespie, 
Executive  Vice  President  and  General  Counsel, 

State  Street  Global  Advisors  (Sept.  17,  2013) 
(opposing  the  additional  alternatives  because 
existing  diversification  limits  are  already 
challenging  due  to  the  short-term  market’s  current 
supply  structure);  Comment  Letter  of  Investment 
Company  Institute  (Sept.  17,  2013)  (“ICI  2013 
Comment  Letter”).  One  of  these  expressed  concern 
that  further  restricting  diversification  limits  may 
potentially  force  money  market  funds  to  invest  in 
less  creditworthy  issuers,  which  could  have  the 
effect  of  increasing  the  risk  within  money  market 
funds’  portfolios,  rather  than  decreasing  it.  See  id. 

’24  See  2013  Money  Market  Fund  Proposing 
Release,  supra  note  5,  at  sections  IILJ.1-2. 

’25  Rule  2a-7(d)(2)(iii).  That  a  money  market  fund 
has  both  the  issuer  and  guarantor  as  sources  of 
repayment  may  not  meaningfully  reduce  the  risks 
of  the  investment  in  all  cases  because  the  issuer  of 
the  guaranteed  securities  need  not  satisfy  rule  2a- 
7’s  credit  quality  requirements,  and  if  the  issuer  of 
the  guaranteed  securities  is  of  lesser  credit  quality, 
allowing  the  money  market  fund  to  have  up  to  10% 
of  its  assets  indirectly  exposed  to  the  guarantor  may 
not  be  justified. 
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diversification  requirement  whenever 
the  money  market  fund  is  relying 
exclusively  on  the  credit  quality  of  the 
guarantor.  No  commenters  specifically 
addressed  this  issue,  and  we  decided 
not  to  propose  amendments  that  would 
implement  this  approach,  or  any  of  the 
alternative  diversification  approaches 
about  which  we  sought  comment  as 
discussed  above. 

In  considering  the  comments  we 
received  on  the  proposed  amendments 
to  the  diversification  provisions  and  the 
alternatives  discussed  above,  we  noted 
that  money  market  funds  also  may 
effectively  rely  exclusively  on  the  credit 
quality  of  certain  guarantors  for 
purposes  of  the  diversification 
requirements.  Notwithstanding  the  5 
percent  issuer  diversification  provision, 
rule  2a-7  does  not  require  a  money 
market  fund  to  be  diversified  with 
respect  to  issuers  of  securities  that  are 
subject  to  a  guarantee  by  a  non- 
controlled  person. This  exclusion 
could  allow,  for  example,  a  fund  to 
invest  a  significant  portion  or  all  of  the 
value  of  its  portfolio  in  securities  issued 
by  the  same  entity  if  the  securities  were 
guaranteed  by  different  non-controlled 
person  guarantors  such  that  none 
guaranteed  securities  with  a  value 
exceeding  10  percent  of  the  fund’s  total 
assets.  By  diversifying  solely  against  the 
guarantor,  the  fund  could  be  relying  on 
the  guarantors’  credit  quality  or 
repayment  ability,  not  the  issuer’s. 

Thus,  the  fund  would  effectively 
substitute  the  credit  of  the  guarantor  for 
that  of  the  issuer  for  diversification 
purposes,  without  imposing  the  tighter 
5  percent  requirement  that  rule  2a-7 
generally  applies  for  issuer 
diversification.  The  fund  also  would 
have  a  highly  concentrated  portfolio  and 
would  be  subject  to  substantial  risk  if 
the  single  issuer  in  whose  securities  it 
had  such  a  significant  investment  were 
to  come  under  stress  or  default. 

We  are  concerned  that  a  money 
market  fund  relying  on  the  exclusion 
from  the  issuer  diversification  provision 
need  only  comply  with  the  10  percent 
guarantor  diversification  requirement, 
notwithstanding  the  credit  substitution 
discussed  above.  In  consideration  of  our 
reform  goal  of  limiting  concentrated 
exposure  of  money  market  funds  to 
particular  economic  enterprises,  we  no 
longer  believe  that  ignoring  a  fund’s 


’38 Rule  2a-7(d)(3)(i).  A  guarantee  issued  by  a 
non-controlled  person  means  a  guarantee  issued  by; 
(i)  A  person  that,  directly  or  indirectly,  does  not 
control,  and  is  not  controlled  by  or  under  common 
control  with  the  issuer  of  the  security  subject  to  the 
guarantee;  or  (ii)  a  sponsor  of  a  special  purpose 
entity  with  respect  to  an  asset-backed  security.  Rule 
2a-7(a)(19).  Control  has  the  same  meaning  as  in 
section  2(a)(9)  of  the  Investment  Company  Act,  15 
U.S.C.  80a-2(a)(9). 


exposure  to  the  issuer  in  these 
circumstances  is  appropriate. ^3^  Rather 
than  subject  these  guarantors  to  a 
unique  5  percent  requirement,  however, 
we  believe  that  a  better  approach  would 
be  to  restrict  risk  exposures  to  all  issuers 
of  securities  subject  to  a  guarantee  or 
demand  feature  under  rule  2a-7  in  the 
same  way.  That  is,  under  today’s 
proposed  amendment,  each  money 
market  fund  that  invests  in  securities 
subject  to  a  guarantee  (whether  or  not 
the  guarantor  is  a  non-controlled 
person)  would  have  to  comply  with 
both  the  10  percent  diversification 
requirement  for  the  guarantor  as  well  as 
the  5  percent  diversification 
requirement  for  the  issuer.  As  a  result, 
except  for  the  special  provisions 
regarding  single-state  money  market 
funds,  no  money  market  fund  non¬ 
government  portfolio  security  would  be 
excluded  from  rule  2a-7’s  limits  on 
issuer  concentration. 

We  recognize  that  the  proposed 
removal  of  this  exclusion  and  tightening 
of  issuer  diversification  requirements 
for  securities  subject  to  a  guarantee  by 
a  non-controlled  person  could  impact 
issuers  of  these  securities  and  the  fund’s 
risk  profile  (although  we  note  that  fewer 
than  2  percent  of  money  market  funds 
appear  to  be  relying  on  this 

exclusion). 138  The  proposed 

amendments  could  occasionally  prevent 
some  issuers  from  selling  securities  to  a 
money  market  fund  that  would 
otherwise  invest  in  the  issuer’s 
securities  above  the  5  percent 
diversification  requirement.  In  addition, 
while  we  recognize  that  removing  the 
exclusion  could  cause  some  money 
market  funds  to  invest  in  securities  with 
higher  credit  risk,  we  note  that  a  money 
market  fund’s  portfolio  securities  must 
meet  certain  credit  quality 
requirements,  such  as  posing  minimal 
credit  risks,  as  discussed  above. i39  We 
therefore  believe  that  the  substantial 
risk  limiting  provisions  of  rule  2a-7 
would  mitigate  the  potential  that  these 
money  market  funds  would  significantly 


’37  See  2014  Money  Market  Fund  Adopting 
Release,  supra  note  8,  at  text  following  n.l600  and 
accompanying  n.1601.  The  exclusion  from  the  5% 
issuer  diversification  requirement  for  certain 
guaranteed  securities  was  adopted  in  the  1996 
money  market  fund  amendments  to  provide 
flexibility  in  municipal  investments,  and  was 
premised  on  the  ability  of  a  money  market  fund  to 
rely  on  the  guarantee  if  an  issuer  became  distressed. 
See  1996  Money  Market  Fund  Adopting  Release, 
supra  note  62.  Since  1996,  our  amendments  have 
generally  scaled  back  on  the  amount  of  additional 
flexibility  focused  on  the  municipal  markets, 
particularly  where  money  market  funds  do  not 
heavily  rely  on  the  exclusion.  See,  e.g.,  2010  Money 
Market  Fund  Adopting  Release,  supra  note  41. 

’3“  See  infra  section  V.C.2. 

’3‘J  See  rule  2a-7(d)(2)  (portfolio  quality);  supra 
notes  20-24  and  accompanying  text. 


increase  their  investments  in  securities 
with  higher  credit  risk.  We  also  believe 
that  eliminating  this  exclusion  would 
more  appropriately  limit  money  market 
fund  risk  exposures  by  limiting  the 
concentration  of  exposure  that  a  money 
market  fund  could  have  otherwise  had 
to  a  particular  issuer. 

We  request  comment  on  our  proposal 
to  eliminate  the  exclusion  from  the 
issuer  diversification  requirement.  Do 
commenters  agree  with  our  approach  to 
treat  securities  subject  to  a  guarantee  by 
a  non-controlled  person  similar  to  other 
securities  with  a  guarantee  or  demand 
feature  under  rule  2a-7?  Should  we 
instead,  as  discussed  above,  require  that 
a  guarantor  be  treated  as  the  issuer  and 
subject  to  a  5  percent  diversification 
requirement  when  a  money  market  fund 
is  relying  exclusively  on  the  credit 
quality  of  the  guarantor  or  when  the 
security  need  not  meet  the  issuer 
diversification  requirements?  Or  should 
we  impose  a  higher  limit  on  issuer 
exposure  when  the  security  is 
guaranteed  by  a  non-controlled  person? 
If  so,  what  would  be  an  appropriate 
limit?  For  example,  would  a  10  percent, 
15  percent,  or  some  other  limit  be 
appropriate?  What  limit  would 
appropriately  balance  the  interests 
discussed  above — allowing  greater 
flexibility  for  funds  with  respect  to 
indirect  exposures  to  providers  of 
guarantees  and  demand  features  because 
of  the  potential  that  tighter 
diversification  provisions  could  lead  to 
investments  in  lower  quality  securities 
and  limiting  exposure  risk  when  a  fund 
is  relying  solely  on  such  a  provider  for 
repayment?  Could  commenters  provide 
empirical  analysis  to  support  a 
particular  percentage?  Do  commenters 
agree  with  our  understanding  that  most 
money  market  funds  do  not  currently 
rely  on  the  issuer  diversification 
exclusion  for  securities  subject  to  a 
guarantee  issued  by  a  non-controlled 
person?  Do  commenters  believe  that 
many  money  market  funds  have  used 
this  exclusion  in  the  past  or  may  do  so 
in  the  future  absent  our  proposed 
amendment?  We  note  that  most  of  the 
funds  whose  portfolios  have  greater 
than  5  percent  exposure  to  an  issuer  are 
tax-exempt  funds,  and  that  most  of  these 
funds  exceed  the  5  percent  threshold  by 
less  than  2  percent  of  fund  assets.  In 
addition,  none  of  the  funds  that  appear 
to  have  relied  on  the  exclusion  is  a 
single  state  fund.’^^  As  a  result,  we  have 
assumed  that  tax-exempt  funds  do  not 


'‘■*0  See  infra  section  V.C.2. 

As  noted  above,  rule  2a-7  currently  permits  a 
single  state  fund  to  invest  up  to  25%  of  its  assets 
in  any  single  issuer,  thus  these  funds  appear  not  to 
need  the  exclusion.  See  supra  note  125. 


48000 


Federal  Register /Vol.  79,  No.  157 /Thursday,  August  14,  2014 /Proposed  Rules 


need  this  exclusion.  Is  this  assumption 
correct?  Is  the  supply  of  high  quality 
eligible  municipal  investments 
sufficiently  limited  such  that  we  should 
preserve  the  exclusion  for  tax-exempt  or 
single  state  funds?  Are  there  any  other 
particular  types  of  funds  for  which  the 
current  exclusion  from  the  issuer 
diversification  requirement  should  be 
preserved?  Is  the  proposed  amendment 
likely  to  result  in  money  market  funds 
investing  in  securities  that  present 
higher  credit  risk,  or  not,  given  the 
credit  quality  requirements  of  rule  2a- 
7? 

III.  Compliance  Period  for  the  Proposed 
Rule  and  Form  Amendments 

We  anticipate  that  the  compliance 
date  for  the  re-proposed  amendments  to 
rule  2a-7  and  Form  N-MFP  and  the 
proposed  amendments  to  the  issuer 
diversification  requirements  would  be 
[INSERT  DATE  18  MONTHS  AFTER 
JULY  2014  MONEY  MARKET  FUND 
RULES’  EFFECTIVE  DATE].  We  expect 
that  this  compliance  date  should 
provide  an  adequate  period  of  time  for 
money  market  funds  to  re\riew  and 
revise  their  policies  and  procedures  for 
complying  with  rule  2a-7,  as  funds 
deem  appropriate  in  connection  with 
the  re-proposed  and  proposed 
amendments,  if  adopted. ^^2  \\Jq 
that  this  compliance  date  would 
coincide  with  the  compliance  date  for 
the  rule  2a-7  amendments  relating  to 
diversification  and  stress  testing 
adopted  in  the  2014  Money  Market 
Fund  Adopting  Release,  as  well  as  the 
Form  N-MFP  amendments  also  adopted 
in  that  release.  As  discussed  below,  we 
believe  that  coordinating  the 
compliance  date  of  the  re-proposed 
amendments  with  the  compliance  date 
of  certain  related  amendments  adopted 
in  the  2014  Money  Market  Fund 
Adopting  Release  should  reduce  costs  to 
the  extent  feasible  by  consolidating 
changes  to  be  made  to  a  fund’s  policies 
and  procedures,  as  well  as  changes  to 
Form  N-MFP,  at  a  single  time.^'*^  We 
request  comment  on  this  compliance 
date. 

IV.  Paperwork  Reduction  Act  Analysis 

Certain  provisions  of  our  proposal 
contain  “collections  of  information” 
within  the  meaning  of  the  Paperwork 
Reduction  Act  of  1995  (“PRA”).’'*^  The 
titles  for  the  existing  collections  of 
information  are:  (1)  “Rule  2a-7  under 
the  Investment  Company  Act  of  1940, 
Money  market  funds”  (0MB  Control  No. 
3235-0268):  (2)  “Rule  30bl-7  under  the 


’“2  See  infra  note  219  and  accompanying  text. 
’•*3  See  infra  note  233  and  accompanying  text. 
’■*M4  U.S.C.  3501-3520. 


Investment  Company  Act  of  1940, 
Monthly  report  for  money  market 
funds”  (OMB  Control  No.  3235-0657); 
and  (3)  “Form  N-MFP  under  the 
Investment  Company  Act  of  1940, 
Monthly  schedule  of  portfolio  holdings 
of  money  market  funds”  (OMB  Control 
No.  3235-0657).  The  Commission  is 
submitting  these  collections  of 
information  to  the  Office  of 
Management  and  Budget  (“OMB”)  for 
review  in  accordance  with  44  U.S.C. 
3507(d)  and  5  CFR  1320.11.  An  agency 
may  not  conduct  or  sponsor,  and  a 
person  is  not  required  to  respond  to,  a 
collection  of  information  unless  it 
displays  a  currently  valid  control 
number. 

The  agency  has  submitted  the 
proposed  collections  of  information  to 
OMB  for  approval.  Comments  on  the 
proposed  collections  of  information 
should  be  directed  to:  (i)  Desk  Officer 
for  the  Securities  and  Exchange 
Commission,  Office  of  Information  and 
Regulatory  Affairs,  Office  of 
Management  and  Budget,  Room  10102, 
New  Executive  Office  Building, 
Washington,  DC  20503,  or  by  sending  an 
email  to:  Shagufta_Ahmed@ 
omb.eop.gov;  and  (ii)  Thomas  Bayer, 
Chief  Information  Officer,  Securities 
and  Exchange  Commission,  c/o  Remi 
Pavlik-Simon,  6432  General  Green  Way, 
Alexandria,  VA  22312  or  send  an  email 
to:  PRA_MaUbox@sec.gov.  OMB  is 
required  to  make  a  decision  concerning 
the  collections  of  information  between 
30  and  60  days  after  publication  of  this 
Release:  therefore,  a  comment  to  OMB  is 
best  assured  of  having  its  full  effect  if 
OMB  receives  it  within  30  days  after 
publication  of  this  Release.  Requests  for 
materials  submitted  to  OMB  by  the 
Commission  with  regard  to  this 
collection  of  information  should  be  in 
\OTiting,  refer  to  File  No.  S7-07-11,  and 
be  submitted  to  the  Securities  and 
Exchange  Commission,  Office  of  FOIA 
Services,  100  F  Street  NE.,  Washington, 
DC  20549-2736. 

A.  Rule  2a-7 

As  discussed  above,  we  are  re¬ 
proposing  to  remove  references  to  credit 
ratings  in  rule  2a-7,  which  would  affect 
five  elements  of  the  rule:  (i) 
Determination  of  whether  a  security  is 
an  eligible  security:  (ii)  determination  of 
whether  a  security  is  a  first  tier  security; 
(iii)  credit  quality  standards  for 
securities  with  a  conditional  demand 
feature;  (iv)  requirements  for  monitoring 
securities  for  ratings  downgrades  and 
other  credit  events;  and  (v)  stress 
testing.  These  amendments  involve 
collections  of  information,  and  the 
respondents  to  the  collections  of 
information  are  money  market  funds. 


This  collection  of  information  would  be 
mandatory  for  money  market  funds  that 
rely  on  rule  2a-7,  and  to  the  extent  that 
the  Commission  receives  confidential 
information  pursuant  to  the  collection 
of  information,  such  information  will  be 
kept  confidential,  subject  to  the 
provisions  of  applicable  law. 

1.  Eligible  Security  Determinations  for 
Money  Market  Fund  Portfolio 
Securities,  Including  Securities  That 
Are  Subject  to  a  Conditional  Demand 
Feature 

Rule  2a-7  limits  a  money  market 
fund’s  portfolio  investments  to  “eligible 
securities,”  which  are  currently  defined 
as  securities  that  have  received  credit 
ratings  from  a  requisite  NRSRO  in  one 
of  the  two  highest  short-term  rating 
categories,  or  comparable  unrated 
securities. The  rule  also  restricts 
money  market  fund  investments  to 
securities  that  the  fund’s  board,  or  its 
delegate,  determines  present  minimal 
credit  risks,  and  requires  a  fund  to  adopt 
policies  and  procedures  regarding 
minimal  credit  risk  determinations.’**^ 
As  discussed  above,  we  are  re-proposing 
amendments  to  rule  2a-7  that  would 
remove  any  reference  to,  or  requirement 
of  reliance  on,  credit  ratings  in  rule  2a- 
7  and  modify  the  credit  quality  standard 
to  be  used  in  determining  the  eligibility 
of  a  money  market  fund’s  portfolio 
securities,  including  securities  that  are 
subject  to  a  conditional  demand  feature. 
Specifically,  the  re-proposed 
amendments  would  eliminate  the 
current  requirement  that  an  eligible 
security  be  rated  in  one  of  the  two 
highest  short-term  rating  categories  by 
an  NRSRO  or  be  of  comparable  quality, 
and  would  combine  the  current  “first 
tier”  and  “second  tier”  credit  risk 
categories  into  a  single  standard,  which 
would  be  included  as  part  of  rule  2a-7’s 
definition  of  eligible  secmity.  A  security 
would  be  an  eligible  security  only  if  the 
money  market  fund’s  board  of  directors 
(or  its  delegate)  determines  that  it 
presents  minimal  credit  risks,  which 
determination  would  include  a  finding 
that  the  security’s  issuer  has  an 
exceptionally  strong  capacity  to  meet  its 


’■*5  See,  e.g.,  5  U.S.C.  552  (Exemption  4  of  the 
Freedom  of  Information  Act  provides  an  exemption 
for  “trade  secrets  and  commercial  or  financial 
information  obtained  from  a  person  and  privileged 
or  confidential.”  5  U.S.C.  552(b)(4).  Exemption  8  of 
the  Freedom  of  Information  Act  provides  an 
exemption  for  matters  that  are  “contained  in  or 
related  to  examination,  operating,  or  condition 
reports  prepared  by,  or  on  behalf  of,  or  for  the  use 
of  an  agency  responsible  for  the  regulation  or 
supervision  of  financial  institutions.”  5  U.S.C. 
552(b)(8)). 

’■*•*566  rule  2a-7(a)(12). 

See  rules  2a-7(d)(2)(i);  2a-7(j)(l);  38a-l. 
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short-term  obligations.^'*®  The  re¬ 
proposed  amendments  also  would 
require  that,  with  respect  to  a  security 
(or  its  guarantee)  subject  to  a 
conditional  demand  feature,  the 
underlying  security  (or  its  guarantee) 
must  have  a  very  strong  capacity  for 
payment  of  its  financial 
commitments.*^® 

Money  market  funds  are  required  to 
have  written  policies  and  procedures 
regarding  minimal  credit  risk 
determinations.*®®  Thus,  each  money 
market  fund  complex  would  incur  one¬ 
time  costs  to  comply  with  these  re¬ 
proposed  amendments,  if  adopted. 
Specifically,  each  fund  complex  would 
incur  costs  to  review  the  amended 
provisions  of  rule  2a-7  and,  as  it 
determines  appropriate  in  light  of  the 
re-proposed  amendments,  revise  its 
policies  and  procedures  to  incorporate 
the  amended  credit  quality  standards  to 
be  used  in  determining  the  eligibility  of 
a  money  market  fund’s  portfolio 
securities,  including  securities  that  are 
subject  to  a  conditional  demand  featvue. 
As  discussed  below,  we  anticipate  that 
many  funds  are  likely  to  retain  their 
investment  policies  as  currently 
required  under  rule  2a-7,  which 
incorporate  NRSRO  ratings  and  which 
would  be  permitted  under  the  re¬ 
proposed  rule  amendments.*®*  Some 
funds,  on  the  other  hand,  may  choose  to 
revise  their  investment  policies  to 
remove  references  to  NRSRO  ratings  and 
to  incorporate  the  standards  provided  in 
the  re-proposal,  if  adopted.  Even  if 
funds  choose  to  eliminate  references  to 
ratings  in  their  investment  policies, 
funds’  investment  policies  may  not 
change  substantially,  as  funds  are 
already  required  to  assess  credit  quality 
apart  from  ratings  as  part  of  their 
minimal  credit  risk  determinations.* ®2 
In  addition  to  revisions  concerning 
NRSRO  ratings,  some  funds  may  choose 
to  revise  their  policies  and  procedures 
to  address  certain  factors  discussed 
above  (to  the  extent  those  factors  are  not 
considered  currently)  in  their  credit 
assessment  policies  and  procedures. 

While  we  cannot  predict  with 
precision  the  extent  to  which  funds  may 
revise  their  policies  and  procedures  for 
determining  minimal  credit  risk,  we 
estimate  that  each  money  market  fund 
complex  on  average  would  incur  a  one- 


Re-proposed  rule  2a-7(a)(ll);  see  supra 
section  II. A. 1. 

’‘‘“Re-proposed  rule  2a-7(d)(2)(iii)(C):  see  supra 
section  II. A. 2. 

’““See rule  2a-7(j)(l);  supra  note  22. 

’“’  See  infra  note  204  and  accompanying 
paragraph. 

See  rule  2a-7(d)(2)(i). 


time  burden  of  9  hours,*®®  at  a  cost  of 
$2,838,*®“*  to  review  and  revise,  as 
appropriate,  its  policies  and  procedures. 
Using  an  estimate  of  84  money  market 
fund  complexes,*®®  we  estimate  that 
money  market  funds  would  incur,  in 
aggregate,  a  total  one-time  burden  of  756 
hours,*®®  at  a  cost  of  $238,392,*®^  to 
comply  with  the  amended  provisions  of 
rule  2a-7  modifying  the  credit  quality 
standard  to  be  used  in  determining  the 
eligibility  of  a  fund’s  portfolio 
securities.  Amortizing  these  hourly  and 
cost  burdens  over  three  years  results  in 
an  average  annual  increased  burden  for 
all  money  market  fund  complexes  of 
252  horn’s  *®®  at  a  cost  of  $79,464.*®®  We 
do  not  believe  that  funds  would  newly 
implement  or  change  any  annual  review 
of  policies  and  procedures  that  they 
currently  perform  as  a  result  of  the  re¬ 
proposed  amendments.  There  would  be 
no  external  costs  associated  with  this 
collection  of  information. 

2.  Monitoring  Minimal  Credit  Risks 

Rule  2a-7  currently  requires  a  money 
market  fund  board  (or  its  delegate) 
promptly  to  reassess  whether  a  security 
that  has  been  downgraded  by  an  NRSRO 
continues  to  present  minimal  credit 


’  “3  We  estimate  that  the  lower  range  of  the  one¬ 
time  hour  burden  for  a  money  market  fund  complex 
to  review  and  revise,  as  appropriate,  its  policies  and 
procedures  for  determining  minimal  credit  risk 
would  be  6  hours  (4  hours  by  a  compliance 
manager,  and  2  hours  by  an  attorney).  We  estimate 
that  the  upper  range  of  the  one-time  hour  burden 
for  a  money  market  fund  complex  to  review  and 
revise,  as  appropriate,  its  policies  and  procedures 
for  determining  minimal  credit  risk  would  be  12 
hours  (8  hours  by  a  compliance  manager,  and  4 
hours  by  an  attorney).  For  purposes  of  our  estimates 
for  the  PRA  analysis,  we  have  taken  the  mid-point 
of  this  range  (mid-point  of  6  hours  and  12  hours  = 

9  hours  (6  hours  by  a  compliance  manager,  and  3 
hours  by  an  attorney)). 

This  estimate  is  based  on  the  following 
calculation:  (6  hours  (mid-point  of  4  hours  and  8 
hours  incurred  by  a  compliance  manager)  x  S283 
(rate  for  a  compliance  manager)  =  SI  ,698)  +  (3  hours 
(mid-point  of  2  hours  and  4  hours  incurred  by  an 
attorney)  x  S380  (rate  for  an  attorney)  =  SI, 140)  = 
S2,838.  All  estimated  wage  figures  discussed  here 
and  throughout  this  Release  are  based  on  published 
rates  that  have  been  taken  from  SlFMA’s 
Management  &  Professional  Earnings  in  the 
Securities  Industry  2013,  available  at  http:// 
mm',  sifma.  org/research  /i  tern  .aspx?id=8589940603, 
modified  by  Commission  staff  to  account  for  an 
1800  hour  work-year  and  multiplied  by  5.35  to 
account  for  bonuses,  firm  size,  employee  benefits, 
and  overhead. 

Based  on  data  from  Form  N-MFP  and 
iMoneyNet  data  as  of  February  28,  2014. 

’““This  estimate  is  based  on  the  following 
calculation:  9  hours  x  84  money  market  fund 
complexes  =  756  hours. 

’“’’This  estimate  is  based  on  the  following 
calculation:  S2,838  x  84  money  market  fund 
complexes  =  8238,392. 

’““This  estimate  is  based  on  the  following 
calculation:  756  hours  +  3  years  =  252  hours. 

’““This  estimate  is  based  on  the  following 
calculation:  8238,392  3  years  =  879,464. 


risks.*®®  As  discussed  above,  we  are  re¬ 
proposing  amendments  to  rule  2a-7  that 
would  eliminate  the  current  use  of 
credit  ratings  in  the  rule’s  downgrade 
and  default  provisions.  Rule  2a-7 
instead  would  require  a  money  market 
fund  to  adopt  written  procedures 
requiring  the  fund  adviser,  or  any 
person  to  whom  the  fund’s  board  of 
directors  has  delegated  portfolio 
management  responsibilities,  to  provide 
ongoing  review  of  each  portfolio 
security  to  determine  that  the  issuer 
continues  to  present  minimal  credit 
risks.*®*  To  comply  with  these  re¬ 
proposed  amendments,  if  adopted,  a 
fund  complex  would  incur  one-time 
costs  to  review  the  amended  provisions 
of  rule  2a-7  and  adopt  policies  and 
procedures  providing  for  ongoing 
review  to  determine  whether  a  money 
market  fund’s  portfolio  securities 
continue  to  present  minimal  credit 
risks.  Money  market  funds  are  not 
currently  required  to  maintain  policies 
and  procedures  that  specifically  address 
ongoing  minimal  credit  risk  monitoring. 
Although  we  understand,  based  on  staff 
experience,  that  most  money  market 
funds  currently  monitor  portfolio 
securities  for  minimal  credit  risk  on  an 
ongoing  basis,*®®  we  are  assuming  that 
all  money  market  fund  complexes 
would  need  to  adopt  new  written 
policies  and  procedures  to  provide  for 
this  ongoing  review  in  order  to  comply 
with  the  amended  provisions  of  rule  2a- 
7. 

We  estimate  that  each  money  market 
fund  complex  on  average  would  incur  a 
one-time  burden  of  5  hours,*®®  at  a  cost 


’““See rule  2a-7(f)(])(i). 

’“’  Re-proposed  rule  2a-7(g)(3):  see  supra  section 
II.A.3. 

’“3  See  supra  notes  102-106  and  accompanying 
text. 

’“3  These  hour  estimates  assume  that  the  process 
of  adopting  written  policies  and  procedures  will 
consist  primarily  of  transcribing  and  reviewing  any 
existing  policies  and  procedures  that  funds 
currently  use  when  monitoring  minimal  credit  risk 
on  an  ongoing  basis.  Because  we  cannot  predict  the 
extent  to  which  funds  may  need  to  develop  these 
policies  and  procedures  to  comply  with  the 
amended  provisions  of  rule  2a-7,  if  adopted,  or  may 
need  to  transcribe  and  review  any  existing  policies 
and  procedures,  we  have  taken,  as  an  estimated 
average  burden,  the  mid-point  of  a  range  of  hour 
estimates  discussed  below  in  this  note  163  for 
purposes  of  our  PRA  analysis. 

We  estimate  that  the  lower  range  of  the  one-time 
hour  burden  for  a  money  market  fund  complex  to 
adopt  policies  and  procedures  for  ongoing  review 
to  determine  whether  a  money  market  fund’s 
portfolio  securities  continue  to  present  minimal 
credit  risks  would  be  3.5  hours  (2  hours  by  a 
compliance  manager  and  1  hour  by  an  attorney  to 
develop  and  review  policies  and  procedures  (or 
transcribe  and  review  pre-existing  policies  and 
procedures)  +  0.5  hours  for  the  fund’s  board  to 
adopt  the  policies  and  procedures).  We  estimate 
that  the  upper  range  of  the  one-time  hour  burden 
for  a  money  market  fund  complex  to  adopt  such 

Continued 
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of  $3,619,^®“*  to  adopt  policies  and 
procedures  for  ongoing  review  of 
minimal  credit  risks.  Using  an  estimate 
of  84  money  market  fund  complexes,^ 
we  estimate  that  money  market  funds 
would  incur,  in  aggregate,  a  total  one¬ 
time  burden  of  378  hours, at  a  cost 
of  $303,996,^®^  to  comply  with  the 
amended  provisions  of  rule  2a-7. 
Amortizing  these  hourly  and  cost 
burdens  over  three  years  results  in  an 
average  annual  increased  burden  for  all 
money  market  fund  complexes  of  126 
hours  at  a  cost  of  $101, 332. i®®  There 

would  be  no  external  costs  associated 
with  this  collection  of  information. 

3.  Stress  Testing 

Rule  2a-7  currently  requires  money 
market  funds  to  adopt  written  stress 
testing  procedures  and  to  perform  stress 
tests  according  to  these  procedures  on  a 
periodic  basis. We  are  re-proposing 
amendments  to  rule  2a-7  that  would 
replace  the  reference  to  ratings 
downgrades  in  the  rule’s  stress  testing 
provisions  with  a  hypothetical  event 
that  is  designed  to  have  a  similar  impact 
on  a  money  market  fund’s  portfolio.’ 

The  re-proposed  amendment  is 
designed  to  retain  a  similar  standard  for 
stress  testing  as  under  current  rule  2a- 
7.  Specifically,  while  rule  2a-7 
currently  requires  a  fund  to  stress  test 
its  portfolio  based  on  certain 
hypothetical  events,  including  a 
downgrade  of  portfolio  securities,  the 


policies  and  procedures  would  be  6.5  hours  (4 
hours  by  a  compliance  manager  and  2  hours  by  an 
attorney  to  develop  and  review  policies  and 
procedures  (or  transcribe  and  review  pre-existing 
policies  and  procedures)  +  0.5  hours  for  the  fund’s 
board  to  adopt  the  policies  and  procedures).  The 
mid-point  of  the  lower  range  estimate  and  the  upper 
range  estimate  is  5  hours. 

1'*'*  This  estimate  is  based  on  the  following 
calculation:  (3  hours  (mid-point  of  2  hours  and  4 
hours  incurred  by  a  compliance  manager)  x  S283 
(rate  for  a  compliance  manager)  =  S849)  +  (1.5  hours 
(mid-point  of  1  hour  and  2  hours  incurred  by  an 
attorney)  x  S380  (rate  for  an  attorney)  =  8570)  -^  (0.5 
hours  X  84,400  per  hour  for  a  board  of  8  directors 
=  82,200)=  83,619.  The  staff  previously  estimated  in 
2009  that  the  average  cost  of  board  of  director  time 
was  84,000  per  hour  for  the  board  as  a  whole,  based 
on  information  received  from  funds  and  their 
counsel.  Adjusting  for  inflation,  the  staff  estimates 
that  the  current  average  cost  of  board  of  director 
time  is  approximately  84,400. 

Based  on  data  from  Form  N-MFP  and 
iMoneyNet  data  as  of  February  28,  2014. 

106  This  estimate  is  based  on  the  following 
calculation:  4.5  hours  x  84  money  market  fund 
complexes  =  378  hours. 

’®^This  estimate  is  based  on  the  following 
calculation:  83,619  x  84  money  market  fund 
complexes  =  8303,996. 

168  This  estimate  is  based  on  the  following 
calculation:  378  hours -t-  3  years  =  126  hours. 

:"59This  estimate  is  based  on  the  following 
calculation:  8303,996  +  3  years  =  8101,332. 

See  rule  2a-7(g)(8). 

Re-proposed  rule  2a-7(g)(8)(i)(B);  see  supra 
section  II. A. 4. 


re-proposed  amendment  would  require 
a  fund  to  stress  test  for  an  event 
indicating  or  evidencing  credit 
deterioration  in  a  portfolio  security,  and 
would  include  a  downgrade  or  default 
as  examples  of  that  type  of  event.  As 
discussed  below,  we  recognize  that  a 
money  market  fund  could  use  its 
current  policies  and  procedures  to 
comply  with  the  re-proposed 
amendment,  and  could  continue  to  use 
credit  quality  evaluations  prepared  by 
outside  sources,  including  NRSRO 
downgrades,  in  stress  tests.’ Because 
the  rule  currently  requires  testing  for  a 
downgrade  as  a  hypothetical  event,  we 
do  not  believe  that  funds  would  take 
any  additional  time  to  review  and  revise 
their  policies  and  procedures  with 
respect  to  the  continued  use  of 
downgrades  in  stress  testing. 
Accordingly,  we  do  not  expect  the 
proposed  amendments  would 
significantly  change  current  collection 
of  information  burden  estimates  for  rule 

2a-7.’73 

Total  Burden  for  Rule  2a-7.  The 
current  approved  collection  of 
information  for  rule  2a-7  is  517,228 
annual  aggregate  hours. ’7“’  The  aggregate 
additional  burden  hours  associated  with 
the  re-proposed  amendments  to  rule  2a- 
7  increase  the  burden  estimate  to 
517,606  hours  annually  for  all  funds. 

4.  Request  for  Comment 

We  request  comment  on  these 
assumptions  and  estimates.  If 
commenters  believe  these  assumptions 
or  estimates  are  not  accurate,  we  request 
they  provide  specific  data  that  would 
allow  us  to  make  more  accurate 
estimates. 

B.  Buie  30bl-7  and  Form  N-MFP 

Rule  30bl-7  requires  money  market 
funds  to  file  a  monthly  report 


’  72  See  infra  text  accompanying  and  preceding 
note  217. 

1 73  See  infra  note  1 74. 

’7'»  The  Commission  has  submitted  an  application 
to  the  OMB  for  revision  of  the  current  approved 
collection  of  information  for  rule  2a-7  in 
connection  with  the  2014  Money  Market  Fund 
Adopting  Release.  When  and  if  approved,  the 
collection  of  information  for  rule  2a-7  will  increase 
to  617,653  hours  annually  for  all  funds. 

’75  This  estimate  is  based  on  the  following 
calculation:  517,228  hours  (current  approved 
burden)  +  252  hours  (eligible  security 
determinations  for  money  market  fund  portfolio 
securities,  including  securities  that  are  subject  to  a 
conditional  demand  feature)  -t- 126  hours 
(monitoring  minimal  credit  risks)  =  517,606  hours. 
If  the  revised  collection  of  information  for  rule  2a- 
7  in  connection  with  the  2014  Money  Market  Fund 
Adopting  Release  is  approved,  as  well  as  the 
collection  of  information  associated  with  the  re- 
proposed  amendments  to  rule  2a-7  as  discussed  in 
this  release,  the  collection  of  information  for  rule 
2a-7  would  increase  to  618,031  hours  (617,653 
hours  252  homs  -f  126  hours).  See  supra  note  174. 


electronically  on  Form  N-MFP  within 
five  business  days  after  the  end  of  each 
month.  The  information  required  by  the 
form  must  be  data-tagged  in  XML  format 
and  filed  through  EDGAR.  Preparing 
Form  N-MFP  is  a  collection  of 
information  under  the  PRA.’^®  The 
respondents  to  this  collection  of 
information  are  money  market  funds.  A 
fund  must  comply  with  the  requirement 
to  prepare  Form  N-MFP  in  order  to  hold 
itself  out  to  investors  as  a  money  market 
fund  or  the  equivalent  of  a  money 
market  fund  in  reliance  on  rule  2a-7. 
Responses  to  the  disclosure 
requirements  of  Form  N-MFP  are  not 
kept  confidential. 

Money  market  funds  are  currently 
required  to  disclose  on  Form  N-MFP, 
with  respect  to  each  portfolio  security, 
whether  the  security  is  a  first  or  second 
tier  security  or  is  unrated,  as  well  as  the 
“designated  NRSROs’’  for  each  security 
(and  for  each  demand  feature, 
guarantee,  or  credit  enhancement).”’’’ 

As  discussed  above,  the  re-proposed 
amendments  would  require  that  each 
money  market  fund  disclose  on  Form 
N-MFP,  for  each  portfolio  security,  each 
rating  assigned  by  any  NRSRO  to  whose 
services  the  fund  or  its  adviser 
subscribes  (together  with  the  name  of 
the  assigning  NRSRO),  and  any  other 
NRSRO  rating  that  the  fund’s  board  of 
directors  considered  in  determining  that 
the  security  presents  minimal  credit 
risks  (together  with  the  name  of  the 
assigning  NRSRO).”"®  Because  we 
believe  that  the  majority  of  funds  would 
continue  to  refer  to  credit  ratings  in 
making  minimal  credit  risk 
determinations,  we  do  not  believe  the 
re-proposed  amendments  to  Form  N- 
MFP  would  result  in  material  changes  to 
the  ongoing  burden  for  most  funds.’ 
However,  we  believe  that  funds  will 
incur  one-time  costs  to  re-program  their 
filing  software  to  reflect  the  new 
requirements  of  Form  N-MFP. 

We  estimate  that  each  fund  will  incur 
a  one-time  burden  of  3  hours,’®®  at  a 
cost  of  $943  per  fund,’®’  to  comply  with 


’78  For  purposes  of  the  PRA  analysis,  the  current 
burden  associated  with  the  requirements  of  rule 
30bl-7  is  included  in  the  collection  of  information 
requirements  of  Form  N-MFP.  See  infra  note  188. 

’77  See  Form  N-MFP  Items  C.9,  C.IO,  C.14.b-c, 
C.15.b-c,  C.16.c-d. 

’78 See  re-proposed  Form  N-MFP  Items  C.9,  C.IO, 
C.14.e,  C.15.C,  C.16.d:  supra  section  II. B. 

See  infra  note  204  and  accompanying 
paragraph. 

’80  We  estimate  that  the  one-time  hour  burden  for 
a  money  market  fund  to  re-program  its  Form  N- 
MFP  filing  software  to  reflect  the  new  requirements 
of  Form  N-MFP  would  be  3  hours  (1  hour  by  a 
senior  systems  analyst,  1  hour  by  a  senior 
programmer,  and  1  hour  by  an  attorney). 

’8’  This  estimate  is  based  on  the  following 
calculation:  (1  hour  x  8260  (rate  for  a  senior  systems 
analyst)  =  8260)  +  (1  hour  x  8303  (rate  for  a  senior 
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the  amended  disclosure  requirements  of 
Form  N-MFP,  if  adopted.  Using  an 
estimate  of  559  money  market  funds 
that  are  required  to  file  reports  on  Form 
N-MFP, ^,0  estimate  that  money 
market  funds  would  incur,  in  the 
aggregate,  a  total  one-time  burden  of 
1,677  hours,i83  at  a  cost  of  $527,137,i«'» 
to  comply  with  the  amended  disclosure 
requirements  of  Form  N-MFP. 
Amortizing  these  hourly  and  cost 
burdens  over  three  years  results  in  an 
average  annual  increased  burden  for  all 
money  market  funds  of  559  hours  at 
a  cost  of  $175,712.^®®  There  would  be 
no  external  costs  associated  with 
complying  with  the  amended  disclosure 
requirement  of  Form  N-MFP.'*®’’ 

The  current  approved  collection  of 
information  for  Form  N-MFP  is  45,214 
annual  aggregate  hours  and  $4,424,480 
in  external  costs,  i®®  The  aggregate 
additional  hours  associated  with  the  re¬ 
proposed  amendments  to  Form  N-MFP 
increase  the  burden  estimate  to  45,773 
hours  annually  for  all  funds.’ ®^  Because 


programmer)  =  S303)  +  (1  hour  x  S380  (rate  for  an 
attorney)  =  S380)  =  S943. 

■’“^xhis  estimate  is  based  on  a  review  of  reports 
on  Form  N-MFP  filed  with  the  Commission  for  the 
month  ended  February  28,  2014. 

’“3  This  estimate  is  based  on  the  following 
calculation;  3  hours  x  559  money  market  funds  = 
1,677  hours. 

This  estimate  is  based  on  the  following 
calculation:  S943  x  559  money  market  funds  = 
8527,137. 

’“5 This  estimate  is  based  on  the  following 
calculation:  1,677  hours  +  3  years  =  559  hours. 

iB6This  estimate  is  based  on  the  following 
calculation:  8527,137  +  3  years  =  8175,712. 

’“’’We  understand  that  a  certain  percentage  of 
money  market  funds  that  report  information  on 
Form  N-MFP  license  a  software  solution  from  a 
third  party  that  is  used  to  assist  the  funds  to  prepare 
and  file  the  required  information,  and  that  a  certain 
percentage  of  money  market  funds  retain  the 
ser\'ices  of  a  third  party  to  provide  data  aggregation 
and  validation  services  as  part  of  the  preparation 
and  filing  of  reports  on  Form  N-MFP.  See  2014 
Money  Market  Fund  Adopting  Release,  supra  note 
8,  at  text  accompanying  nn.  2334-2336. 

We  recognize  that,  in  general,  software  service 
providers  that  modify  their  software  may  incur 
additional  external  costs,  which  they  may  pass  on 
to  money  market  funds  in  the  form  of  higher  annual 
licensing  fees.  See  id.  at  text  accompanying  n.  2340. 
However,  on  account  of  the  relatively  low  per-fund 
one-time  hour  burden  that  we  estimate  in 
connection  with  the  amended  disclosure 
requirements  of  Form  N-MFP,  we  expect  that  any 
increase  in  licensing  fees  will  be  insignificant,  and 
thus  we  estimate  that  there  are  no  external  costs 
associated  with  the  amended  Form  N-MFP 
disclosure  requirements. 

’“^The  Commission  has  submitted  an  application 
to  the  OMB  for  revision  of  the  current  approved 
collection  of  information  for  Form  N-MFP  in 
connection  with  the  2014  Money  Market  Fund 
Adopting  Release.  When  and  if  approved,  the 
collection  of  information  for  Form  N-MFP  will 
increase  to  83,412  hours. 

’“‘■'This  estimate  is  based  on  the  following 
calculation:  45,214  hours  (current  approved 
burden)  +  559  hours  =  45,773  hours.  If  the  revised 
collection  of  information  for  Form  N-MFP  in 
connection  with  the  2014  Money  Market  Fund 


we  estimate  no  external  costs  associated 
with  complying  with  the  amended  Form 
N-MFP  disclosure  requirements,  the 
annual  external  costs  associated  with 
the  Form  N-MFP  collection  of 
information  would  remain  $4,424,480. 

We  request  comment  on  these 
estimates.  If  commenters  believe  these 
estimates  are  not  accurate,  we  request 
they  provide  specific  data  that  would 
allow  us  to  make  more  accurate 
estimates. 

V.  Economic  Analysis 

As  discussed  above,  we  are  re¬ 
proposing  amendments  to  rule  2a-7  and 
Form  N-MFP  under  the  Investment 
Company  Act  to  implement  section 
939A  of  the  Dodd-Frank  Act,  which 
requires  the  Commission,  to  “review 
any  regulation  issued  by  [the 
Commission]  that  requires  the  use  of  an 
assessment  of  the  credit-worthiness  of  a 
security  or  money  market  instrument 
and  any  references  to  or  requirements  in 
such  regulations  regarding  credit 
ratings.”  That  section  further 
provides  that  the  Commission  shall 
“modify  any  such  regulations  identified 
by  the  review  ...  to  remove  any 
reference  to  or  requirement  of  reliance 
on  credit  ratings  and  to  substitute  in 
such  regulations  such  standard  of 
credit-worthiness  as  [the  Commission] 
shall  determine  as  appropriate  for  such 
regulations.” 

We  also  are  proposing  to  amend  rule 
2a-7  to  eliminate  the  exclusion  to  the 
issuer  diversification  requirement  for 
securities  subject  to  a  guarantee  issued 
by  a  non-controlled  person.  As  a  result, 
most  non-government  securities  subject 
to  a  guarantee  (including  an  asset- 
backed  security  with  a  presumed 
sponsor  guarantee)  would  have  to 
comply  with  both  the  5  percent 
diversification  requirement  for  issuers 
(including  SPE  issuers)  and  the  10 
percent  diversification  requirement  for 
guarantors  and  providers  of  demand 
features. 


Adopting  Release  is  approved,  as  well  as  the 
collection  of  information  associated  with  the  re¬ 
proposed  amendments  to  Form  N-MFP  as 
discussed  in  this  release,  the  collection  of 
information  for  Form  N-MFP  would  increase  to 
83,971  hours  (83,412  hours  -f  559  hours).  See  supra 
note  188. 

Public  Law  111-203  §939A(a)(l)-(2).  Section 
939A  of  the  Dodd-Frank  Act  applies  to  all  Federal 
agencies. 

Public  Law  111-203  §939A(b).  Section  939A 
of  the  Dodd  Frank  Act  provides  that  agencies  shall 
seek  to  establish  to  the  extent  feasible,  uniform 
standards  of  creditworthiness,  taking  into  account 
the  entities  the  agencies  regulate  and  the  purposes 
for  which  those  entities  would  rely  on  such 
standards. 

As  discussed  above,  the  asset-backed  security 
presumed  guarantee  is  counted  toward  the  10% 
limitation  on  guarantees  and  demand  features 


The  economic  baseline  for  our 
economic  analysis  is  the  regulatory 
framework  as  it  exists  immediately 
before  the  re-proposal,  that  is,  the 
regulatory  framework  after  the 
amendments  to  rule  2a-7  were  adopted 
today  in  the  2014  Money  Market  Fund 
Adopting  Release.  As  discussed  in  more 
detail  below,  that  adopting  release 
makes  material  changes  to  money 
market  fund  regulation  that  we  believe 
may  result  in  material  changes  to  the 
money  market  fund  industry.  Because 
there  is  an  extended  compliance  period 
for  those  amendments,  we  do  not  know 
how  market  participants,  including 
money  market  fund  managers  selecting 
portfolio  securities,  may  react  as  a 
result.  Thus,  we  are  not  able  to  provide 
quantitative  estimates  for  the 
incremental  effects  of  our  re-proposal. 
For  example,  under  the  baseline, 
institutional  prime  money  market  funds 
have  floating  NAVs  and  maintain  the 
distinction  between  first  and  second  tier 
securities.  We  are  unable  to  estimate 
how  institutional  prime  funds  will 
choose  to  allocate  their  portfolios  among 
first  and  second  tier  securities  under  our 
re-proposal  when  they  have  floating 
NAVs.  We  can  describe  potential 
economic  effects  of  complying  with  the 
re-proposed  and  proposed  amendments 
to  the  rule,  but  without  knowing  how 
fund  portfolio  allocations  may  change, 
we  cannot  quantify  these  potential 
effects.  For  the  remainder  of  our 
economic  analysis,  we  discuss 
separately  the  re-proposed  rule  2a-7 
amendments  to  remove  and  replace 
ratings  references,  the  re-proposed  Form 
N-MFP  amendments,  and  the  proposed 
amendments  to  rule  2a-7’s  issuer 
diversification  provision. 

A.  Rule  2a-7 

The  re-proposed  amendments  to  rule 
2a-7  would  affect  five  elements  of  the 
rule.  These  are:  (i)  Determination  of 
whether  a  security  is  an  eligible 
security:  (ii)  determination  of  whether  a 
security  is  a  first  tier  security;  (iii)  credit 
quality  standards  for  securities  with  a 
conditional  demand  feature;  (iv) 
requirements  for  monitoring  securities 
for  ratings  downgrades  and  other  credit 
events;  and  (v)  stress  testing.’®®  The  re¬ 
proposed  amendments,  which  are 
similar  to  those  we  proposed  in  2011, 


provided  by  the  same  institution.  Up  to  15%  of  the 
value  of  securities  held  in  a  tax-exempt  money 
market  fund's  portfolio  may  be  subject  to  guarantees 
or  demand  features  for  a  single  institution,  and  up 
to  25%  of  the  value  of  securities  held  in  a  single 
state  money  market  fund  portfolio  may  be  issued  by 
any  single  issuer.  See  supra  notes  125-126. 

’““The  re-proposed  rule  also  would  make 
conforming  amendments  to  rule  2a-7’s 
recordkeeping  and  reporting  requirements.  See  re¬ 
proposed  rule  2a-7(h)(3). 
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are  designed  to  remove  any  requirement 
of  reliance  on  credit  ratings  and  to 
substitute  standards  of  creditworthiness 
that  we  believe  are  appropriate. 

1.  Economic  Baseline 

As  discussed  above,  the  credit  risk 
limitations  in  rule  2a-7  currently 
require  that  money  market  funds 
undertake  a  two-step  analysis  before 
acquiring  a  portfolio  security.’ First, 
funds  must  determine  whether  a 
security  has  received  credit  ratings  from 
the  “requisite  NRSROs”  in  one  of  the 
two  highest  short-term  rating  categories 
or,  if  the  security  is  unrated,  determine 
that  it  is  of  comparable  quality.  A 
money  market  fund  must  invest  at  least 
97  percent  of  its  portfolio  in  first  tier 
securities,  which  are  eligible  securities 
that  have  received  a  rating  from  the 
requisite  NRSROs  in  the  highest  short¬ 
term  rating  category  for  debt  obligations 
(or  unrated  securities  of  comparable 
quality).  Second,  the  fund’s  board  of 
directors  (or  its  delegate)  must 
determine  that  the  security  presents 
minimal  credit  risks,  “based  on  factors 
pertaining  to  credit  quality  in  addition 
to  any  rating  assigned  to  such  securities 
by  a  designated  NRSRO.”  In  addition, 
under  rule  2a-7,  a  security  subject  to  a 
conditional  demand  feature  may  be 
determined  to  be  an  eligible  security  or 
a  first  tier  security  if,  among  other 
conditions:  (i)  The  conditional  demand 
feature  is  an  eligible  security  or  a  first 
tier  security,  and  (ii)  the  underlying 
security  (or  its  guarantee)  has  received 
either  a  short-term  rating  or  a  long-term 
rating,  as  the  case  may  be,  within  the 
highest  two  categories  from  the  requisite 
NRSROs  or  is  a  comparable  unrated 
security. 

Based  on  Form  N-MFP  filings  from 
February  28,  2014,  the  Commission 
estimates  that  99.75  percent  of  aggregate 
money  market  fund  assets  are  in  first 
tier  securities,  0.24  percent  of  aggregate 
money  market  fund  assets  are  in  second 
tier  securities,  and  0.01  percent  of 
aggregate  money  market  fimd  assets  are 
in  unrated  securities.  Among  the  559 
funds  that  filed  Form  N-MFP  that 
month,  we  estimate  that  488  funds  held 
only  tier  one  rated  securities,  503  funds 
held  no  tier  two  rated  securities,  and 
537  funds  held  no  unrated  securities.  In 
addition,  less  than  5  percent  of  all 
money  market  funds,  and  only  6  prime 
funds  out  of  229  prime  funds  held  the 
maximum  amount  of  second  tier 
securities  permitted  under  rule  2a-7. 


See  supra  notes  20-25  and  accompanying  text. 
The  credit  risk  limitations  of  rule  2a-7,  as  well  as 
the  other  specific  provisions  of  rule  2a-7  that 
reference  credit  ratings,  were  not  changed  by  the 
adoption  of  the  amendments  discussed  in  the  2014 
Money  Market  Fund  Adopting  Release. 


Using  additional  data  from  the  Federal 
Reserve  Board,  we  estimate  that  money 
market  fund  holdings  of  second  tier 
commercial  paper  represent  5.1  percent 
of  the  outstanding  issues  of  second  tier 
commercial  paper. 

Securities  subject  to  a  conditional 
demand  feature  are  typically  variable 
rate  demand  notes  issued  by 
municipalities  that  have  a  conditional 
demand  feature  issued  by  a  bank.  Based 
on  Form  N-MFP  filings  as  of  February 
28,  2014,  the  Commission  estimates  that 
1 1  percent  of  money  market  fund  assets 
are  invested  in  securities  with  a  demand 
feature.  We  estimate  further  that 
securities  with  conditional  demand 
features  represent  25  percent  of 
securities  with  demand  features  and  3 
percent  of  all  securities  held  by  money 
market  funds.  We  further  estimate  that 
81  percent  of  those  underlying 
securities  (or  their  issuers  or  guarantors) 
have  received  an  NRSRO  rating  in  the 
second-highest  long-term  rating 
category,  while  19  percent  have 
received  an  NRSRO  rating  in  the  highest 
long-term  category.’®® 

Rule  2a-7  currently  requires  a  money 
market  fund  board  (or  its  delegate) 
promptly  to  reassess  whether  a  security 
that  has  been  downgraded  by  an  NRSRO 
continues  to  present  minimal  credit 
risks.’®’’  We  understand  that 
downgrades  are  rare  among  money 
market  fund  portfolio  securities.’®®  As 
discussed  above,  we  believe,  based  on 
staff  experience,  that  most,  if  not  all, 
money  market  funds  currently  monitor 
portfolio  securities  for  minimal  credit 
risk  on  an  ongoing  basis.’®®  We  assume 
for  purposes  of  this  analysis,  however, 
that  these  funds  do  not  have  written 
policies  and  procedures  that  specifically 


’‘•^This  data  is  based  on  the  Federal  Reser\'e 
Board’s  statistics  on  outstanding  volume  of 
commercial  paper.  See  Commercial  Paper 
Outstanding  by  special  categories,  available  at 
http://m\'w.federaIreserve.gov/reIeases/cp/ 
outstanding.htm. 

An  underlying  long-term  security  would 
become  a  short-term  security  when  its  remaining 
time  to  maturity  is  less  than  397  days.  See  supra 
note  78.  These  estimates  are  based  on  a  random 
sample  of  10%  of  the  securities  that  have  demand 
features  that  were  reported  in  February  2014  Form 
N-MFP  filings. 

See  supra  notes  91-92  and  accompanying  text. 

See,  e.g.,  Response  to  Questions  Posed  by 
Commissioners  Aguilar,  Paredes,  and  Gallagher,  a 
report  by  staff  of  the  Division  of  Risk,  Strategy',  and 
Financial  Innovation  (Nov.  30,  2012),  available  at 
http-.llw\\’\v.sec.gov/r\ews/studies/20'l2/money- 
inarket-funds-memo-2012.pdf,  at  14-16  (discussing 
events  such  as  credit  rating  downgrades  that  have 
led  money  market  fund  sponsors  to  choose  to 
provide  support  to  the  fund  or  to  seek  staff  no¬ 
action  assurances  permitting  such  support). 

See  supra  notes  102-106  and  accompanying 

text. 


address  ongoing  minimal  credit  risk 
monitoring. 

Finally,  rule  2a-7  currently  requires 
money  market  funds  to  stress  test  their 
portfolios. 2®®  Under  the  rule,  a  money 
market  fund’s  board  of  directors  must 
adopt  lATitten  procedures  to  test  the 
ability  of  a  fund  to  maintain  at  least  10 
percent  of  its  total  assets  in  weekly 
liquid  assets  and  minimize  principal 
volatility  (and,  in  the  case  of  a  money 
market  fund  using  the  amortized  cost 
method  of  valuation  or  penny  rounding 
method  of  pricing,  the  fund’s  ability  to 
maintain  a  stable  share  price  per  share) 
based  on  certain  hypothetical  events, 
including  a  downgrade  or  default  of 
particular  portfolio  security  positions, 
each  representing  various  portions  of 
the  fund’s  portfolio.  We  believe  that 
funds  stress  test  at  least  monthly. 2®’ 

2.  Economic  Analysis 

The  re-proposed  amendments  to  rule 
2a-7  would  assist  in  further 
implementing  section  939A  of  the 
Dodd-Frank  Act.  These  amendments  are 
designed  to  establish  credit  quality 
standards  similar  to  those  currently  in 
the  rule.  By  replacing  references  to 
credit  ratings,  the  re-proposed 
amendments  may,  particularly  when 
considered  together  with  other 
amendments  the  Commission  has 
adopted  that  remove  credit  ratings 
references  in  other  rules  and  forms 
under  the  Federal  securities  laws, 
contribute  to  the  Dodd-Frank  Act  goals 
of  reducing  perceived  government 
endorsement  of  NRSROs  and  over¬ 
reliance  on  credit  ratings  by  market 

participants. 2®2 

Eligible  securities.  Under  the  re¬ 
proposal,  a  money  market  fund  board 
(or  its  delegate)  would  be  required  to 
determine  minimal  credit  risk  by 
applying  a  subjective  credit  quality 
standard.  Because  the  interpretation  of 
this  subjective  standard  may  differ 
among  fund  boards  and  their  advisers, 
the  possible  range  of  securities  available 
for  investment  may  differ  from  that 
under  the  current  rule  if  the  re-proposed 
standard  is  adopted.  Aggressive  risk 
assessments  may  result  in  a  broader  set 
of  securities  holdings  through 
investments  in  more  second  tier 
securities  with  a  wider  range  of  credit 
quality,  while  conservative  risk 


2t>«Rule  2a-7(g)(8). 

See  2014  Money  Market  Fund  Adopting 
Release,  supra  note  8,  at  section  1V.A.5. 

See  Report  of  the  House  of  Representatives 
Financial  Services  Committee  to  Accompany  H.R. 
4173,  H.  Rep.  No.  111-517  at  871  (2010).  But  see 
infra  notes  209-210  and  accompanying  text 
(discussing  a  conunenter’s  view  that  the 
Commission’s  re-proposal  to  eliminate  credit 
ratings  could  actually  increase  money  market  fund 
investor  reliance  on  credit  ratings). 
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assessments  may  result  in  a  more 
restricted  set  of  securities  holdings  with 
a  narrower  range  of  credit  quality.  We 
believe  that  fund  managers  are  generally 
unlikely  to  increase  exposure  of  their 
funds  to  riskier  second  tier  securities  in 
light  of  both  current  market  practices 
and  amendments  to  rule  2a-7  adopted 
in  the  2014  Money  Market  Fund 
Adopting  Release. 203  First,  we 
anticipate  that  many  money  market 
funds  are  likely  to  retain  their  current 
investment  policies,  which  incorporate 
NRSRO  ratings  and  would  be  permitted 
under  the  re-proposed  rule 
amendments.  Indeed,  we  understand 
that  many  funds  today  have  investment 
policies  that  are  more  restrictive  than 
rule  2a-7  requires,  including  policies 
that,  for  example,  limit  investments  to 
first  tier  securities. 204  As  a  result,  we  do 
not  expect  that  these  money  market 
funds  would  change  current  policies 
and  procedures  they  have  adopted  that 
limit  their  investments  to  those  assigned 
the  highest  NRSRO  ratings.  We  also  note 
that  according  to  Form  N-MFP  filings 
from  February  28,  2014,  fund  assets  in 
second  tier  securities  represented  0.24 
percent  of  total  money  market  fund 
assets  and  that  24  funds  (out  of  a  total 
of  559)  currently  hold  the  maximum 
amount  of  second  tier  securities 
permissible  under  rule  2a-7.  We  do  not 
anticipate  that  money  market  funds 
representing  the  significant  majority  of 
assets  under  management  are  likely  to 
increase  substantially  their  investments 
in  riskier  securities  as  a  result  of  our 


^"3  As  noted  above,  we  do  not  believe  fund 
managers  are  likely  to  invest  in  third  tier  securities 
(or  comparable  unrated  securities)  because  those 
securities  would  not  satisfy  the  re-proposed 
standard  for  eligible  securities  that  the  security’s 
issuer  have  an  exceptionally  strong  capacity  to  meet 
its  short-term  financial  obligations.  See  supra  note 
45  and  accompanying  and  following  text. 

As  of  February  28,  2014, 1 79  money  market 
funds,  representing  approximately  59%  of  all 
money  market  funds  assets  (88%  of  all  institutional 
money  market  fund  assets)  were  invested  in  money 
market  funds  that  were  themselves  rated  by  credit 
rating  agencies,  and  approximately  98%  of  rated 
money  market  funds  were  rated  first  tier.  For  a 
money  market  fund  to  receive  a  first  tier  rating, 
credit  rating  agencies  generally  require  the  fund  to 
limit  its  portfolio  securities  to  first  tier  securities. 
See,  e.g.,  FitchRatings,  Global  Money  Market  Fund 
Rating  Criteria  (Mar.  26,  2013),  available  at  http:// 
wmv.fitchratings.com/creditdesk/reports/report_ 
frame.cfm?rptjd=704145  (registration  required) 
(stating  that  its  "AAAmmf  ’  top  rating  requires  that 
a  money  market  fund  have  100%  of  its  portfolio 
securities  rated  first  tier  (“Fl-^”  or  "Fl”));  Standard 
&  I’oor’s,  Methodology:  Principal  Stability  Fund 
Ratings  (June  8,  2011),  available  at  https:// 
wnw.sbafla.eom/prime/portaIs/8/RiskMan_ 
Oversight/FundProfile/201106_ 
SPPrincipalStabilityFundRatingsMethodology.pdf 
(stating  that  ’’lijn  In  order  for  a  fund  to  be  eligible 
for  an  investment-grade  rating,  all  investments 
should  carry  a  Standard  &  Poor’s  short-term  rating 
of ‘A-l-t-’  or  ‘A-1’  (or  SP-1+  or  SP-1),  or  Standard 
&  Poor’s  will  consider  all  of  the  investments  to  be 
of  equivalent  credit  quality”). 


proposal  because  these  funds  do  not 
currently  invest  in  second  tier  securities 
to  the  extent  permitted  now. 

Second,  as  discussed  above,  the  new 
amendments  to  rule  2a-7  may  reduce 
the  potential  that  funds  would  invest  in 
riskier  securities.  Under  the  reforms, 
money  market  funds  other  than 
government  money  market  funds  are 
subject  to  fees  and  gates,  while 
institutional  prime  money  market  funds 
will  be  required  to  transact  at  a  floating 
NAV.205  We  believe  that  these 
amendments  may  encourage  non¬ 
government  funds  to  more  closely 
monitor  fund  liquidity  and  hold  more 
liquid  securities  to  increase  the  level  of 
daily  and  weekly  liquid  assets  in  the 
fund  because  doing  so  will  tend  to 
lessen  the  likelihood  of  a  fee  or  gate 
being  imposed.  The  newly-adopted 
money  market  fund  reforms  also  require 
each  fund  daily  to  disclose  its  market 
value  rounded  to  four  decimal  points  (or 
an  equivalent  level  of  accuracy  for  a 
fund  using  a  share  price  other  than 
$1.0000  206)  and  to  depict  historical 
information  about  its  daily  NAV  for  the 
previous  six  months.  These  disclosures 
may  increase  informational  efficiency 
by  allowing  investors  to  see  variations 
in  share  value  that  are  not  apparent  in 
the  share  price  and  compare  the 
principal  volatility  among  funds  over 
time.  As  a  result,  to  the  extent  that 
institutional  investors  continue  to  value 
price  stability  and  can  see  these 
variations  in  share  value,  we  believe 
that  institutional  prime  funds  will 
endeavor  to  reduce  NAV  fluctuations. 

Third,  funds  are  permitted  to  refer  to 
credit  ratings  while  making  their 
minimal  credit  risk  determinations.  A 
first  tier  credit  rating  might  help  support 
the  fund’s  determination  that  the 
security  is  an  eligible  security,  while  a 
second  tier  credit  rating  might  not 
support  the  same  determination.  Thus, 
fund  managers  may  have  to  perform 
additional  credit  research  and  analysis 
on  the  issuers  of  second  tier  securities 
in  order  to  determine  whether  the 
investment  would  be  permitted  under 
the  re-proposed  amendments.  We 
believe  that  many  fund  managers  may 
not  wish  to  invest  in  the  additional 
resources  necessary  to  make  this 
assessment  with  respect  to  second  tier 
securities  unless  the  fund  believes  that 
the  expected  risk-adjusted  return  of 
doing  so  would  be  greater  than  the 
expected  costs. 


Rule  2a-7(a)(16)  defines  a  government  money 
market  fund  as  a  money  market  fund  that  invests 
99.5%  or  more  of  its  total  assets  in  cash, 
government  securities,  and/or  repurchase 
agreements  that  are  collateralized  fully.  See  supra 
note  15. 

See  supra  note  49. 


The  re-proposal  would  eliminate  the 
current  limitations  on  fund  investments 
in  second  tier  securities. 202  As  a  result, 
funds  may  increase  their  holdings  of 
second  tier  securities  despite  the 
considerations  discussed  above.  We 
believe  that,  to  the  extent  money  market 
funds  increase  investments  in  riskier 
securities,  institutional  prime  funds  are 
more  likely  than  stable-NAV  funds  to  do 
so  because  only  stable-NAV  funds  will 
break  the  buck  if  the  economic  value  of 
the  underlying  portfolio  changes  too 
much.  While  some  shareholders  may 
continue  to  demand  price  stability 
rather  than  high  yield  from  institutional 
prime  funds,  if  enough  shareholders 
prefer  yield  over  price  stability, 
institutional  prime  funds  will  be 
incentivized  to  increase  their 
investments  in  second  tier  securities. 
Allocative  efficiency  may  improve  if 
such  preferences  result  in  relatively 
riskier  securities  moving  from  the 
portfolios  of  stable-NAV  funds  to  the 
portfolios  of  institutional  prime  funds 
because  the  reallocation  may  enable 
money  market  fund  shareholders  to 
choose  funds  that  better  match  their 
preferences  for  risk  and  return.  We  do 
not,  however,  know  whether 
institutional  prime  funds  with  floating 
NAVs,  which  will  have  to  compete  with 
other  money  market  funds,  including 
stable-NAV  government  funds,  will 
focus  on  maintaining  comparatively 
stable  NAVs  or  on  generating 
comparatively  high  yields. 

Under  the  assumption  that  money 
market  funds  would  increase  their 
relative  holdings  of  second  tier 
securities  if  the  re-proposed 
amendments  were  adopted,  the  effects 
on  competition  and  capital  formation 
will  depend,  in  part,  on  whether  the 
increased  second  tier  investments  come 
from  new  assets  outside  the  funds, 
which  when  invested  by  money  market 
funds  are  disproportionately  invested  in 
second  tier  securities  or  whether  the 
increased  second  tier  investments  will 
come  from  a  shift  of  assets  from  first  tier 
securities  to  second  tier  securities.  If  the 
former,  the  effects  of  competition 
between  issuers  of  first  and  second  tier 
securities  might  be  small,  and  capital 
formation  might  improve  in  the  second 
tier  market  as  the  size  of  the  new 
investment  increases.  If  the  latter,  an 
increase  in  capital  formation  from 
issuers  of  second  tier  securities  may 
result  in  a  corresponding  decrease  in 
capital  formation  from  issuers  of  first 
tier  securities,  which,  in  turn,  may  lead 
to  increased  competition  between 
issuers  of  first  and  second  tier 


See  supra  notes  25  and  43  and  accompanying 

text. 
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securities.  We  are  unable  to  estimate 
these  effects  because  we  do  not  know 
how  shareholders  and  funds  will 
respond  to  the  elimination  of  the 
current  limitation  on  fund  investments 
in  second  tier  securities. 

The  re-proposed  amendments  to  Form 
N-MFP,  which  are  discussed  in  more 
detail  below,  may  reduce  the  potential 
that  fund  boards  (or  managers)  that  use 
credit  ratings  will  increase  significantly 
fund  investments  in  second  tier 
securities  beyond  the  level  desired  by 
fund  shareholders.  We  would  require 
each  money  market  fund  to  disclose  on 
Form  N-MFP  those  NRSRO  ratings  the 
fund’s  board  (or  its  delegate)  has 
considered,  if  any,  in  determining 
whether  a  security  presents  minimal 
credit  risks.  The  disclosure  to  investors 
of  these  risk  indicators  may  have  the 
effect  of  penalizing  funds  diat  assume  a 
level  of  risk  that  is  different  from  that 
which  is  desired  by  their  shareholders. 

As  discussed  above,  the  vast  majority 
of  money  market  funds  held  no  second 
tier  securities  on  Februar}'  28,  2014,  and 
few  funds  held  the  maximum 
permissible  3  percent.  We  therefore 
believe  that  a  reduction  or  even 
elimination  of  second  tier  securities 
from  the  money  market  fund  industry’s 
aggregate  portfolio  will  not  likely  have 
a  material  effect  on  issuers  of  either  first 
or  second  tier  securities.  However, 
removing  second  tier  securities  from  the 
portfolios  of  individual  money  market 
funds  may  negatively  affect  yields  in 
certain  funds,  especially  during  periods 
when  second  tier  securities  offer 
substantially  higher  yields  than  the 
yields  offered  by  first  tier  securities. 

One  commenter  suggested  that 
eliminating  references  to  credit  ratings 
in  the  definition  of  eligible  security 
would  lead  to  more  unrated  securities 
issuances  in  the  market. xhe 
commenter  argued  that  some  issuers  of 
money  market  instruments  might  forego 
the  expense  of  ratings  because  they 
would  face  greater  uncertainty  as  to 
market  acceptance  under  the  subjective 
determinations  of  money  market  fund 
advisers.  In  addition,  some  issuers  of 
instruments  that  might  not  receive  a 
rating  in  the  highest  category  might 
choose  not  to  obtain  a  rating.  This 
commenter  opined  that  such  a  result 
would  make  it  more  difficult  to  retain  a 
degree  of  risk  limitation  similar  to  that 
in  the  current  rule. 

We  believe  that  most  money  market 
funds  would  not  likely  change  their 
current  investment  policies  if  the  re¬ 
proposed  amendments  were  adopted. 
Nevertheless,  we  recognize  that  some 
fund  boards  might  choose  not  to 


See  Schwab  Comment  Letter,  supra  note  30. 


consider  NRSRO  ratings  in  their  credit 
assessments  or  as  noted  above,  fewer 
securities  may  be  rated.  If,  as  a  result, 
the  demand  for  NRSRO  ratings  were 
reduced  significantly,  NRSROs  might 
invest  less  in  producing  quality  ratings. 
The  importance  attached  to  NRSRO 
ratings  currently  as  a  result  of  the 
history  of  their  use  in  regulatory 
requirements  may  impart  franchise 
value  to  the  NRSRO  rating  business.  By 
eliminating  references  to  NRSRO  ratings 
in  Federal  regulations,  section  939A  of 
the  Dodd-Frank  Act  could  reduce  these 
franchise  values  and  reduce  NRSROs’ 
incentives  to  produce  credible  and 
reliable  ratings.  In  addition,  eliminating 
the  required  use  of  credit  ratings  in 
Commission  rules  and  forms  may 
reduce  the  incentive  for  credit  rating 
agencies  to  register  as  NRSROs  with  the 
Commission,  which  registration  subjects 
them  to  Commission  oversight  and  the 
statutory  and  regulatory  requirements 
applicable  to  NRSROs.  If  the  quality  and 
accuracy  of  NRSRO  ratings  were 
adversely  affected  yet  the  ratings 
continued  to  be  used  by  enough  other 
parties,  the  capital  allocation  process 
and  economic  efficiency  might  be 
impaired. 

Another  commenter  stated  that  our  re¬ 
proposal  to  eliminate  references  to 
credit  ratings  could  increase  investor 
reliance  on  credit  ratings. This 
commenter  stated  that  to  the  extent  that 
investors  cannot  be  reassured  that 
money  market  funds  are  investing  in 
rated  securities,  they  can  reasonably  be 
expected  to  seek  the  “reassurance” 
ratings  provide  in  other  ways. 
Specifically,  investors  could  seek  rated 
funds  in  even  greater  numbers  “as  the 
ratings,  and  the  investment  guidelines 
that  underlie  them,  will  provide  an 
objective  standard  that  investors  can  use 
to  distinguish  amongst  funds,”  which 
would  encourage  more  funds  to  become 
rated. If,  as  a  result  of  the  re-proposed 
amendments,  currently  unrated  money 
market  funds  obtain  ratings  to  compete 
in  the  market,  it  could  increase  their 
costs.  Such  a  result  also  might  increase 
rather  than  reduce  investor  reliance  on 
credit  ratings.  To  the  extent  that  funds 
continue  to  use  ratings,  which  we 
believe  most  will,  investors  would  be 
able  to  determine  the  ratings  of  fund 
portfolio  securities  from  the  disclosures 
required  under  the  re-proposed 
amendments  to  Form  N-MFP. 

In  our  discussion  above,  we  have 
suggested  guidance  that  a  fund  board  (or 


See  Comment  Letter  of  Wells  Fargo  Funds 
Management,  LLC  (Apr.  25,  2011). 

The  comment  letter  stated  that  over  80% 
of  institutional  assets  were  in  rated  money  market 
funds. 


its  delegate)  should  consider  in  making 
credit  quality  assessments.  As  we  noted, 
based  on  staff  obserx^ations  in 
examinations  and  prior  staff  guidance, 
we  assume  that  most  money  market 
fund  managers  currently  take  these 
factors  into  account,  as  appropriate, 
when  they  determine  that  a  portfolio 
security  presents  minimal  credit  risks. 
Moreover,  as  noted  above,  the  guidance 
is  not  intended  to  define  the  parameters 
of  an  appropriate  credit  quality 
assessment;  that  is  for  the  fund’s  board 
and  its  adviser  to  determine  with 
respect  to  each  particular  portfolio 
security.  Thus,  we  do  not  anticipate  that 
the  re-proposal’s  discussion  of  factors 
that  a  fund  manager  should  consider 
would  significantly  change  the  process 
for  evaluating  credit  quality  or  that 
consideration  of  the  factors  listed  above 
xvould  significantly  impact  the  holdings 
in  money  market  fund  portfolios.  For 
these  reasons,  we  believe  that  the 
guidance  will  not  have  a  material  effect 
on  efficiency,  competition,  or  capital 
formation.  Funds  may,  however, 
consider  whether  their  policies  and 
procedures  for  credit  quality  assessment 
should  be  revised  in  light  of  the 
guidance,  and,  as  a  result,  may  update 
them. 

Conditional  Demand  Feature.  The  re¬ 
proposed  amendments  would  replace 
the  current  objective  standard  for 
determining  the  credit  quality  of  an 
underlying  security  with  a  subjective 
standard,  which  is  based  on  the 
qualitative  standard  NRSROs  use  to 
describe  a  security  with  the  second- 
highest  long  term  rating.  We  recognize 
that  fund  managers  could  interpret  this 
subjective  standard  in  different  ways, 
which  could  widen  the  range  of  credit 
quality  in  underlying  securities  in 
which  money  market  funds  invest. 
However,  we  do  not  believe  that  fund 
managers  will  likely  interpret  this 
subjective  standard  in  a  manner  that 
results  in  funds  increasing  the  risk 
profiles  of  their  underlying  securities. 

For  the  reasons  discussed  above,  we  do 
not  believe  that  securities  that  are  rated 
by  NRSROs  in  the  third-highest  category 
for  long-term  ratings  (or  comparable 
unrated  securities)  would  satisfy  the 
proposed  standard  that  the  issuer  of 
underlying  securities  have  a  very  strong 
capacity  to  meet  its  financial 
commitments. 211  We  also  note  that 


See  text  accompanying  supra  note  84. 
Securities  with  these  ratings  generally  have 
expectations  of  low  credit  risk  or  have  obligors  have 
only  a  strong  capacity  to  meet  their  financial 
commitments.  See  Moody’s  Ratings  Definitions, 
supra  note  38,  at  5  (long-term  obligations  “rated  A 
are  judged  to  be  upper-medium  grade  and  are 
subject  to  low  credit  risk.”);  Fitch  Ratings  Scales, 
supra  note  38,  at  9  (long-term  "A  ratings  denote 
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funds  currently  can  invest  exclusively 
in  underlying  securities  rated  in  the 
second-highest  category  if  the 
instrument  meets  the  other  conditions 
for  eligibility. 212  We  estimate  that  most 
underlying  securities  held  by  money 
market  funds  {81  percent)  are  rated  in 
the  second-highest  long-term  category, 
and  a  smaller  portion  (19  percent)  are 
rated  in  the  highest  long-term 
category.213  For  these  reasons,  we  have 
no  reason  to  anticipate  that  funds  are 
likely  to  increase  the  portion  of  their 
underlying  securities  that  are  rated  in 
the  second-highest  long-term  category  as 
a  result  of  the  re-proposed  amendments. 
Because  we  believe  that  our  re-proposal 
will  result  in  only  small  changes  to  the 
behavior  of  funds  with  respect  to 
investments  in  securities  with 
conditional  demand  features,  we  believe 
that  this  re-proposed  amendment  will 
result  in  little  to  no  effect  on  efficiency, 
competition,  or  capital  formation  for 
either  funds  or  issuers. 

As  discussed  above,  we  believe  that  if 
the  re-proposed  amendments  to  rule  2a- 
7  were  adopted,  money  market  fund 
complexes  would  incur  certain  costs  in 
reviewing  and  updating  their  policies 
and  procedures.  Specifically,  each 
complex  would  review  the  amendments 
to  the  credit  quality  standards  in  rule 
2a-7  and,  as  it  determines  appropriate 
in  light  of  the  amendments,  revise  its 
policies  and  procedures  to  incorporate 
the  amended  credit  quality  standards  to 
be  used  in  determining  the  eligibility  of 
a  money  market  fund’s  portfolio 
securities,  including  securities  that  are 
subject  to  a  conditional  demand  feature. 

Monitoring  Minimal  Credit  Risk.  As 
discussed  above,  we  believe  the  re¬ 
proposed  requirement  that  each  money 
market  fund  adopt  written  policies  and 
procedures  for  ongoing  monitoring  of 
minimal  credit  risks  for  each  portfolio 
security  essentially  codifies  the  current 
practices  of  fund  managers,  which  are 
already  explicit  (and  implicit)  in  several 
provisions  of  the  rule  and  are  discussed 
above. 214  Although  based  on  staff 
experience  we  believe  that  most,  if  not 
all,  money  market  funds  currently 
monitor  portfolio  securities  for  minimal 
credit  risk  on  an  ongoing  basis  (as  rule 


expectations  of  low  credit  risk.  The  capacity  for 
payment  of  financial  commitments  is  considered 
strong.”):  S&P  Ratings  Definitions,  supra  note  38,  at 
4  (a  long-term  obligation  “rated  ‘A’  is  somewhat 
more  susceptible  to  the  adverse  effects  of  changes 
in  circumstances  and  economic  conditions  than 
obligations  in  higher-rated  categories.  However,  the 
obligor’s  capacity  to  meet  its  financial  commitment 
on  the  obligation  is  still  strong.”). 

2’2Rule  2a-7(d)(2)(iv). 

See  supra  note  196  and  accompanying  text. 

See  supra  notes  91-92,  102-106  and 
accompanying  text. 


2a-7  requires  vve  note  that  money 
market  funds  are  not  currently  required 
to  maintain  written  policies  and 
procedures  that  specifically  address 
monitoring.  We  believe  that  to  the 
extent  that  some  money  market  funds 
may  not  have  written  procedures  to 
regularly  monitor  minimal  credit  risks, 
our  re-proposal  to  require  such 
procedures  is  designed  to  ensure  that 
funds  are  better  positioned  to  identify 
quickly  potential  risks  of  credit  events 
that  could  impact  portfolio  security 
prices.  The  costs  associated  with  the  re¬ 
proposed  minimal  credit  risk 
monitoring  requirement,  as  discussed 
above,  will  vary  based  on  the  extent  to 
which  funds’  existing  procedures  need 
to  be  transcribed  and  reviewed. 216  vVe 
believe  that  the  written-procedure 
requirement  in  the  re-proposal  will  not 
materially  affect  efficiency,  competition, 
or  capital  formation  because  we  expect 
no  material  changes  in  how  funds 
invest. 

Stress  Testing.  As  discussed  above, 
the  re-proposed  amendments  are 
designed  to  retain  similar  standards  for 
stress  testing  as  under  current  rule  2a- 
7.  Specifically,  while  the  re-proposed 
amendments  would  replace  the  current 
reference  to  ratings  dowmgrades  in  the 
rule  2a-7  stress  testing  requirement,  the 
amendments  would  instead  require 
funds  to  test  for  an  event  indicating  or 
evidencing  credit  deterioration  of 
particular  portfolio  security  positions, 
each  representing  various  positions  of 
the  fund’s  portfolio,  and  include  a 
downgrade  or  default  as  examples  of 
such  an  event.  Consequently,  we 
recognize  that  a  money  market  fund 
could  use  its  current  policies  and 
procedures  for  stress  testing,  including 
testing  for  a  downgrade,  to  comply  with 
the  proposed  amendments.  And  we 
believe  that  funds  will  do  so  because  a 
downgrade  by  a  relevant  NRSRO  may 
impact  the  price  of  a  portfolio 
security.242  Because  we  believe  that 
funds  will  not  change  their  stress  testing 
policies  and  procedures  in  response  to 
this  re-proposed  amendment,  we  do  not 
believe  there  would  be  any  costs 
associated  with  it.^is  Thus  we  do  not 
anticipate  that  this  re-proposed 
amendment  is  likely  to  impact 
efficiency,  competition,  or  capital 
formation. 

Policies  and  Procedures.  As  discussed 
above,  money  market  funds  have 
written  policies  and  procedures  for 
complying  with  rule  2a-7,  including 


^’5  See  id. 

See  supra  note  163. 

See  ICI  Comment  Letter,  supra  note  30. 

See  supra  text  accompanying  and  follow'ing 
note  172. 


policies  and  procedures  for  determining 
and  reassessing  minimal  credit  risk  and 
for  stress  testing  the  portfolio. 

Although  our  re-proposal  would  not 
require  changes  to  these  policies  and 
procedures  for  most  money  market 
funds,  we  anticipate  that  funds  would 
likely  review  them  and  may  revise  them 
in  consideration  of  the  standard 
provided  in  the  re-proposal,  if  adopted. 
We  also  anticipate  that  after  such  a 
review,  many  fund  boards  and  advisers 
would  retain  investment  policies  tied  to 
NRSRO  ratings  required  under  the 
current  rule. 220  Although  we  cannot 
predict  the  number  of  funds  that  would 
review  and  revise  their  policies  and 
procedures  or  the  extent  to  which  funds 
may  do  so,  we  estimate  that  each  fund 
would  incur,  at  a  minimum,  the 
collection  of  information  costs 
discussed  in  the  Paperwork  Reduction 
Act  section  for  a  total  average  one-time 
cost  of  approximately  $2,838  per  fund 
complex. 221  These  minimum  costs 
assume  that  a  fund  would  review  its 
policies  and  procedures  in 
consideration  of  the  re-proposed 
amendments  and  make  minor  changes 
to  conform  with  revised  rule  text,  but 
would  not  change  significantly  the 
policies  and  procedures  relating  to  the 
fund’s  credit  quality  assessments, 
monitoring  for  minimal  credit  risk  or 
stress  testing,  which  currently  include 
consideration  of  NRSRO  ratings. 

As  noted  above,  we  believe  that  while 
funds  monitor  for  minimal  credit  risks 
on  an  ongoing  basis  currently,  we 
assume  that  funds  do  not  have  written 
policies  and  procedures  to  address 
monitoring. 222  yVe  estimate  the  average 
one-time  costs  to  adopt  those  written 
policies  would  be  $3,619  per  fund. 223 
Because  we  anticipate  that  our  re¬ 
proposal  is  not  likely  to  change  these 
fund  policies  significantly,  we  believe  it 
is  not  likely  to  have  a  significant  impact 
on  efficiency,  competition,  or  capital 
formation. 

3.  Alternatives 

In  addition  to  the  re-proposed 
amendments  to  rule  2a-7,  we 


See  rule  38a-l(a). 

220  See  supra  paragraph  including  note  151 .  We 
also  note  that  most  commenters  on  the  2011 
proposal  supported  permitting  funds  to  continue  to 
use  ratings,  and  some  asked  us  to  clarify  that  ratings 
continue  to  be  a  permissible  factor  for  boards  or 
their  delegates  to  consider  in  making  credit  quality 
determinations.  See,  e.g.,  BlackRock  Comment 
Letter,  supra  note  122;  IDC  Comment  Letter,  supra 
note  30.  Our  re-proposed  amendments  to  Form  N- 
MFP,  discussed  above,  reflect  our  clarification  that 
ratings  continued  to  be  a  permissible  factor  to  use 
in  making  credit  quality  determinations. 

221  See  supra  note  154. 

See  supra  notes  102-106  and  accompanying 

text. 

See  supra  note  164. 
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considered  adopting  the  amendments 
we  proposed  in  2011.  That  proposal 
would  have  required  fund  boards  first  to 
determine  whether  securities  are 
eligible  securities  based  on  minimal 
credit  risks,  and  second  to  distinguish 
between  first  and  second  tier  securities 
based  on  subjective  standards  similar  to 
those  the  ratings  agencies  have 
developed  to  describe  their  ratings.  As 
discussed  above,  we  have  been 
persuaded  by  the  concerns  some 
commenters  expressed  on  the  2011 
proposal.  In  particular,  as  several 
commenters  noted,  a  two-tier  approach 
could  be  confusing  without  reference  to 
objective  standards,  and  fund  advisers 
are  likely  to  make  many  of  the  same 
considerations  in  evaluating  first  and 
second  tier  securities. ^24  In  addition,  on 
balance,  we  believe  that  the  re-proposed 
single  standard  may  better  reflect  the 
risk  limitation  in  the  current  rule.  The 
2011  Proposing  Release  described  the 
standard  for  second  tier  securities  in 
language  similar  to  the  descriptions 
NRSROs  use  for  second  tier  securities, 
which  fund  managers  might  interpret  as 
permitting  funds  to  invest  in  riskier 
second  tier  securities  to  a  greater  extent 
than  under  our  re-proposal,  which  is 
designed  to  limit  investments  in  very 
high  quality  second  tier  securities.  Such 
increased  investments  in  riskier  second 
tier  securities  would  increase  the  risk 
profile  of  money  market  funds. 

We  also  considered  proposing  a  single 
standard  that  would  require  a  minimal 
credit  risk  determination,  but  with  a 
finding  different  from  what  we  are  re¬ 
proposing  today.  For  example,  the  board 
could  be  required  to  find  that  the  issuer 
or  guarantor  has  a  repayment  capacity 
that  reflects  the  standard  that  NRSROs 
articulate  for  second  tier  securities.  We 
did  not  re-propose  this  alternative 
because  of  concerns  that  such  a 
standard  could  lower  the  credit  quality 
of  money  market  fund  portfolios.  Under 
this  single  standard,  there  would  be  no 
distinction  between  first  tier  and  second 
tier  securities  and  no  limitation  on  fund 
holdings  of  second  tier  securities,  unlike 
the  current  rule,  which  limits  a  money 
market  fund  to  investing  no  more  than 
3  percent  of  its  total  assets  in  second  tier 
securities.  Without  that  investment 
limitation,  a  manager  could  invest  a 
significantly  greater  portion  of  the 
fund’s  portfolio  in  second  tier  securities, 
which  could  result  in  an  increase  in  the 
portfolio  risk  of  some  funds  that  is 
inconsistent  with  the  relevant  risk 
limitations  in  the  current  rule.  Both  this 
alternative  single  standard  approach 
and  the  two-tier  approach  discussed 
above  could  have  different  effects  on 


See  supra  note  31  and  accompanying  text. 


competition  and  capital  formation  than 
the  effects  on  competition  and  capital 
formation  stemming  from  the  re¬ 
proposed  approach,  as  a  result  of 
ensuing  increased  or  decreased 
investments  in  second  tier  securities. 
However,  we  are  unable  to  estimate  the 
relative  effects  on  competition  or  capital 
formation  because  we  do  not  know  how 
shareholders  and  funds  would  respond 
to  these  approaches  as  compared  to  the 
re-proposed  elimination  of  the  current 
limitation  on  fund  investments  in 
second  tier  securities. 

With  respect  to  replacing  the 
reference  to  ratings  in  determining  the 
eligibility  of  underlying  securities  [i.e., 
those  that  are  subject  to  a  conditional 
demand  feature),  we  considered  a 
qualitative  standard  that  NRSROs  use  to 
articulate  long-term  securities  in  the 
highest  rating  category.  We  note 
generally  that  few  issuers  or  guarantors 
have  received  long-term  ratings  in  the 
highest  category. 225  Moreover,  issuers 
assigned  a  first  tier  short-term  rating 
may  have  received  a  long-term  rating  in 
the  second-highest  category. 226  Because 
of  the  limited  NRSRO  assignments  of 
the  highest  long-term  ratings  to  issuers, 
managers  might  interpret  this 
alternative  to  preclude  fund  investments 
in  a  security  subject  to  a  conditional 
demand  feature  (that  is  itself  an  eligible 
security)  if  the  underlying  security’s 
issuer  or  guarantor  is  rated  in  the 
second-highest  categor}'.  Such  an 
interpretation  could  significantly 
deviate  from  the  credit  quality  standards 
in  the  current  rule,  which  is  not  our 
intent.  It  also  would  likely  reduce 
money  market  fund  investments  in 
these  securities. 

In  re-proposing  to  eliminate  the 
current  reference  to  ratings  dowmgrades 
in  the  monitoring  standard  of  rule  2a- 
7,  we  considered  the  rule  2a-7 
amendments  that  we  proposed  in 


225  See  Vipal  Monga  &  Mike  Cherney,  CFO 
Journal:  Lose  your  Triple- A  Rating?  Who  Cares?, 
Wall  St.  J.  (Apr.  29,  2014)  (noting  the  decline  in 
companies  with  triple  A  long-term  ratings). 

226  See  Moody’s  Ratings  Definitions,  supra  note 
38,  at  6  (showing  the  linkage  between  short-term 
and  long-term  ratings  when  such  long-term  ratings 
exist);  Standard  &Poor's,  About  Credit  Ratings 
(2012),  http://mvw.standardandpoors.com/about 
creditratings/RatingsManual _PrintGuide.html  (each 
short-term  rating  corresponds  to  a  band  of  long-term 
ratings.  For  instance,  the  A-1  short-term  rating 
generally  corresponds  to  the  long-term  ratings  of 
‘Ah-,’  ‘A,’  and  ‘A  -  ’.”);  FitchRatings,  Ratings 
Definitions  (2014),  https://m\'w.fitchratings.com/ 
jsp/general/RatingsDefinitions.faces?context=5B- 
detail=507&-contextJn=5ErdetailJn-500  (indicating 
the  relationship  between  short-term  and  long-term 
ratings  with  a  table  and  acknowledging  that  “lower 
relative  short-term  default  risk,  perhaps  through 
factors  that  lend  the  issuer’s  profile  temporarj' 
support,  may  coexist  with  higher  medium-or  longer 
term  default  risk”). 


2011.227  These  proposed  amendments 
would  have  required  that,  in  the  event 
the  money  market  fund  adviser  (or  any 
person  to  whom  the  board  has  delegated 
portfolio  management  responsibilities) 
becomes  aware  of  any  credible 
information  about  a  portfolio  security  or 
an  issuer  of  a  portfolio  security  that 
suggests  that  the  security  is  no  longer  a 
first  tier  security  or  a  second  tier 
security,  as  the  case  may  be,  the  board 
or  its  delegate  would  have  to  reassess 
promptly  whether  the  security 
continues  to  present  minimal  credit 
risks. 228  Most  of  those  who  commented 
on  this  proposed  amendment  objected 
to  it  as  an  inefficient  method  of 
notifying  funds  if  a  portfolio  security  is 
potentially  impaired.  As  discussed  in 
more  detail  above,  we  have  been 
persuaded  by  commenters’  concerns  in 
re-proposing  a  different  standard  than 
that  proposed  in  2011. 229 

Finally,  we  also  considered  removing 
the  current  reference  to  ratings 
downgrades  in  the  stress  testing 
provisions  of  rule  2a-7  and  replacing 
this  reference  with  the  requirement  that 
money  market  funds  stress  test  their 
portfolios  for  an  adverse  change  in  the 
ability  of  a  portfolio  security  issuer  to 
meet  its  short-term  credit  obligations. 

As  discussed  above,  we  proposed  this 
alternative  in  2011,  and  commenters  on 
the  2011  proposal  who  addressed  this 
issue  uniformly  advocated  against 
removing  the  reference  to  a  downgrade 
in  the  stress  testing  conditions. 230  \i\Jq 
believe  that  the  2011  proposed  standard, 
as  compared  to  the  standard  we  re¬ 
propose  in  this  release,  was  less  clear 
and  that  it  would  lead  to  more 
burdensome  monitoring  and  greater 
inefficiencies  in  developing 
hypothetical  events  for  stress  testing.  In 
light  of  these  commenters’  concerns,  we 
have  thus  decided  to  re-propose 
amendments  to  the  stress  testing 
provisions  of  rule  2a-7  that  would 
permit  funds  to  continue  to  test  their 
portfolios  against  a  potential  downgrade 
or  default,  as  discussed  in  more  detail 

above. 231 

4.  Request  for  Comment 

We  request  comment  on  our  estimates 
and  assumptions  regarding  the  costs  and 
benefits  of  the  re-proposed  amendments 
to  rule  2a-7  and  the  effects  of  these 
amendments  on  efficiency,  competition, 
or  capital  formation.  For  purposes  of  the 
Small  Business  Regulatory  Enforcement 


227  See  supra  notes  91-93  and  accompanying  text. 
228 /d. 

229  See  supra  notes  97-100  and  accompanying 
text. 

220  See  supra  notes  112-113  and  accompanying 
text. 

221  See  supra  note  114  and  accompanying  text. 
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Fairness  Act  of  1996  (“SBREFA”),^®^  we 
also  request  information  regarding  the 
potential  annual  effect  of  the  re¬ 
proposed  amendments  to  rule  2a-7  on 
the  U.S.  economy.  Commenters  are 
requested  to  provide  empirical  data  to 
support  their  views. 

In  addition  to  our  general  request  for 
comment  on  the  costs  and  benefits  of 
the  re-proposed  amendments,  we 
request  specific  comment  on  certain 
aspects  of  the  amendments.  What 
additional  operational  costs,  if  any,  may 
result  from  making  minimal  credit  risk 
determinations  based  on  a  subjective 
credit  quality  standard?  Specifically, 
would  the  potentially  broader  range  of 
securities  available  for  investment  that 
could  result  from  a  board’s 
interpretation  of  this  standard  produce 
additional  or  different  costs  than  the 
current  costs  of  determining  minimal 
credit  risks?  Likewise,  what  additional 
operational  costs,  if  any,  may  result 
from  using  a  subjective  standard  for 
determining  the  credit  quality  of 
securities  subject  to  a  conditional 
demand  feature?  Would  the  potentially 
broader  range  of  underlying  securities 
available  for  investment  produce 
additional  or  different  costs  than  the 
current  costs  of  evaluating  the  credit 
quality  of  underlying  securities? 

We  have  given  guidance  on  the  factors 
that  advisers  should  consider,  as 
appropriate,  in  determining  that  a 
fund’s  portfolio  securities  present 
minimal  credit  risk.  To  the  extent  that 
consideration  of  these  factors  is  not 
consistent  with  current  industry 
practice,  how  would  funds  benefit  from 
consideration  of  these  factors?  Would 
this  guidance  result  in  money  market 
funds  or  their  advisers  incurring 
additional  costs,  such  as  costs  to  change 
the  process  for  evaluating  credit  quality? 
What  type  of  costs  would  funds  and 
advisers  incm,  and  how  much?  With 
respect  to  our  proposed  requirement  for 
money  market  funds  to  adopt  written 
policies  and  procedures  for  ongoing 
monitoring  of  minimal  credit  risks  to 
what  extent  do  commenters  currently 
have  vvTitten  policies  and  procedures 
covering  this  type  of  monitoring? 

We  also  request  comment  on  our  re¬ 
proposed  stress  test  amendments.  Do 
commenters  agree  with  our  assessment 
that,  under  the  amendments  to  rule  2a- 
7  that  we  re-propose,  funds  would 
retain  downgrades  by  relevant  NRSROs 
as  hypothetical  events  for  stress  testing, 
as  under  current  rule  2a-7?  What 
hypothetical  events  are  funds  likely  to 


232  Public  Law  104-121,  Title  II,  110  Stat.  857 
(1996)  (codified  in  various  sections  of  5  U.S.C.,  15 
U.S.C.  and  as  a  note  to  5  U.S.C.  601). 


use  in  addition  to  or  in  place  of 
downgrades  and  why? 

Finally,  we  request  comment  on  the 
costs  and  benefits  of  the  alternatives  to 
the  re-proposed  amendments  discussed 
above. 

B.  Form  N-MFP 

The  re-proposed  amendments  would 
require  money  market  funds  to  disclose 
NRSRO  ratings  in  certain  circumstances. 
Specifically,  a  fund  would  have  to 
disclose  for  each  portfolio  security,  (i) 
each  rating  assigned  by  any  NRSRO  if 
the  fund  or  its  adviser  subscribes  to  that 
NRSRO’s  services,  as  well  as  the  name 
of  the  agency  providing  the  rating,  and 
(ii)  any  other  NRSRO  rating  that  the 
fund’s  board  of  directors  (or  its  delegate) 
considered  in  making  its  minimal  credit 
risk  determination,  as  well  as  the  name 
of  the  agency  providing  the  rating. 
NRSRO  ratings  provide  one  indicator  of 
riskiness  of  a  fund’s  portfolio  securities 
and,  as  discussed  above,  we  anticipate 
that  they  will  continue  to  be  considered 
by  many  money  market  fund  managers 
in  performing  credit  quality 
assessments.  We  believe  this  ratings 
information  may  be  useful  to  the 
Commission,  to  investors,  and  to 
various  third  parties  as  they  monitor 
and  evaluate  the  risks  that  fund 
managers  take  in  both  stable-NAV  and 
institutional  prime  funds.  We  believe 
that  this  ratings  information  might  be 
especially  useful  during  periods  in 
which  funds  impose  fees  and/or  gates 
even  though  ratings  are  not  immediately 
updated. 

1.  Economic  Baseline 

Under  the  economic  baseline  outlined 
above,  money  market  funds  are  required 
to  disclose  in  Form  N-MFP  the  credit 
ratings  for  each  portfolio  security.  More 
specifically,  the  baseline  form  requires  a 
fund  to  identify  whether  a  portfolio 
security  is  a  first  or  second  tier  security 
or  is  unrated,  and  it  requires  the  fund 
to  identify  the  “designated  NRSROs’’  for 
each  security  (and  for  each  demand 
feature,  guarantee,  or  other  credit 
enhancement).  This  disclosure 
requirement  was  not  changed  by  the 
2014  Money  Market  Fund  Adopting 
Release. 

As  noted  above,  based  on  Form  N- 
MFP  filings  from  February  28,  2014,  the 
Commission  estimates  that  99.75 
percent  of  aggregate  money  market  fund 
assets  are  invested  in  first  tier  securities, 
0.24  percent  of  aggregate  money  market 
fund  assets  are  invested  in  second  tier 
securities,  and  0.01  percent  of  aggregate 
money  market  fund  assets  are  invested 
in  unrated  securities.  Among  the  559 
funds  that  filed  that  month,  we  estimate 
that  488  funds  held  only  tier  one 


securities,  503  funds  held  no  tier  two 
securities,  and  537  funds  held  no 
unrated  securities. 

2.  Economic  Analysis 

We  anticipate  that  our  re-proposal  is 
likely  to  have  two  primary  benefits. 
First,  it  may  contribute  to  eliminating 
perceived  government  endorsement  of 
NRSROs  and  reducing  over-reliance  on 
credit  ratings,  particularly  when 
considered  together  with  other 
amendments  the  Commission  has 
adopted  that  remove  credit  ratings 
references  in  other  rules  and  forms 
under  the  Federal  securities  laws. 
Second,  it  will  provide  transparency  on 
whether  or  not  specific  funds  use  credit 
ratings  when  making  investment 
decisions,  and,  if  credit  ratings  are  used, 
it  allows  shareholders  and  other 
interested  parties  to  use  those  ratings  to 
make  their  own  risk  assessments. 

We  anticipate  that  our  re-proposal  is 
likely  to  have  two  primary  costs.  First, 
it  may  impose  administrative  costs  on 
funds  that  need  to  re-program  their 
Form  N-MFP  filing  software. ^^3  Second, 
because  only  funds  that  choose  to 
consider  credit  ratings  in  assessing 
minimal  credit  risk  will  be  permitted  to 
disclose  NRSRO  ratings  on  Form  N- 
MFP,  our  re-proposal  may  reduce 
transparency  of  risks  taken  by  funds  that 
do  not  choose  to  consider  credit  ratings. 
This  loss  of  transparency  could  create 
additional  servicing  costs  for  such  funds 
if  shareholders  demanded  new 
communications  regarding  the  credit 
quality  of  the  portfolio. 

The  net  effect  of  the  re-proposed 
amendments  to  Form  N-MFP  is  that 
funds  could  not  disclose  credit  ratings 
if  credit  ratings  are  not  considered  in 
determining  whether  a  security  is 
eligible  for  the  portfolio.  However,  as 
discussed  above,  we  believe  that  our  re¬ 
proposal  will  not  result  in  any  material 
changes  for  the  majority  of  funds 
because  they  will,  we  believe,  continue 
to  refer  to  credit  ratings.  We  believe, 
therefore,  that  the  re-proposal’s  effects 
on  efficiency,  competition,  and  capital 
formation  likely  will  be  negligible.  To 
the  extent  that  money  market  funds 
continue  to  consider  NRSRO  ratings  in 
making  their  minimal  credit  risk 
determinations,  the  re-proposed 
amendments  to  Form  N-MFP  may 
reduce  the  potential  that  fund  managers 


233  See  supra  notes  180-181  and  accompanying 
text  (discussion  of  re-programming  costs  in  PRA 
analysis). 

23'*  See  Dreyfus  Comment  Letter  supra  note  30 
(opposing  the  elimination  of  credit  ratings 
disclosures  in  Form  N-MFP  because  of  the 
potential  that  the  fund  would  bear  increased 
shareholder  servicing  costs  to  provide  additional 
communications  regarding  the  credit  quality  of  the 
portfolio). 
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will  increase  significantly  fund 
investments  in  riskier  second  tier 
securities;  a  fund  would  be  required  to 
disclose  ratings  considered  in  those 
credit  determinations,  and  the  ratings 
would  reflect  that  increased  risk.  As  a 
result,  the  disclosure  to  investors  of 
these  risk  indicators  may  have  the  effect 
of  penalizing  funds  that  assiune  more 
risk. 

3.  Alternatives 

In  considering  how  to  meet  our 
obligations  under  the  Dodd-Frank  Act 
with  respect  to  Form  N-MFP,  we 
evaluated  two  primary  alternatives.  In 
2011,  we  proposed  to  completely 
eliminate  the  following  two  form  items: 
the  item  that  requires  a  fund  to  identify 
whether  a  portfolio  security  is  a  first  tier 
security,  a  second  tier  security,  or  an 
unrated  security;  and  the  item  that 
requires  the  fund  to  identify  the 
“requisite  NRSROs’’  for  each  security 
(and  for  each  demand  feature, 
guarantee,  or  other  credit  enhancement). 
We  are  not  re-proposing  this  alternative 
because  we  now  believe  that  completely 
eliminating  such  disclosure 
requirements  masks  not  only  the  credit 
ratings  but  also  information  on  whether 
or  not  the  fimd  uses  credit  ratings  when 
making  its  investment  decisions. 

We  also  considered  not  removing  the 
disclosure  requirement  as  recommended 
by  several  commenters  to  the  2011 
Proposing  Release. ^35  We  elected  not  to 
leave  the  current  disclosure 
requirements  as  is,  but  instead  to  re¬ 
propose  the  required  disclosure  of 
NRSRO  ratings  only  in  certain 
circumstances.  We  believe  this  re¬ 
proposal  would  be  in  keeping  with 
Congressional  intent  underlying  section 
939A  of  the  Dodd-Frank  Act  to  reduce 
perceived  government  endorsement  of 
credit  ratings. 

4.  Request  for  Comment 

We  request  comment  on  our  estimates 
and  assumptions  regarding  the  costs  and 
benefits  of  the  re-proposed  amendments 
to  Form  N-MFP  and  the  effects  of  these 
amendments  on  efficiency,  competition, 
or  capital  formation.  As  discussed 
above,  we  believe  that  most,  if  not  all, 
money  market  funds  will  continue  to 
consider  NRSRO  ratings  in  some  form. 
We  request  comment  on  whether  any 
funds  expect  that  they  will  not  report 
NRSRO  ratings,  and  on  shareholders’ 
and  third  parties’  likely  response  to 
funds  that  do  not  report  NRSRO  credit 
ratings.  We  also  request  comment  on 


23®  See  BlackRock  Comment  Letter,  supra  note 
1 22;  Dreyfus  Comment  Letter,  supra  note  30; 
Federated  Comment  Letter,  supra  note  30; 
Comment  Letter  of  the  Securities  IndustiA'  and 
Financial  Markets  Association  (Apr.  18,  2011). 


our  assumption  that  the  costs  to  money 
market  funds  to  reprogram  their  Form 
N-MFP  filing  software,  in  order  to 
comply  with  the  re-proposed 
amendments,  would  be  the  same  costs 
that  we  discuss  in  the  Paperwork 
Reduction  Act  analysis  of  this 
release. 236  Finally,  we  request  comment 
on  the  costs  and  benefits  of  the 
alternatives  to  the  re-proposed 
amendments  discussed  above. 

For  purposes  of  SBREFA,  we  also 
request  information  regarding  the 
potential  annual  effect  of  the  re¬ 
proposed  amendments  to  Form  N-MFP 
on  the  U.S.  economy.  Commenters  are 
requested  to  provide  empirical  data  to 
support  their  views. 

C.  Exclusion  From  the  Issuer 
Diversification  Requirement 

1.  Economic  Baseline 

As  discussed  above,  most  money 
market  fund  portfolio  securities  that  are 
subject  to  a  guarantee  by  a  non- 
controlled  person  are  currently  subject 
to  a  10  percent  diversification 
requirement  on  guarantors  but  no 
diversification  requirement  on  issuers, 
while  non-government  securities  with 
guarantors  that  do  not  qualify  as  non- 
controlled  persons  are  generally  subject 
to  both  a  5  percent  diversification 
requirement  with  respect  to  issuers  and 
a  10  percent  diversification  requirement 
with  respect  to  guarantors. 237  Today,  we 
adopted  amendments  to  rule  2a-7  that 
deem  sponsors  of  asset-backed 
securities  to  be  guarantors  of  the  asset- 
backed  security  (unless  the  fund’s  board 
rebuts  the  presumption).  As  a  result, 
under  rule  2a-7’s  definition  of  a 
guarantee  issued  by  a  non-controlled 
person,  both  non-asset-backed  securities 
and  asset-backed  securities  subject  to 
such  a  guarantee  (including  asset- 
backed  securities  with  a  presumed 
sponsor  guarantee)  are  excluded  from 
the  rule’s  issuer  diversification 
requirement.  That  is,  non-asset-backed 
securities  and  asset -backed  securities 
subject  to  a  guarantee  by  a  non- 
controlled  person  are  subject  to  a  10 
percent  diversification  requirement  on 
guarantors,  but  they  are  not  subject  to  a 
5  percent  issuer  diversification 
requirement  on  the  issuer. 238  This  forms 


23®  See  supra  notes  180-187  and  accompanying 
text. 

237  \\jq  note  that  single  state  funds  may  invest  up 
to  25%  of  fund  assets  in  securities  of  any  single 
issuer,  and  tax-exempt  funds  may  have  as  much  as 
15%  of  the  value  of  portfolio  securities  invested  in 
securities  subject  to  guarantees  or  demand  features 
issued  by  a  single  provider  that  is  a  non-controlled 
person.  Rule  2a-7(d)(3)(i)(B);  2a-7(d)(3)(iii)(B). 

238  See  rule  2a-7(a)(18)  (definition  of  guarantee); 
rule  2a-7(a)19)  (definition  of  guarantee  issued  by  a 
non-controlled  person);  rule  2a7(d)(3)(i)  (issuer 
diversification). 


the  economic  baseline  for  the  new 
diversification  amendments  that  we  are 
proposing  today. 

2.  Economic  Analysis 

We  believe  that  very  few  money 
market  funds  rely  on  the  issuer 
diversification  exclusion  for  securities 
subject  to  a  guarantee  by  a  non- 
controlled  person.  This  belief  is  based 
on  our  analysis  of  February  2014  Form 
N-MFP  data,  which  shows  that  only  8 
out  of  559  money  market  funds  held 
securities  with  a  guarantee  by  a  non- 
controlled  person  that  exceeded  the  5 
percent  diversification  requirement  for 
issuers.  We  believe  that  these  and  only 
these  funds  in  February  2014  relied  on 
the  exclusion  from  the  5  percent  issuer 
diversification  requirement  with  respect 
to  issuers  of  securities  that  are  subject 
to  a  guarantee  issued  by  a  non- 
controlled  person.  However,  we 
recognize  that  changes  in  fund  assets 
could  mask  which  funds  rely  on  this 
exclusion  at  acquisition:  a  fund  might 
be  above  the  5  percent  limit  today  solely 
due  to  a  decline  in  fund  assets  after 
acquisition,  and  a  fund  might  be  below 
the  5  percent  limit  today  solely  due  to 
an  increase  in  fund  assets  after 
acquisition. 239  Whatever  the  cause,  a 
money  market  fund  that  has  invested 
more  than  5  percent  of  its  assets  in  an 
issuer  of  securities  subject  to  a 
guarantee  issued  by  a  non-controlled 
person  in  reliance  on  the  current 
exclusion  under  current  rule  2a-7 
would,  when  those  investments  mature, 
have  to  reinvest  the  proceeds  over  5 
percent  elsewhere.  Based  on  the 
February  2014  Form  N-MFP  filings,  we 
believe  that  only  a  few  funds  would 
have  to  make  changes  to  their  portfolios 
to  bring  them  into  compliance  with  the 
proposed  amendments.  These  changes 
may  or  may  not  require  the  funds  to 
invest  in  alternative  securities,  and  the 
alternative  securities  may  or  may  not  be 
inferior  because  they  offer,  for  example, 
lower  yields,  lower  liquidity,  or  lower 
credit  quality.  It  appears  that  the 
proposed  elimination  of  the  exclusion 
would  have  affected  only  8  funds  in 
February  2014.  Five  of  these  8  funds 
exceeded  the  5  percent  issuer 
concentration  limit  by  less  than  1 
percent  of  fund  assets,  2  of  the  8 
exceeded  that  limit  by  less  than  2 


238  All  of  rule  2a-7’s  diversification  limits  are 
applied  at  the  time  of  acquisition.  For  example,  a 
fund  may  not  invest  in  a  particular  issuer  if,  after 
acquisition,  the  fund’s  aggregate  investments  in  the 
issuer  w'ould  exceed  5%  of  hmd  assets.  But  if  the 
fund’s  aggregate  exposure  after  making  the 
investment  was  less  than  5%,  the  fund  would  not 
be  required  to  later  sell  the  securities  if  the  fund’s 
assets  decreased  and  the  fund’s  investment  in  the 
issuer  came  to  represent  more  than  5%  of  the  fund’s 
assets. 
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percent,  and  the  remaining  fund 
exceeded  the  limit  by  slightly  more  than 
5  percent.  In  most  cases,  the  fund 
exceeded  the  5  percent  diversification 
requirement  with  respect  to  only  one 
issuer  (one  fund  exceeded  the 
requirement  by  less  than  1  percent  with 
respect  to  two  issuers,  and  two  funds 
had  greater  than  5  percent  exposure  to 
the  same  issuer).  Because  of  the  less 
than  significant  impact  on  these  funds, 
we  believe  that  the  potential  lower 
yields,  less  liquidity  or  increased  risks 
associated  with  the  proposal  would  be 
small  for  the  affected  funds. 

We  assume  that  all  funds  would  incur 
costs  associated  with  updating  their 
systems  to  reflect  the  proposed 
amendment,  as  well  as  the  associated 
compliance  costs,  if  their  systems 
already  incorporate  this  issuer 
diversification  exclusion.  We  believe 
that  these  costs  would  be  small  for  all 
funds  because  we  believe  that  all  funds 
currently  have  the  ability  to  monitor 
issuer  diversification  to  comply  with 
rule  2a-7’s  limits  on  issuer 

concentration. 241 

Our  proposed  amendment  offers  two 
primary  benefits.  First,  the  amendment 
simplifies  rule  2a-7’s  diversification 
requirements  by  eliminating  the 
exclusion  for  securities  with  a  guarantee 
issued  by  a  non-controlled  person.  This 
would  lower  certain  compliance  and 
operational  costs  to  the  extent  that 
funds  no  longer  have  to  keep  track  of 
the  securities  that  have  such  guarantees 
and  would  be  eligible  for  the  exclusion. 
Second,  by  requiring  greater  issuer 
diversification  for  those  funds  that  rely 
on  the  exclusion,  the  proposed 
amendments  will  reduce  concentration 
risk  in  those  funds  and  may  make  it 
easier  for  funds  to  maintain  or  generate 
liquidity  during  periods  when  they 
impose  fees  and/or  gates. 2^2  We 
estimate  that  8  funds  exceeded  the  5 
percent  issuer  diversification  limit  in 
February  2014;  nevertheless,  we 
recognize  that  these  amendments  may 
constrain  more  funds  in  the  future  that 
otherwise  would  have  less  issuer 
diversification. 

Because  we  believe  that  the  universe 
of  potentially  affected  funds  and  issuers 


^“*0 Consider,  for  example,  how  reducing  a 
position  from  7%  to  5%  might  affect  fund  yields. 
The  effect  could  be  as  small  as  0%  if  the  2%  of 
assets  are  reinvested  in  securities  that  offer  the 
same  yield  as  the  original  7%  of  assets.  On  the  other 
hand,  the  portfolio  change  could  decrease  fund 
yields  by  as  much  as  2/7  =  29%  if  all  of  the  portfolio 
yield  came  from  the  7%  security.  We  believe  that 
funds  will  choose  alternative  securities  that  have 
similar  yields  as  the  securities  replaced. 

See  1991  Adopting  Release,  supra  note  22,  at 
section  ll.B.l  (adopting  the  issuer  concentration 
limit). 

See  supra  section  11. C. 


is  small,  we  believe  that  our  proposed 
amendments  will  have  only  negligible 
effects  on  efficiency,  competition,  and 
capital  formation.  Although  we 
recognize  that  our  proposed 
amendments  may  affect  more  funds  and 
more  issuers  in  the  future,  we  estimate 
that  they  will  affect  only  8  funds  and  8 
issuers  today.  These  8  funds  exceed  the 
proposed  issuer  diversification  limit  by 
only  a  small  amount  for  the  8  issuers. 
We  believe  that  the  8  funds  will  find 
comparable  alternative  securities  for  the 
amount  that  exceeds  5  percent,  and  we 
believe  that  the  8  issuers  will  find  other 
investors  willing  to  buy  the  amount  that 
exceeds  the  5  percent  for  a  comparable 
price. 

3.  Alternatives 

As  an  alternative  to  eliminating  the 
exclusion  from  issuer  diversification  for 
securities  with  a  guarantee  issued  by  a 
non-controlled  person,  we  considered 
requiring  money  market  funds  to  be 
more  diversified  by  lowering  a  fund’s 
permitted  exposure  to  any  guarantor  or 
provider  of  a  demand  feature  from  10 
percent  to  5  percent  of  total  assets.  We 
discussed  potential  benefits  and  costs  of 
this  alternative  approach,  and  we 
requested  comment  on  it  in  the  2013 
Money  Market  Fund  Proposing 
Release. 243  As  discussed  in  more  detail 
above,  we  decided  that  the  current 
requirements  for  diversification  of 
guarantors  and  providers  of  demand 
features  together  with  the  issuer 
diversification  requirement  if  applied 
generally  to  all  securities,  as  under  the 
proposed  amendment,  appropriately 
address  our  concerns  relating  to  money 
market  fund  risk  exposures.  244  We  also 
believe  that  the  potential  costs  of  this 
alternative  approach  would  likely  be 
more  significant  than  the  costs  of  our 
proposal.  As  of  the  end  of  February 
2014,  we  estimate  that  107  (of  229) 
prime  money  market  funds  had  total 
exposure  to  a  single  entity  (including 
directly  issued,  asset  backed 
commercial  paper  sponsorship,  and 
provision  of  guarantees  and  demand 
features)  in  excess  of  5  percent.  Under 
the  alternative,  any  fund  that  had 
exposure  to  an  entity  greater  than  5 
percent  when  those  assets  matured 


See  2013  Money  Market  Fund  Proposing 
Release,  supra  note  5,  at  section  III.J.4.  We  received 
no  comments  on  this  alternative  approach.  We  also 
requested  comment  in  2009  on  whether  to  reduce 
rule  2a-7’s  current  diversification  limits.  See  2009 
Money  Market  Fund  Proposing  Release,  supra  note 
127,  at  section  II. D.  Most  commenters  opposed 
these  reforms  because,  among  other  reasons,  the 
reductions  could  increase  risks  to  funds  by 
requiring  the  funds  to  invest  in  relatively  lower 
quality  securities.  See  id.  at  n.909. 

See  supra  text  following  note  137  and 
accompanying  notes  138-140. 


would  have  to  reinvest  the  proceeds  of 
the  securities  creating  that  exposure  in 
different  securities  or  securities  with  a 
different  guarantor.  Those  changes  may 
or  may  not  require  those  funds  to  invest 
in  alternative  securities,  and  those 
securities  might  present  greater  risk  if 
they  offered  lower  yields,  lower 
liquidity,  or  lower  credit  quality.  The 
alternative  approach  would  appear  to 
affect  many  more  funds  than  would  the 
proposed  amendment.  As  a  result,  we 
believe  that  a  better  approach  to 
achieving  our  reform  goal  would  be  to 
restrict  risk  exposures  to  all  non¬ 
government  issuers  of  securities  subject 
to  a  guarantee  or  demand  feature  in  the 
same  way,  and  to  require  money  market 
funds  (other  than  tax-exempt  and  single 
state  funds  as  described  above)  that 
invest  in  non-govemment  securities 
subject  to  a  guarantee  to  comply  with 
the  5  percent  issuer  diversification 
requirement  and  the  10  percent 
diversification  requirement  on 
guarantors  and  demand  feature 
providers. 

4.  Request  for  Comment 

We  request  comment  on  our  estimates 
and  assumptions  regarding  the  costs  and 
benefits  of  the  proposed  amendments  to 
rule  2a-7  that  would  remove  the  issuer 
diversification  exclusion  for  securities 
subject  to  a  guarantee  by  a  non- 
controlled  person,  as  well  as  the  effects 
of  this  amendment  on  efficiency, 
competition,  and  capital  formation.  For 
purposes  of  SBREFA,  we  also  request 
information  regarding  the  potential 
annual  effect  of  this  proposed 
amendment  to  rule  2a-7  on  the  U.S. 
economy.  Commenters  are  requested  to 
provide  empirical  data  to  support  their 
views. 

In  addition  to  our  general  request  for 
comment  on  the  costs  and  benefits  of 
the  proposed  amendment,  we  request 
specific  comment  on  certain  aspects  of 
the  amendment.  Are  we  correct  in 
assuming  that  funds  would  not  make 
substantial  changes  to  their  securities 
holdings  as  a  result  of  the  proposal?  Do 
commenters  expect  that  funds  would 
incur  operational  costs  in  addition  to,  or 
that  differ  from,  the  costs  we  outlined 
above?  What  would  be  the  costs  of 
making  such  changes?  Do  commenters 
expect  that  money  market  funds  would 
encounter  any  difficulties  in  finding 
alternative  investments  under  our 
proposal  that  have  suitable 
characteristics?  Why  or  why  not?  How 
would  this  proposal  affect  fund  yields 
and  the  stability  of  fund  NAVs  and 
liquidity?  Will  any  of  these  or  other 
effects  be  large  enough  to  affect  the 
behavior  of  money  market  fund 
shareholders?  How  will  shareholders 
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respond?  Would  any  of  these  effects  be 
different  in  floating  NAV  funds  than 
they  would  be  in  non-floating  NAV 
funds?  Would  our  proposed 
amendments  have  a  differential  effect 
on  funds  that  impose  fees  and/or  gates? 
Do  commenters  agree  that  our  proposed 
amendments  will  have  only  negligible 
effects  on  issuers?  Why  or  why  not?  Are 
there  benefits  or  costs  in  any  part  of  the 
money  market  fund  industry  that  we 
have  not  identified  or  discussed?  If  so, 
what  are  those  costs  or  benefits?  Are  we 
correct  in  our  belief  that  there  will  be 
only  negligible  effects  on  efficiency, 
competition,  and  capital  formation?  If 
not,  what  are  the  effects  that  we 
overlooked? 

VI.  Regulatory  Flexibility  Act 
Certification 

Section  3(a)  of  the  Regulatory 
Flexibility  Act  of  1980^45  (“RFA”) 
requires  the  Commission  to  undertake 
an  initial  regulatory  flexibility  analysis 
(“IRFA”)  of  the  proposed  rule 
amendments  on  small  entities  unless 
the  Commission  certifies  that  the  rule,  if 
adopted,  would  not  have  a  significant 
economic  impact  on  a  substantial 
number  of  small  entities. ^46  Pursuant  to 
5  U.S.C.  section  605(b),  the  Commission 
hereby  certifies  that  the  re-proposed  and 
proposed  amendments  to  rule  2a-7 
under  the  Investment  Company  Act  and 
the  re-proposed  amendments  to  Form 
N-MFP  under  the  Investment  Company 
Act  would  not,  if  adopted,  have  a 
significant  economic  impact  on  a 
substantial  number  of  small  entities. 

We  are  re-proposing  amendments  to 
replace  references  to  credit  ratings  in 
rule  2a-7  and  modify  disclosures  of 
credit  ratings  in  Form  N-MFP.  In 
addition,  we  are  proposing  to  amend 
rule  2a-7’s  provisions  relating  to  issuer 
diversification  to  eliminate  an  exclusion 
from  the  current  issuer  diversification 
requirement  for  securities  that  are 
subject  to  a  guarantee  issued  by  a  non- 
controlled  person. 

Based  on  information  in  filings 
submitted  to  the  Commission,  we 
believe  that  there  are  no  money  market 
funds  that  are  small  entities. 247  por  this 
reason,  the  Commission  believes  that 
the  re-proposed  and  proposed 
amendments  to  rule  2a-7  and  the  re¬ 
proposed  amendments  to  Form  N-MFP 
would  not,  if  adopted,  have  a  significant 


7455  U.S.C.  603(a). 

746  5  U.S.C.  605(b). 

747  Under  the  Investment  Company  Act,  an 
investment  company  is  considered  a  small  business 
or  small  organization  if  it,  together  with  other 
investment  companies  in  the  same  group  of  related 
investment  companies,  has  net  assets  of  S50  million 
or  less  as  of  the  end  of  its  most  recent  fiscal  year. 
See  1 7  CFR  270.0-10. 


economic  impact  on  a  substantial 
number  of  small  entities. 

We  encourage  written  comments 
regarding  this  certification.  We  solicit 
comment  as  to  whether  the  re-proposed 
and  proposed  amendments  to  rule  2a- 
7  and  the  re-proposed  amendments  to 
Form  N-MFP  could  have  an  effect  on 
small  entities  that  has  not  been 
considered.  We  request  that  commenters 
describe  the  nature  of  any  impact  on 
small  entities  and  provide  empirical 
data  to  support  the  extent  of  such 
impact. 

Statutory  Authority 

The  Commission  is  proposing 
amendments  to  rule  2a-7  under  the 
authority  set  forth  in  sections  6(c)  and 
38(a)  of  the  Investment  Company  Act 
[15  U.S.C.  80a-6(c),  80a-37(a)l  and 
section  939A  of  the  Dodd-Frank  Act. 

The  Commission  is  proposing 
amendments  to  Form  N-MFP  under  the 
authority  set  forth  in  sections  8(b), 

30(b),  31(a)  and  38(a)  of  the  Investment 
Company  Act  [15  U.S.C.  80a-8(b),  80a- 
29(b),  80a-30(a)  and  80a-37(a)]  and 
section  939A  of  the  Dodd-Frank  Act. 

List  of  Subjects  in  17  CFR  Parts  270  and 
274 

Investment  companies.  Reporting  and 
recordkeeping  requirements.  Securities. 

Text  of  Rule  and  Form  Amendments 

In  accordance  with  the  foregoing,  1 7 
CFR  parts  270  and  274,  as  amended 
elsewhere  in  this  issue  of  the  Federal 
Register,  are  proposed  to  be  amended  as 
follows: 

PART  270— RULES  AND 
REGULATIONS,  INVESTMENT 
COMPANY  ACT  OF  1940 

■  1 .  The  authority  citation  for  Part  270 
continues  to  read,  in  part,  as  follows: 

Authority:  15  U.S.C.  80a-l  et  seq.,  80a- 
34(d),  80a-37,  80a-39,  and  Pub.  L.  111-203, 
sec.  939A,  124  Stat.  1376  (2010),  unless 
otherwise  noted. 

***** 

■  2.  Section  270.2a-7  is  amended  by: 

■  a.  In  paragraph  (a)(5),  removing  the 
words  “and  (D)”; 

■  b.  Removing  paragraph  (a)(ll): 

■  c.  Redesignating  paragraphs  (a)(12) 
through  (a)(13)  as  (a)(ll)  through  (a)(12); 

■  d.  Revising  newly  designated 
paragraph  (a)(ll); 

■  e  Removing  paragraph  (a)(14); 

■  f.  Redesignating  paragraphs  (a)(15) 
through  (a)(21)  as  (a)(13)  through  (a)(19); 

■  g.  In  newly  designated  paragraph 
(a)(16): 

■  i.  Removing  the  phrase  “(a)(12)(iii) 
(definition  of  eligible  security)’’  from 
paragraph  (a)(16)(ii); 


■  ii.  Removing  the  phrase  “(d)(2)(iii)’’ 
and  adding  in  its  place  “(d)(2)(ii)’’  in 
paragraph  (a)(16)(ii): 

■  h.  Revising  newly  designated 
paragraph  (a)(17); 

■  i.  Removing  paragraph  (a)(22); 

■  j.  Redesignating  paragraph  (a)(23)  as 
paragraph  (a)(20); 

■  k.  Removing  paragraph  (a)(24); 

■  1.  Redesignating  paragraph  (a)(25)  as 
paragraph  (a)(21); 

■  m.  Removing  paragraph  (a)(26): 

■  n  Redesignating  paragraphs  (a)(27) 
through  (a)  (31)  as  paragraphs  (a)  (2  2) 
through  (a)(26); 

■  0.  Removing  paragraph  (a)(32); 

■  p.  Redesignating  paragraphs  (a)(33) 
and  (a)(34)  as  paragraphs  (a)(27)  and 
(a)(28): 

■  q  Revising  paragraph  (d)(2)(i); 

■  r.  Removing  paragraph  (d)(2)(ii); 

■  s.  Redesignating  paragraphs  (d)(2)(iii) 
and  (d)(2)(iv)  as  paragraphs  (d)(2)(ii) 
and  (d)(2)(iii); 

■  t.  Revising  newly  designated 
paragraph  (d)(2)(ii); 

■  u.  In  newly  designated  paragraph 
(d)(2)(iii): 

■  i.  Removing  the  words  “or  a  first  tier 
security”  from  the  introductory  text; 

■  ii.  removing  the  words  “or  first  tier 
security,  as  the  case  may  be”  from 
paragraph  (A); 

■  V.  Revising  newly  designated 
paragraph  (d)(2)(iii)(C); 

■  w.  Adding  paragraph  (d)(2)(iii)(D); 

■  X.  In  paragraph  (d)(3): 

■  i.  Removing  the  words  “and  securities 
subject  to  a  guarantee  issued  by  a  non- 
controlled  person”  in  paragraph 
(d)(3)(i); 

■  ii.  Removing  the  words  “first  tier”  in 
paragraph  (d)(3)(i)(A)/lj; 

■  iii.  Removing  paragraph  (d)(3)(i)(C); 

■  iv.  Removing  paragraph  (d)(3)(iii)(C); 

■  y.  In  paragraph  (f): 

■  i.  Removing  the  word  “Downgrades,” 
from  the  paragraph  heading; 

■  ii.  Removing  paragraph  (f)(1): 

■  iii.  Redesignating  paragraphs  (f)(2) 
through  (f)(4)  as  paragraphs  (f)(1) 
through  (f)(3): 

■  iv.  Removing  the  words  “and  other 
events”  in  the  heading  of  newly 
designated  paragraph  (f)(1); 

■  V.  In  the  introductory  text  of  newly 
designated  paragraph  (f)(1),  removing 
the  phrase  “paragraphs  (f)(2)(i)  through 
(iii)”  and  adding  in  its  place 
“paragraphs  (f)(l)(i)  through  (iii)”; 

■  vi.  Revising  newly  designated 
paragraph  (f)(1) (ii); 

■  vii.  Removing  newly  designated 
paragraph  (f)(l)(iii)  and  redesignating 
paragraph  (f)(l)(iv)  as  paragraph 

(f)(l)(iii); 

■  viii.  In  the  heading  of  newly 
designated  paragraph  (f)(3),  removing 
the  phrase  “paragraphs  (f)(2)  and  (3)” 
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and  adding  in  its  place  “paragraphs 

(f)(1)  and  (2)”; 

■  ix.  In  the  introductory  text  of  newly 
designated  paragraph  (f)(3),  removing 
the  phrase  “paragraphs  (f)(2)  and  (3)” 
and  adding  in  its  place  “paragraphs 
(f)(1)  and  (2)’’; 

■  X.  In  newly  designated  paragraph 
(f)(3)(iii),  removing  the  phrase 
“paragraph  (a)(18)(ii)”  and  adding  in  its 
place  “paragraph  (a)(16)(ii)”; 

■  z.  Revising  paragraph  (g)(3): 

■  aa.  Revising  paragraph  (g)(8)(i)(B): 

■  bb.  Revising  paragraph  (h)(3); 

■  cc.  In  paragraph  (j): 

■  i.  Removing  the  words  “(a)(ll)(i) 
(designation  of  NRSROs)”  in  the 
introductory  text;  and 

■  ii.  Removing  the  phrase  “(f)(2)’’  and 
adding  in  its  place  “(f)(1)’’  in  the 
introductory  text; 

■  iii.  Removing  the  phrase  “in 
paragraph  (d)(2)’’  and  adding  in  its 
place  the  phrase  “in  paragraphs  (d)(2) 
and  (g)(3)’’  in  paragraph  (1); 

■  iv.  Removing  the  phrase  “(f)(3)’’  and 
adding  in  its  place  “(f)(2)’’  in  paragraph 
(2). 

The  additions  and  revisions  read  as 
follows: 

§270.2a-7  Money  market  funds. 

(a)  *  *  * 

(11)  Eligible  security  means  a 
security: 

(1)  With  a  remaining  maturity  of  397 
calendar  days  or  less  that  the  fund’s 
board  of  directors  determines  presents 
minimal  credit  risks,  which 
determination  must  include  a  finding 
that  the  security’s  issuer  has  an 
exceptionally  strong  capacity  to  meet  its 
short-term  financial  obligations; 

Note  to  paragraph  (a)(ll)(i):  For  a 
discussion  of  the  phrase  “exceptionally 
strong  capacity  to  meet  its  short-term 
financial  obligations,”  see  Investment 
Company  Act  Release  No.  31184,  (July  23, 
2014). 

(ii)  That  is  issued  by  a  registered 
investment  company  that  is  a  money 
market  fund;  or 

(iii)  That  is  a  government  security. 

*  *  *  *  * 

(1 7)  Guarantee  issued  by  a  nan- 
controlled  person  means  a  guarantee 
issued  by  a  person  that,  directly  or 
indirectly,  does  not  control,  and  is  not 
controlled  by  or  under  common  control 
with  the  issuer  of  the  security  subject  to 
the  guarantee  (control  means  “control” 
as  defined  in  section  2(a)(9)  of  the  Act) 
(15  U.S.C.  80a-2(a)(9)). 
***** 

(d)  *  *  * 

(2)  *  *  * 

(i)  General.  The  money  market  fund 
shall  limit  its  portfolio  investments  to 


those  United  States  dollar-denominated 
securities  that  are  at  the  time  of 
acquisition  eligible  securities. 

(ii)  Securities  subject  to  guarantees.  A 
security  that  is  subject  to  a  guarantee 
may  be  determined  to  be  an  eligible 
security  based  solely  on  whether  the 
guarantee  is  an  eligible  security, 
provided  however,  that  the  issuer  of  the 
guarantee,  or  another  institution,  has 
undertaken  to  promptly  notify  the 
holder  of  the  security  in  the  event  the 
guarantee  is  substituted  with  another 
guarantee  (if  such  substitution  is 
permissible  under  the  terms  of  the 
guarantee). 

(iii)  *  *  * 

(C)  The  fund’s  board  of  directors 
determines  that  the  issuer  of  the 
underlying  security  or  any  guarantor  of 
such  security  has  a  very  strong  capacity 
for  payment  of  its  financial 
commitments:  and 

(D)  The  issuer  of  the  conditional 
demand  feature,  or  another  institution, 
has  undertaken  to  promptly  notify  the 
holder  of  the  security  in  the  event  the 
conditional  demand  feature  is 
substituted  with  another  conditional 
demand  feature  (if  such  substitution  is 
permissible  under  the  terms  of  the 
conditional  demand  feature). 
***** 

(f) *  *  * 

(1)  *  *  * 

(ii)  A  portfolio  security  ceases  to  be  an 
eligible  security  [e.g.,  no  longer  presents 
minimal  credit  risks);  or 
***** 

(g)  *  *  * 

(3)  Ongoing  review  of  credit  risks.  The 
written  procedures  must  require  the 
adviser  to  provide  ongoing  review  of 
whether  each  security  (other  than  a 
government  security)  continues  to 
present  minimal  credit  risks.  The  review 
must: 

(i)  Include  an  assessment  of  each 
security’s  credit  quality,  including  the 
issuer’s  capacity  to  meet  its  short-term 
financial  obligations;  and 

(ii)  Be  based  on,  among  other  things, 
financial  data  of  the  issuer  of  the 
portfolio  security  or  provider  of  the 
guarantee  or  demand  feature,  as  the  case 
may  be,  and  in  the  case  of  a  security 
subject  to  a  conditional  demand  feature, 
the  issuer  of  the  security  whose 
financial  condition  must  be  monitored 
under  paragraph  (e)(2)(iii)  of  this 
section,  whether  such  data  is  publicly 
available  or  provided  under  the  terms  of 
the  security’s  governing  documents. 
***** 

(8)  *  *  * 

(i)  *  *  * 

(B)  An  event  indicating  or  evidencing 
credit  deterioration,  such  as  a 


downgrade  or  default,  of  particular 
portfolio  security  positions,  each 
representing  various  portions  of  the 
fund’s  portfolio  (with  varying 
assumptions  about  the  resulting  loss  in 
the  value  of  the  security),  in 
combination  with  various  levels  of  an 
increase  in  shareholder  redemptions; 
***** 

(h)  *  *  * 

(3)  Gredit  risk  analysis.  For  a  period 
of  not  less  than  three  years  from  the  date 
that  the  credit  risks  of  a  portfolio 
security  were  most  recently  reviewed,  a 
written  record  must  be  maintained  and 
preserved  in  an  easily  accessible  place 
of  the  determination  that  a  portfolio 
security  is  an  eligible  security, 
including  the  determination  that  it 
presents  minimal  credit  risks  at  the  time 
the  fund  acquires  the  security,  or  at 
such  later  times  (or  upon  such  events) 
that  the  board  of  directors  determines 
that  the  investment  adviser  must 
reassess  whether  the  security  presents 
minimal  credit  risks. 
***** 

■  3.  Section  270.12d3-l(d)(7)(v)  is 
amended  by  removing  the  phrase 
“§§270.2a-7(a)(8)  and  270.2a-7(a)(15)” 
and  adding  in  its  place  the  phrase 

“§§  270.2a-7(a)(9)  and  270.2a-7(a)(16)”; 

■  4.  Section  270.31a-l(b)(l)  is  amended 
by  removing  the  phrase  “(as  defined  in 
§  270.2a-7(a)(8)  or  §  270.2a7(a)(15) 
respectively)”  and  adding  in  its  place 
the  phrase  “(as  defined  in  §  270.2a- 
7(a)(9)  or  “§  270.2a-7(a)(16) 
respectively)”. 

PART  274— FORMS  PRESCRIBED 
UNDER  THE  INVESTMENT  COMPANY 
ACT  OF  1940 

■  5.  The  authority  citation  for  Part  274 
continues  to  read,  in  part,  as  follows: 

Authority:  15  U.S.C.  77f,  77g,  77h,  77j,  77s, 
78c(b),  781,  78m,  78n,  78o(d),  80a-8,  80a-24, 
80a-26,  and  80a-29,  unless  otherwise  noted. 
***** 

■  4.  Form  N-MFP  (referenced  in 
§  274.201)  is  amended  by: 

■  a.  Revising  Item  C.9: 

■  b.  Revising  Item  C.IO; 

■  d.  Removing  Items  C.14.b  and  C.14.c: 

■  e.  Redesignating  Items  C.14.d  through 
C.14.f  as  Items  C.14.b  through  C.14  d; 

■  f.  Adding  new  Item  C.14.e: 

■  g.  Removing  Items  C. 15. band  C.15.c; 

■  h.  Redesignating  Item  C.15.d  as  Item 
C.15.b; 

■  i.  Adding  new  Item  C.15.c; 

■  j.  Removing  Items  C.lO.c  and  C.lO.d; 

■  k.  Redesignating  Item  C.lO.e  as  Items 
C.lO.c;  and 

■  1.  Adding  new  Item  C.lO.d. 

The  revisions  read  as  follows: 

Note:  The  text  of  Form  N-MFP  does  not, 
and  this  amendment  will  not,  appear  in  the 
Code  of  Federal  Regulations. 
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FORM  N-MFP 
***** 

Item  C.9  Is  the  security  an  Eligible 
Security?  [Y/N] 

ItemC.lO  Security  rating(s) 
considered.  Provide  each  rating 
assigned  by  any  NRSRO  to  whose 
services  the  fund  or  its  adviser 
subscribes  (together  with  the  name  of 
the  assigning  NRSRO),  and  any  other 
NRSRO  rating  that  the  fund’s  board  of 
directors  considered  in  determining  that 
the  security  presents  minimal  credit 
risks  (together  with  the  name  of  the 
assigning  NRSRO).  If  none,  leave  blank. 
***** 

Item  C.14  *  *  * 

e.  Rating(s)  considered.  Provide  each 
rating  assigned  to  the  demand  feature(s) 
or  demand  feature  provider(s)  by  any 
NRSRO  to  whose  services  the  fund  or  its 
adviser  subscribes  (together  with  the 


name  of  the  assigning  NRSRO),  and  any 
other  NRSRO  rating  assigned  to  the 
demand  feature(s)  or  demand  feature 
provider(s)  that  the  board  of  directors 
considered  in  evaluating  the  quality, 
maturity  or  liquidity  of  the  security 
(together  with  the  name  of  the  assigning 
NRSRO).  If  none,  leave  blank. 
***** 

Item  C.15  *  *  * 

c.  Rating(s)  considered.  Provide  each 
rating  assigned  to  the  guarantee(s)  or 
guarantor(s)  by  any  NRSRO  to  whose 
services  the  fund  or  its  adviser 
subscribes  (together  with  the  name  of 
the  assigning  NRSRO),  and  any  other 
NRSRO  rating  assigned  to  the 
guarantee(s)  or  guarantor(s)  that  the 
board  of  directors  considered  in 
evaluating  the  quality,  maturity  or 
liquidity  of  the  security  (together  with 
the  name  of  the  assigning  NRSRO).  If 
none,  leave  blank. 


ItemC.16  *  * 

d.  Rating(s)  considered.  Provide  each 
rating  assigned  to  the  enhancement(s)  or 
enhancement  provider(s)  by  any  NRSRO 
to  whose  services  the  fund  or  its  adviser 
subscribes  (together  with  the  name  of 
the  assigning  NRSRO),  and  any  other 
NRSRO  rating  assigned  to  the 
enhancement  (s)  or  enhancement 
provider(s)  that  the  board  of  directors 
considered  in  evaluating  the  quality, 
maturity  or  liquidity  of  the  security 
(together  with  the  name  of  the  assigning 
NRSRO).  If  none,  leave  blank. 

By  the  Commission. 

Dated:  July  23,  2014. 

Kevin  M.  O’Neill, 

Deputy  Secretary. 

[FR  Doc.  2014-17746  Filed  8-13-14;  8:45  am] 
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